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SUMMARYNOTES

I. Audit Opinions

A. Opinion Types

1. Unmodified opinion—States that the financial statements present fairly, in all material respects, the

RERRE, BEOX vy vy a7 —RHECEREINTNDZ EIZ2NTEREZDRRS,
a.

financial position, results of operations, and cash flows of the entity, in conformity with the applicable
financial reporting framework.

(s T A I L — P S R 2 T T RE R A A AL I CHEIL L . T OB RIS RN C, MBCIREE,
s

Emphasis-of-matter and Other-matter paragraphs—Additional communications added to the
auditor's report without modifying the auditor's opinion.

AR Sy & 2 OMBEHK S —EAANDBREEET S 2 & BAREEIBMOMHE 25
o ik

2. Modified opinions—The auditor's report is modified when the auditor concludes that the financial
statements as a whole are materially misstated (GAAP issue) or when the auditor is unable to obtain

sufficient appropriate audit evidence to conclude that the financial statements as a whole are free
from material misstatement (GAAS issue).

a.

BEER —MEB#AREME L L CTHEHEREBR T BT(CAAPER )G, MEEREAR s L TEE
RBBETREZEERNE WD FERICE D 2O D +43 2 ou bt 72 BEA G E [N T 5 2 & 3 k20
S (GAASHE X)) A, BEAEHRAE T IImodify(IBE) S b,

Qualified Opinion—States that except for the effects of the matter(s) to which the qualification
relates, the financial statements present fairly..."—used for GAAS or GAAP issues.
REMBEEER— “BMIRERORBELZRE ., MEBEH#HRITEEICRRINATND” LiRNS,
GAASS°GAAP DYEHILA I MIREN & B A ISV 5,

Adverse—States that the financial statements do not present fairly—GAAP issue.

T ER R EE R I EICE R S TRV LR 5 —GAAPYERLZ BN & 5 84,
Disclaimer—States that auditor does not express an opinion on the financial statements—

GAAS issue.

ERARP—EENTMHHERICOVTEREZRP LRV L~ 5 —GAASTHEHLIZ N &
D56,

1A-3
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B. Unmodified Opinion
Financial statements are presented fairly in all material respects.
ETOHERELRRTENT, MBH#ERPEEICRRESNTHDHE,

(Non issuer)

INDEPENDENT AUDITOR'S REPORT

[Appropriate Addressee]

Report on the Financial Statements:

We have audited the accompanying financial statements of ABC Company, which comprise the balance sheet as of
December 31, 20X1, and the related statements of income, changes in stockholders' equity, and cash flows for the year
then ended, and the related notes to the financial statements.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
accounting principles generally accepted in the United States of America; this includes the design, implementation, and
maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free
from material misstatement whether due to fraud or error.

Auditor's Responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America. Those standards require that we
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of material
misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor
considers internal control relevant to the entity's preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity's internal control. Accordingly, we express no such opinion. An audit also includes
evaluating the appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit
opinion.

Opinion
In our opinion, the financial statements referred to above present fairly, in all material respects, the financial position of

ABC Company as of December 31, 20X1, and the results of its operations and its cash flows for the year then ended in
accordance with accounting principles generally accepted in the United States of America.

Report on Other Legal and Regulatory Requirements

[Form and content of this section of the auditor's report will vary depending on the nature of the auditor's other
reporting responsibilities.]

[Auditor's signature]

[Auditor’s city and state]

[Date of the auditor's report]

1"Report on the Financial Statements" is unnecessary in circumstances when the second subtitle, "Report on Legal and Regulatory
Requirements," is not used.

1A-4
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(Issuer)

Report of Independent Registered Public Accounting Firm
To the shareholders and the board of directors of X Company:

Opinion on the Financial Statements

We have audited the accompanying balance sheets of X Company (the "Company") as of December 31, 20X2 and 20X1,
the related statements of income, comprehensive income, stockholders equity, and cash flows for each of the years then
ended, and the related notes and schedules (collectively referred to as the "financial statements"). In our opinion, the
financial statements present fairly, in all material respects, the financial position of the Company as of December 31,
20X2 and 20X1, and the results of its operations and its cash flows for the years then ended, in conformity with
accounting principles generally accepted in the United States of America.

Basis for Opinion

These financial statements are the responsibility of the Company's management. Our responsibility is to express an
opinion on the Company's financial statements based on our audits. We are a public accounting firm registered with the
Public Company Accounting Oversight Board (United States) (PCAOB) and are required to be independent with respect to
the Company in accordance with the U.S. federal securities laws and the applicable rules and regulations of the Securities
and Exchange Commission and the PCAOB.

We conducted our audits in accordance with the standards of the PCAOB. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement, whether due to error or fraud. Our audits included performing procedures to assess the risks of material
misstatement of the financial statements, whether due to error or fraud, and performing procedures that respond to
those risks. Such procedures included examining, on a test basis, evidence regarding the amounts and disclosures in the
financial statements. Our audits also included evaluating the accounting principles used and significant estimates made
by management, as well as evaluating the overall presentation of the financial statements. We believe that our audits
provide a reasonable basis for our opinion.

Critical Audit Matters

The critical audit matters communicated below are matters arising from the current period audit of the financial
statements that were communicated or required to be communicated to the audit committee and that: (1) relate to
accounts or disclosures that are material to the financial statements and (2) involved our especially challenging,
subjective, or complex judgments. The communication of critical audit matters does not alter in any way our opinion on
the financial statements, taken as a whole, and we are not, by communicating the critical audit matters below, providing
separate opinions on the critical audit matters or on the accounts or disclosures to which they relate.

[Include critical audit matters]

[Signature]

We have served as the Company’s auditor since [year]
[City and state or country]

[Date]

© 2020DeVry/Becker Educational Development Corp. All rights reserved.
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C. Audits of Group Financial Statements
When an auditor acts as the auditor of group financial statements, the auditor must determine whether
to make reference to any component auditors in the auditor's report on the group financial statements.
BEBANN T N—T R OEELIT 2 e, BEAREEICIH VY Tcomponent auditoriZ DWW T 5 &7

D MGE L2 T HIER B 7wy,

1. Making Reference to the Component Auditor

When making reference to the component auditor, the auditor's report on the group financial
statements should clearly indicate that the component was audited by the component auditor and
should include the magnitude of the portion of the financial statements audited by the component
auditor.

B 5 E 2 BV Cecomponent auditorlZ 5 &9 554, %4 component?icomponent auditor(Z &
STHEAINZZ &, kUmagnitude((EDKE )& 7V —TEEREHEICEWTHIL LT
E2R B0,

2. Assumption of Responsibility

When the group auditor decides to assume responsibility for the work of a component auditor, no
reference to the component auditor is made in the auditor's report.

7 )— T A N hScomponent auditor® FE i L 7z EE I S SO EEE A D &V ) kA LA,
7 N— TR E T I Tecomponent auditoriZ S & L 720,

Emphasis-of-Matter and Other-Matter Paragraphs

1. Emphasis-of-Matter Paragraphs MHSFHERX %

An emphasis-of-matter paragraph is included in the auditor's report when required by GAAS or at
the auditor's discretion. An emphasis-of-matter paragraph is used when referring to a matter that is
appropriately presented or disclosed in the financial statements and is of such importance that it is
fundamental to the users' understanding of the financial statements.
GAASIZ & » CEREN DA 7 ITER AL L LA, AL E(Cemphasis-of-
matter paragraph(JRFHFIH X ) I S 415, SRAHFEH X 31, MBHERICB W THEUICHR S
NTWDLHETIED DA, FIHEOBRMEEZG LN HEERFEHIIOWTE KT 256 ICHH
Ind,
a. Report Requirements
When an emphasis-of-matter paragraph is included in the auditor's report, the auditor should:
1. Place the emphasis-of-matter paragraph immediately after the opinion paragraph, & &LIX 5>
D4 < #12”Emphasis-of-matter paragraph” % Bt &4 %
2. Use the heading "Emphasis of Matter" or other appropriate heading,
"Emphasis-of-Matter” & 72 1L & D@ 72 X T 77 7 DX A b VEBFET
3. Describe the matter and the location of relevant disclosures, and
EIREHONAR LT L. MU EHIIHET 2 EROBTRBITObA TV L5 AT 5
4. State that the auditor's report is not modified with respect to the matter emphasized.
ZOBPFHFHIZ L > THEAANDOTAIED LS bO TR LE#HT S

2. Other-Matter Paragraphs # D FIEX Sy

An other-matter paragraph is included in the auditor's report when required by GAAS or at the
auditor's discretion. Other-matter paragraphs refer to matters other than those presented or
disclosed in the financial statements that are relevant to the users' understanding of the audit, the
auditor's responsibilities, or the auditor's report.

GAASIZ L » CTERIN DA E 73R A MEE LA LA, AL E(Zother-matter
paragraph( O SEX MBS D, FOMFHEX 3L, MEH#HRICBOWTHRRIL TV N
FIHT, FAZFOMMEESINERH D EHIZONWTCE LT HLAICHERINS,
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a. Report Requirements

When an other-matter paragraph is included in the auditor's report, the auditor should:
1. Place the other-matter paragraph immediately after the opinion paragraph and after any
emphasis-of-matter paragraph,
ERXy L s E X Sy D9 <112 0Other-matter paragraph” Z B &3 %
2. Use the heading "Other Matter" or other appropriate heading, and
"Other-Matter” £ 72 13% OMIEE /2T 75 7D & A ML aBIRET 5
3. Describe the matter.
SR N EFIHA T D

3. Going Concern — ke {2

a.

C.

d.

The auditor is responsible for evaluating audit evidence to determine whether there is
"substantial doubt" that the client will be able to continue as a going concern for a
reasonable period (not to exceed one year from the date of the FS being audited). Note that
under International Standards on Auditing, the going concern period can exceed one year.

BERENTY 747 v MMe¥ERfkaEL LT, GENRMM (FASBTIX, financial

statements OFITHHUELN) | FEAMHRARETHD Z LIT “ERRREE BHdNED

Dl 2 RN H D,

If substantial doubt exists, an emphasis-of-matter paragraph stating the auditor's concerns
should be added to the opinion paragraph. The words "substantial doubt™ and "going
concern" must be included. Note that International Standards on Auditing use the term
"significant doubt."

BERREZRNFEET D4, “Substantial doubt” & "going concern” &\ 5 fl3E % & & THEAS A
DRR& 2R 2 TR FIE Ky & B R K B 5,

The following audit procedures may indicate that there is a problem with the entity's ability to

continue as a going concern:

fkfiAEE & L TR0 FEAGRE I ICRE R H D 2 & 2W b T 5 ARl 0 & 5 & Fhi

(1) Analytical procedures.
AHTHFREZTT 5

(2) Review of compliance with terms of debt/loan agreements.
AEIBN ST ~DEIAEEZ L E =2 —F 5

(3) Review of the minutes of stockholder/board meetings.
KRERS/ R OBEFREL L E=2—F2

(4) Inquiry of client's legal counsel.
7747y FOEMFELICEMT S

(5) Confirmation of the details of financial support arrangements with third parties.
BEEBBICMBXEOEMERERT D

(6) Review of subsequent events.

BEEZEZLE2—T5

Conditions that may indicate a problem:
Mz R rREED & % KHE

(1) Financial difficulties.
i

(2) Internal matters (e.g., work stoppages, labor difficulties).
WEER (Bl ; 2 b 741 %, HEEH

(3) Negative financial trends.
B 72 A EEA - R

(4) External matters (e.g., legal proceedings, new legislation).

SRR (B ; HAOTHE, FRABTHL. B LOESR)

© 2020DeVry/Becker Educational Development Corp. All rights reserved.
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e. The auditor should consider mitigating factors. Both intent and ability are required.
Z DIRBEDBHEE R IZ SV CER L R ME A b iRat T 5,

% L. managementiZ X S note DBHRA 143 Th 570 E 9 %Kit L. Emphasis-of-matter
paragraphzfi& 4%, O, Management® & 4LPlan ® Fjii |2 & - CTgoing concern® &34
B SN D & 138 2 bW A "substantial doubt” L "Going Concern" &\ 5 2 SO fiEE &
DRTIUTZR B 7220,

f. If doubt is removed in a subsequent period, the going concern paragraph need not be
repeated.
BHILIEIC B I BROML o6 . MRS B 2 ARl i 0 IR S 5 B IE 7R,

4. Lack of Consistency — Justified (acceptable/justified change in accounting principle)

BB NDBFRIET 2 Mwsetk o K

Consistency is implied in the auditor’s report. If a material change in GAAP has occurred
between periods and such change is justified, the auditor should add an emphasis-of-matter
paragraph to the auditor’s opinion describing the change and referring the reader to the note
describing the change in detail.

B AT I I IR R ORI T D, FENICCGAAPICEERZENEZ D, £D LD
REEPREYbENTGE, BAENIEE LR L, FMICEE 4l LERRE#HiAFICS
MRS 2 M FEX S 22 2 TR H7eu,

. Alert That Restricts the Use of the Auditor's Written Communication

EBZAOXELLLDaIa=r—va OFIAGR

The auditor may be required by GAAS or may decide that it is necessary to include language in the
auditor's report (or other written communication) that restricts the use of the auditor's written
communication. In the auditor's report, such language is included in an other-matter paragraph.
GAASIZ ko TR SN D6, EIT0gE LW L72hE, A NTEAEREESE 0o CEIC
L EAENDOREXEFEOMM 2 HIRT 2, BEAREZEIIBNT, 20X 5 REEMFIROXFIE. €D
il KA C R S D,

. Issuer®#4 Explanatory Paragraphs

Nonissuer®audit report Cemphasis-of-matter / other-matter paragraphz f\ % 4 & [FfE. issuer®
auditorzdaudit opinionZ{E1ET 2 Z £ 72 < BID 2 2 = =4 — 3 3 > Zaudit reportlZ 32 5512 H
W\ 5415 D Hiexplanatory paragraph T 5,

* PCAOBIZHUE X228, —fi%fliCopinion section D& I A S5,

© 2020 DeVry/Becker Educational Development Corp. All rights reserved.
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E. GAAP Issues: Qualified or Adverse Opinion
The auditor uses professional judgment to determine whether to issue a qualified opinion or an adverse
opinion when audit evidence indicates that there is material misstatement of the financial statements.
WMHH#HRICEERQEBRHEN T ENTWDEE, BERENIHEMZELE L OB LY REMBERR

LT ARHEIERR T 202 HW %

Financial Statements Inabgl: L};ﬂg e(l)"lt)tam
. are Materially . .
Materiality of Problem . Appropriate Audit
Misstated Evidence
(ElP s (GAAS Issues)
None or immaterial Unmodified Unmodified

Material but not
pervasive

Qualified Opinion

Qualified Opinion

Material and pervasive

Adverse Opinion

Disclaimer of Opinion

1. Qualified Opinion
RREFMBEIER R
A qualified opinion should be expressed when the auditor concludes that misstatements, individually
or in the aggregate, are material but not pervasive to the financial statements.
FEAAFOHIY . BN E TR LT, BETIED 523K  JAFIICEIE L TV D § O Tikze o &l
L7ce . BREMBEIENRFEND,

2. Adverse Opinion
AHEERR
An adverse opinion should be expressed when the auditor concludes that misstatements, individually
or in the aggregate, are both material and pervasive to the financial statements
JEAAFEAR A, RN FIIFEFH LT, BEETH Y DDA AFICELEL THDEHDTH D &l L
e, MEEBRPEHIND,

3. Form and Content of Auditor's Report
EEREEOHEILAR

Departure from GAAPIZ X 5 qualified opinion (FREfHEIER R.)

<Nonissuer>
« Auditor's responsibility paragraph & 1E4 %,
+ Opinion paragraph® (& fiij|Zbasis for qualified opinion paragraph# 7%} Texception DFiH %

T 5,
+ Opinion paragraphiZ 3\ > C qualified opinion% &3 %,

<lIssuer>
+ Opinion paragraph!Z 35\ Cqualified opinion % & H]5 5%,
- Opinion paragraph® E.#% |Zadditional paragraph (E&?@@heading I£72 L) %% J Texception®
#iBH% 3%, (< Critical Audit Matters section Tif7e\ = & IZ7EE)

%72 ¥basis for opinion paragraphCifexception23d 5 Z & | éaﬂ’biﬁ:/v (Scope limitationiZ & %
qualified opinion & 572 %)

1A-9
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Departure from GAAPIZ X % adverse opinion (REIEER)

<Nonissuer>
- Auditor's responsibility paragraphz & =3 %,

- Opinion paragraph® & ij|Zbasis for adverse opinion paragraph % % J Cexception D7 % 3
B

- Opinion paragraphiZ 35\ Tadverse opinion% &4 %,

<lIssuer>
- Opinion paragraphi(Z33\ > Cadverse opinion% 4 %,

+ Opinion paragraph® & % |Zadditional paragraph (Bt ®headingid7z L) % &%1J CTexception®
AT 5,

- Critical Audit Matters section|Z&lg S 5,

F. GAAS Issues: Qualified Opinion or Disclaimer

GAASEX : REMBEERRLSL L ITERTEKH

The auditor uses professional judgment to determine whether to issue a qualified opinion or a disclaimer
of opinion due to a limitation on the scope of the audit. A scope limitation occurs when the auditor is
unable to obtain sufficient appropriate audit evidence to conclude that the financial statements are free of

material misstatement.

BEAHIA OHIRD 5 556, BAEMIFMRLEL LTOHMNCI LY | IREMEERRE 350 ERLREY
LI ohald 5, BAREORIRE X, MEHREKRL L TEERERR R 2T RN ED

WZE DT DDA IR A NET 5 Z &R WTr—2 %0 9,

Financial Statements

Inability to Obtain
Sufficient

Materiality of Problem are Materlally Appropriate Audit
Misstated Evidence
(EPnP s (GAAS Issues)
None or immaterial Unmodified Unmodified

Material but not
pervasive

Qualified Opinion

Qualified Opinion

Material and pervasive

Adverse Opinion

Disclaimer of Opinion

1. Qualified Opinion
RREAT I IE R R

A qualified opinion due to a GAAS issue should be expressed when the auditor is unable to obtain
sufficient appropriate audit evidence on which to base an opinion and the auditor concludes that
the possible effects of any undetected misstatements could be material but not pervasive.
HAEPAORRE L 722 BB A IE CTE . ZOBEFHOHIRIC X 2 K% LOME
AREOBIENENEE CIEH 5 BA BIEL TN D b O TIHRW & A ADHIE L7256,
[RE R ERANRI SN D,

Disclaimer of Opinion
BERAREH

A disclaimer of opinion should be expressed when the auditor is unable to obtain sufficient
appropriate audit evidence on which to base an opinion and the auditor concludes that the
possible effects of any undetected misstatements could be both material and pervasive.
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B RRWORRE L 70 2 MEDRBEAREL A PE TE T, T OBAHHOHIRIC X5 RFEROKE
%uﬂﬁf)iﬁﬁﬂﬁ%*ﬁﬁ“ﬁﬁif ;’t&) DADIRS BIEL TV D b D TIEH D L BEEADHW L7256,
HRAERE 2D,

3. Form and Content of the Auditor's Report
BEEREEOHBR L NE

Scope limitationiZ X % qualified opinion (REFHEIES R)

<Nonissuer>
- Auditor's responsibility paragraph# & 1E3 %,

- Opinion paragraph®ELfij(Zbasis for qualified opinion paragraph# &%} CTexceptionD#iHH %
T %,

+ Opinion paragraphiZ 3\ > Cqualified opinionZ &3 %,

<lssuer>
- Opinion paragraphiZ 3\ Cqualified opinion% #1345,
+ Opinion paragraph®[E.{% (Zadditional paragraph (E&%@heading 1372 L) %%\ Texception®
HiBH %9 5, (< Critical Audit Matters section ClZ72\ = & IT7EE)
- Basis for opinion paragraph(Z3s\ T & FRE, exceptloniﬁ&’)é Lizsns

Scope limitation(Z X 5 disclaimer (B R ARZEH)

<Nonissuer>
- Introductory paragraph. auditor's responsibility paragraph#{&1E9 %,

- Opinion paragraph® [E fiij{Zbasis for disclaimer of opinion paragraph % 5%} Texception D&t B %
T 5,

+ Opinion paragraphi(Z 33\ Cdisclaimer of opinion% &3 %,

<lIssuer>
+ Opinion paragraphiZ 33\ Cdisclaimer of opinionZ &9 %,
+ Opinion paragraph®iE.f% (Zadditional paragraph (E:% ®headingld72 L) % %) CTexception®
iz T 5,
- Critical Audit Matters section| 3 H#g = 5.,

COMPARATIVE FINANCIAL STATEMENTS it %sE#
Multiple periods are presented in the financial statements.
BEE S OREELZE L O TERTT D,
A. Change in Opinion - EROERE
1. A prior opinion may be changed. The auditor should update (i.e., either reaffirm or change)
the opinion on any previously issued financial statement shown in comparative statements.
AIEOF FIIEE SN D et d 5, BaE NI B R TR O A2 57 5,
2. If the updated opinion differs from the previous opinion, the auditor should disclose the
reason(s) in an emphasis-of-matter or other-matter paragraph that discloses the following:
EHSNEERPAIEOER & B2 256 MPHFEHK ) CLUTORMZ R L 22T

B,
a. Date of the previous auditor's report.
HilEEREFHD B+

1A-11
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b. Opinion type previously issued.
AIEIAR S NEB ROEE

c. Reason for the prior opinion.
HiEl O E ROEH

d. Changes that have occurred.
RELVEEREE

e. Statement that "opinion... is different.
BRMEIEE R L 5l

Different Opinions 72 3% R,

1.

Some comparative reports will have different opinions for each year presented.
Depending upon the situation, the appropriate paragraphs will be modified.
HeiEEHITE T LICR R BEREZETHERH 5, KB L 0 BEERRKSBELES
ns,

Predecessor's Report Not Presented F{EEE A DG LRFREN LR VS

The
and
%L
1.

2,

successor auditor should express an opinion on the current period financial statements only
indicate in an other-matter paragraph:
BB NITE OMEFEHX S T T 2RI RITIUER B0,
That the financial statements of the prior period were audited by a predecessor auditor
BEEEAP T OMBHREEE LD L,
The type of opinion expressed and, if the opinion was modified, the reasons for the
modification
KA ShEEROEE, FLERAPEEERERR TRA-2LEE, TOEH
The nature of any emphasis-of-matter or other-matter paragraph included in the predecessor
auditor's report; and
BAFENIIEOMFE TR SRS
The date of the predecessor auditor's report

FMEREAOEEREED A

Predecessor's Report Presented Fi{EEE A DHEBPRREIN 54
A predecessor auditor can reissue his/her report, but prior to reissuance, he/she should:

RHIfE
A
1.

2.

A NTRIEEAEORE HEEZHHRITT 256, BRITICELL, U2 FEML2TERS
Read the statements for the current period; compare with prior statements.
SHWOMB R 2T, ATHITE R & kT 5
Obtain a letter of representation from the successor, to ascertain if anything material was
found.
BAEEAAD O ELZ G L, EEQREREHRRVNHERT D,
Obtain a letter of representation from management regarding whether their prior
letter of representation needs to be modified.
R D B BB F A BUS L, ATENCEUS L2 BUR EO SRR FERICAE A LIE TR
T L ERERT D,
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OTHER ITEMS ZDft
A.  Subsequent Events — #% 3= 5

1. A subsequent event occurs between the balance sheet date and the date the financial
statement are issued. Subsequent events may require either adjustment to the financial
statement or additional disclosure. Subsequent events are divided into two categories.
BIREEL L ITRIERRERD A L MBFEROREITHOMICHE L EFEREZ VS, BEFSR
IFBHERIZH L THEES 2WIZEMOBRO EL 0B ETH D, BEFRITIZLLT
D2ODHT AU =0 D,

a. Recognized event — Condition existing on or before the balance sheet date;
usually requires adjustment to the financial statement.
ETE#IE FE
BRFELEF SR LERERR, BEMBED B d 5 WITE LRI FATE L
TWHIRE ; MBERROEENMLE LD,

b. Nonrecognized event — Condition existing after the balance sheet date; usually
requires disclosure, but no financial statement adjustment.
B2 T8 4
BIEFREG| SR I LIRRED, BEGREO A ORITHFIE L TSR ; WE
FROIEIETIHEARL, BRARD IS,

2. The auditor has an active responsibility to investigate subsequent events during the
period from the balance sheet date to the date of the auditor's report. Responsibilities
include:

B NERERTRE O B2 BB AWM D H A F TOHMICK T 5 % EELICHmA /25
ERD2D, FOELITITLTREEND,
a. Reviewing post balance sheet transactions.
BEREZ A UEORS OV E 2 —
b. Obtaining a representation letter from management.
R E R FEO IS
c. Inquiring.
B
d. Reading the minutes of stockholder, director, and other committee meetings.
MRERRS, Bfiks, ToMERSOBRFREHTeZ &
e. Examining the latest available interim statements.
FIZAD BEHO DM BREFEOR A

3. The auditor has no active responsibility after the date of the auditor's report, but cannot
ignore information coming to his/her attention. If subsequent events result in adjustments or
disclosures that are made after the original date of the auditor's report, the auditor may dual
date the report to extend responsibility only for the particular subsequent event.
EANTEEREED B AT S ZMBHRICOWV TR 2 BEZ ADRVA, KA
WA ER 25 Z L3 TE RV, BEREEZEO A HRICE A SN ERREFRBPMBEER
WEERCHREZ b6 THE, BEAENFTBRRFRIZIOVWTOLELEEZAD LTH5 _EHAfL
THIENTED,

B. Subsequent Discovery of Facts After the Report Release Date
EEREEORITHRICHR LLEH

1. If the auditor becomes aware of material information after the report's issuance and knows
persons are currently relying or likely to rely on the financial statements, the auditor should
advise the client to immediately disclose the information and its impact on the financial

1A-13
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statement.

BEAADEAREEOFTRICEERGERICKT & BUELOMBHERIKLL TS H L5
FEHL &9 L LTVDABNDDZH > TWDEE, BENITEHIZEDFEROMR &Y
BAR~ORELZRRT D27 747 MBE LRTER S R0,

P g

If the financial impact cannot be timely ascertained, notification should be made that the

financial statement cannot be relied upon.
MBI EZ RIS 2 2 N TERWVES, MBEHRICKIL T Z 83T Rhnies

s

BEF_ETH D,

3. The auditor must be satisfied with the client's action; if not, the auditor should notify the Board of
Directors and the client that the audit report cannot be associated with the financial statement. The
auditor would also need to notify any regulatory agencies and any persons known to be relying on
the statements and report.

FREER, 74T v FOIHER T TR E B LG RN S L 2 T4 T v
MIEARETHIIEDTH L LBAT2LEND D, BEENIEEREETOMBEE & AR
HEIEIL L TWD AL Z O 2@t 5 %8R D 5,
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IV. Reporting on Other Information
ZOMERO L R—T 47

A. Other Information in Documents Containing Audited Financial Statements

1.

HDXECBVCEERHMBRHR LIRS 5 £ OfiE#R

The auditor must read the information and should try to resolve any material inconsistencies or
material misstatements of fact directly with the client.

EANTIZOEREZFHERTNE RO T, FLEERANEESSEMBLHN A I NLEITIE. £0
FRPACEE D2 T LR B 70,

The auditor may issue a disclaimer of opinion, or may be engaged to express an opinion on such
information.

BEAE AL “ZOMIE®R” (kL Cid, BERAERP LT 250, FFBERRAZITORNOEHSZ Ln
TE 2,

B. Reporting on Supplementary Information in Relation to the Financial Statements as a Whole

1.

BRBR~DOLVFE—F 17

An auditor may be engaged to report on supplementary information in relation to the financial
statements as a whole. The auditor has two objectives in such engagements:
A NI HBSRER BRI T 2R EMICERAERAZIT ) BN LS ENTE D, TD XD T
ICBWTIHLL T O2oMNHIE L 725,
a. to evaluate the presentation of the supplementary information in relation to the financial
statements as a whole and
MR BRI T DR MO TRETMT 22 &
b. toreport whether the supplementary information is fairly stated, in all material respects, in relation
to the financial statements as a whole.
W%%%éW’ﬂﬁéﬁﬁﬁﬁﬁ ATOEERFUTBNT, MIEIZERINTND0E 90T
ol ‘T,u /ui%% %?? 5 —
The auditor's report on the supplementary information may either be presented as an other-matter
paragraph in the auditor's report on the financial statements or in a separate report.
M RERICR T 2B RERWE, ZOMFHX S TRMLT S, b LATHIO LR — MIBWTRHT S
L 92/)0))5@75%&5)60

1A-15
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MULTIPLE-CHOICEQUESTIONS

QUESTION1

An auditor of a nonissuer who qualifies an opinion because of an insufficiency of audit evidence should refer to
the scope limitation in the:

Auditor’s Notes to the
Responsibility  Opinion Financial
Paragraph Paragraph  Statements

1. Yes No Yes

2. No Yes No

3. Yes Yes No

4. Yes Yes Yes
QUESTION2

The predecessor auditor, who is satisfied after properly communicating with the successor auditor, has
reissued a report because the audit client desires comparative financial statements. The predecessor auditor's
report should make:

Reference to the report of the successor auditor only in the scope paragraph.

Reference to the work of the successor auditor in the scope and opinion paragraphs.

Reference to both the work and the report of the successor auditor only in the opinion paragraph.
No reference to the report or the work of the successor auditor.

PON~

QUESTIONS3
A client acquired 25% of its outstanding capital stock after year-end but prior to the date of the auditor's
report. The auditor should:

1. Advise management to adjust the balance sheet to reflect the acquisition.
2. lIssue pro forma financial statements giving effect to the acquisition as if it had occurred at year-end.
3. Advise management to disclose the acquisition in the notes to the financial statements.
4. Disclose the acquisition in the opinion paragraph of the auditor's report.
1A-16
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<SOLUTION>

Question 1 Explanation
Choice "2" is correct.
When a qualified opinion is issued due to an insufficiency of audit evidence, the opinion paragraph refers to the
scope limitation using the following phrase:
"...except for the possible effects of the matter described in the Basis for Qualified Opinion paragraph..."
The Auditor's Responsibility paragraph and the notes to the financial statements do not refer to the scope
limitation, although the Auditor's Responsibility paragraph does refer to the fact that the auditor has issued a
qualified opinion.
Choice "1" is incorrect because the opinion paragraph should refer to the scope limitation, while the auditor's
responsibility paragraph and the notes to the financial statements should not.
Choice "3" is incorrect because the Auditor's Responsibility paragraph should not refer to the scope limitation.
Choice "4" is incorrect because the Auditor's Responsibility paragraph and the notes to the financial statements
should not refer to the scope limitation.

Question 2 Explanation
Choice 4 is correct.

The predecessor auditor should not refer in the reissued report to the report or work of the successor auditor.

Choices 1, 2, and 3 are incorrect because the predecessor auditor should not refer in the reissued report to the
report or work of the successor auditor.

Question 3 Explanation
Choice 3 is correct.

The acquisition provided evidence of a condition which came into existence after year-end and therefore the
proper accounting approach would be note disclosure rather than adjustment.

Choice 1 is incorrect because adjustments are only appropriate for subsequent events which provide evidence
that the condition was in existence at year-end

Choice 2 is incorrect because the auditor does not issue financial statements for the client.

Choice 4 is incorrect because the opinion paragraph of the report need not be modified. The auditor might
choose to add an explanatory paragraph emphasizing the matter, but is not required to do so.

1A-17
© 2020DeVry/Becker Educational Development Corp. All rights reserved.



2021 Edition — Auditing Final Review

TASK-BASEDSIMULATIONS

TASK-BASEDSIMULATION 1: Audit Opinion

T AuditOpinion | Authoritative Literature | Help |

A manager is explaining to a staff auditor how various situations might affect the audit opinion. For each of the following
scenarios, identify the appropriate reporting option by double-clicking on a shaded cell and selecting the appropriate option
from the list provided. Assume that any financial statement effect is material and that U.S. auditing standards are followed.

1. The scope of the auditor's examination is affected by conditions that preclude the application of
a necessary auditing procedure.

2. The auditor decides to make reference to the report of a component auditor as a basis, in part,
for expressing an opinion on group financial statements.

3. The company changed its method of accounting for long-term construction contracts, but
management was justified in making the change. The new method is acceptable under GAAP, and
the change was accounted for prospectively.

4. Doubt about the company's ability to continue as a going concern is fully disclosed in the notes
to the financial statements.

5. The financial statements are subject to an uncertainty that will likely result in a material loss.
Management has been unable to estimate the amount of potential loss, but has properly disclosed
the details of the situation.

6. The company changed its method of valuing inventory, but management did not have
appropriate justification for the change. The change had a material but not pervasive effect on the
financial statements and is properly disclosed.

7. A predecessor auditor's unmodified opinion for a prior year's report on comparative financial
statements is not presented.

8. Required supplementary information is omitted from the financial statements.

Unmodified opinion

Unmodified opinion with emphasis-
of-matter paragraph

Unmodified opinion with other-matter
paragraph

Qualified opinion

Qualified opinion or adverse opinion
Qualified opinion or disclaimer of
opinion

Adverse opinion

Disclaimer of opinion

Adverse opinion or disclaimer of
opinion

1A-18
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TASK-BASEDSIMULATIONS

TASK - BASED SIMULATION 1: Audit Opinion

T Audit Opinion | Authoritative Literature | Help |

TR =T —ThD

A RIRL 22 S0,

RN AY v 7 O N A 7RIS EER RIS E Y RET 20 EHA L 0 ET,
UFFENFIUCK L, EOR RS A RN LA SV, BMHEORALELTLIY v L, BRSNS U R R D) 2B

BETOMBHEORBTEERLOTH Y USEAERLEITHE > TV D EELR SV,

PFoF

1. BEEASREET

2 WA TR O ORPARHIR S D,

o

2. BEENFIL—T

MBHER~DOERE2EKHT HEEC, component auditord #2422 Z &4

3. RIS
iR LTV D, Bl
TEEShR»-T,

FNCx L CRFHLEL A AR L, ~ RV A Y MIZOEFEHNIEY Th SR
WRFHLEEIIGAAPDO b L Z T AN LN D TH D, BEHITREICH -

4. RFEOMKGERET)

2B % BER I M S RE R OTER CRAICH R SN TN D,

5. WMBHEEIRMELELZEATEY . ZTNEEERARE b ZLTLEDbND, v R AL b
IREBTER R 2 RS D 2 LN TE RV, FEMZRRIL O B 2B R 21T > TV D,

RENT,

6. AEEIITEHFFMOS
RTNRV, BHTEBEL SO TH DNMBHREIE~ZITE bfii’og?‘ I R A TR

FHOPR AL Lz, L?b\l,v? TA Y MIEEITRT D) B D &

7. HHMEEEAANC L -
nTHRy,

CHTAEEE H S M7= S I B S R oM HIT B BRI W THR S

8. WERHRHA

FREL S TR,

S TE 3 1 L

SR DXy A+ A T 1 R

Z Oy (S TE I I
R A+ TE L

IR A1 18 1E 8 L SR IE R
PR A3 1 8 U R 3R
NI IEE

BRARED

AR E B LT AR
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<FRE - R >

Questions

Answers

The scope of the auditor's examination is affected by
conditions that preclude the application of a necessary
auditing procedure.

Qualified opinion or disclaimer of
opinion

1 WEL7R B A TFHe O 13 N ATRE 72
A, BREMEES =
EARI ORI & - CUERGEFGRLY ER T po | 0 WENBERRDSVITER
77 REWE RS,
The auditor decides to make reference to the report of a U - -
. L . nmodified opinion
component auditor as a basis, in part, for expressing an
opinion on group financial statements. B \SEAL 2 00T HE A . B A
2 LIS Z O RE Dy T
AL L — TR~ O R AR BB, 2.
component auditor DHREIZDOWVWTE KT D,
The company changed its method of accounting for long-term
construction contracts, but management was justified in
making the change. The new method is acceptable under Qualified opinion or adverse opinion
GAAP, and the change was accounted for prospectively. Tl R .
3 WEFZ - T (retroactively) {EIE L7
DETEMRROCK L ORI A LT L, %P A | FFRban,
MIZOEENEY THLHRWUEIERL TN D, BrLWVEEF
FRIL GAAP Db LZIT AN DN b D TH D, EHEITIFER
\Zhlz> THMH I,
Doubt about the company's ability to continue as a going Unmodified opinion with emphasis-of-
concern is fully disclosed in the notes to the financial matter paragraph
statements. 1 36 O FEARGENE 12 BT 2 BRI
4 B 38 3 O VEFE TR LA 58 412 B R
EFEOHKERE T BT 2 BRI BRER O TR CRAICHTR | SNDHMRY . MWFHRX S & 0 MEE
ST, BIERL R L\ 5 R & 72 5,
The financial statements are subject to an uncertainty that Unmodified opinion
will likely result in a material loss. Management has been WERRRIETREIECTH D . T
unable to estimate the amount of potential loss, but has T AR s s
properly disclosed the details of the situation. ?Tﬁﬁbf bo. @)J PALFITPA
5 IRDIETRD, =RV A MEZ
MBHRIIAHEEELZSATRY , ZEERRERELT | ok 2 @UICER LTV 5=
LM TERVIA, TR OB 2B R 21T > T\ D, %
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The company changed its method of valuing inventory, but
management did not have appropriate justification for the
change. The change had a material but not pervasive effect
on the financial statements and is properly disclosed.

(B ITE RGOS FHLER A £ LT, LZJ)L?Z\*‘/“)‘ >k
FEFEIT 2 E IR B A Ty, ERITEER G
DTHLPMBHREE~ZIEL TR LT, BB
KThRENT,

Qualified opinion

YA AL FOEHEIZOWTHEY]
RIEYZBEHRARAELTWND D
T, GAAP B DML & 72 %,
GAAP & DBLIZE 22 ¢ D T
EH 20, MHHESMICITEE
LTEHT, ZOEAITREE
EBRERD,

A predecessor auditor's unmodified opinion for a prior year's
report on comparative financial statements is not presented.

AR AIC L > TRIEERIT SN2 BE E il EE R ows
EIHIBRMBHERICB W TR I TV,

Unmodified opinion with other-matter
paragraph

Hls B RIZ OV T, BT EA A
2 K DRMEE OREERFR IR
e, SHEEOBEAEREEIZZOMX
SEBML. AEEEANOBRE IO
TR %,

Required supplementary information is omitted from the
financial statements.

VB R E R TR S LTV,

Unmodified opinion with other-matter
paragraph
VB RAFRAT R ST

G, ZOMEFIZENTZ ORI ZEF
I 5,

1A-21

© 2020DeVry/Becker Educational Development Corp. All rights reserved.




2021 Edition — Auditing Final Review

TASK - BASED SIMULATION 2: Review Notes

IAuthoritative Literaturel Help I

Charles, CPA, is the group auditor for the consolidated financial statements of Raleigh Industries and all but two of its
subsidiaries for the years ended December 31, Year 1, and December 31, Year 2. Tyler is the staff accountant assigned
to the Raleigh engagement.

Charles expressed a qualified opinion on the Year 1 financial statements because Raleigh capitalized certain research and
development expenditures that should have been expensed, but Raleigh has corrected this error in Year 2. The Year 1
financial statements have been appropriately restated, and an unmodified opinion is currently being expressed on both
sets of financial statements.

Karl & Karla, CPAs, is the component auditor that audited the financial statements of Newton, Inc., and of Capricorn
Consulting, both of which are consolidated subsidiaries of Raleigh. Charles has decided not to assume responsibility for
the work of Karl & Karla with respect to the Newton engagement, but will assume responsibility for the work of Karl & Karla
with respect to the Capricorn job.

Raleigh is currently being investigated for possible securities law violations. This is adequately disclosed in the notes to the
consolidated financial statements, but the ultimate outcome of these matters cannot presently be determined. Therefore, no
provision for any liability that may result has been recorded.

Raleigh experienced a net loss in Year 2 and is currently in default under substantially all of its debt agreements.
Management's plans in regard to these matters are adequately disclosed, although no financial statement adjustments
have been made. These matters raise substantial doubt about Raleigh’s ability to continue as a going concern.

Charles reviewed Tyler's draft of the auditor’s report and indicated in his review notes that there were several deficiencies in
the report. Based only on the review notes, select those items which Charles has correctly identified as deficiencies in the
report by clicking the box beside the appropriate options. Select all that apply.

O 1. The reference to the subsidiary, Newton, and the magnitude of its financial statements should be in the
Introductory paragraph rather than in the Auditor's Responsibility paragraph.

[0 2. The component auditors, Karl & Karla, should be named in the auditor’s report.

The reference in the Management's Responsibility paragraph to "financial statements that are free from material
misstatement” should be followed by the phrase, "whether due to fraud or error."

] 4. There should be a reference in the Auditor's Responsibility paragraph to evaluating "significant accounting
estimates made by management.”

0 5. The reference in the Auditor's Responsibility paragraph to "assessing fraud risk" is inappropriate and should be
omitted from the report.

] 6. The Auditor's Responsibility paragraph should include a reference to "evaluating the overall presentation” of the
"financial statements."

7 An emphasis-of-matter paragraph describing the investigation into possible violations of securities laws is
required to be placed between the Auditor's Responsibility and Opinion paragraphs.

(continued)
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(continued)

a

a

a

8. The reference in the other-matter paragraph (between the Auditor's Responsibility and Opinion paragraphs)
the qualified opinion on the Year 1 financial statements is not properly placed. Other-matter paragraphs
should be placed after the opinion paragraph and after any emphasis-of-matter paragraphs.

9. The reference to the component auditor in the opinion paragraph is incomplete. It should specifically include
the words "unqualified opinion" to describe the type of opinion expressed by Karl & Karla.

10. The emphasis-of-matter paragraph following the opinion paragraph does not include the terms "substantial

doubt" and "going concern." These terms are required to be used in this paragraph under these
circumstances.
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TASK BASED SIMULATION 2: Review Notes

] Authoritative Literature I Help I

Charles 132#:01-£&4L % Fx < Raleigh ¢ Year1, Year 2\ % Mk i Bk £ 2 B4 L T\ % Group auditor TH 5,
Staff accountant T % Tyler 78 Z OZKINCEE S L7z,

Charles 1% Year1 DU Bk £ I DWW CIREME ER R4 R L7, 7872 513 Raleigh (3% At L& 5 X & AFcH
Rt 2 EREEICE E LT, B L. RaleighldZ DV % Year2|ZEIE L T\ 5, Yearl dMEzEFR ITEEITET
E&h, Wi OMEHRICOW THEITMMEEHEZRAEH SN TN D,

CPA o Karl & Karla (% Component Auditor ¢ Newton, Inc. & Capricorn Consulting, D #5i6#R 2 B L7z, Z D2tk
1% Raleigh Ok -4 T %, Charles iX Newton ®FFIZEI L Tl Karl & Karla 23T - 72 ¥(BOET 2 Ab
RNZ L AP DTZA, Capricorn DEAIZE L CEEZ A D LikdT-,

Raleigh 1Z8I/E, FFABBIEER OFREMETHEZZ T TWD, ZOMITEFEVEHER CHEUICBIRSN TN DD
BHAERS E D R DT E R TE 2, LA > T, ZOAMISHTT 551415 L LTz,

Raleigh iZ Year2|ZHIR A Y . BIfE, FEEEASOETRIIWRBITORIETH S, Z ORI O N TRERE
OFEITHEYNCBI R EN TSR, MBEBRIEEIZMAZ TV, EERRITOHEET Raleigh DA E Ok
WOWTHYEDRERH D Z LR LTWVD,

Charles 1% Tyler DEARED FHEZ L Ea—L, @EHICH W OO 4485 L7=, Charles 23 EHD
Mg & LTRE L2 CTh A 5 B Z B LB S0,

1. F=HTH D Newton ~DF K & Z OMEFER OREMETEER N DOFUEX S TR CHEAKSITAN L NE TH
2

2. Component Auditor T& % Karl & Karla (2oW T, BAREETARNZLHTINETH D,

3. MEHFDOEEXOMEHHERICEELEARIRIT RV OLFITITFRY CARETHITER T 2780 ) UF &fe)
LRETHD,

4. EHEAOEERDICHWNT, BARBERENDEEHIC L 2HER AL 0V OFHE~OF R EZLRT & TH

o

XSO RIEY 27 OFHI~DFRIFREG TH Y . MEENLHIFREN DS TH D,
HEXSICRO T, “REOMBHRDOBROICE LT ETHD,

7. GERREER O FHEVEICH T D AR A LR T 2 M EEHK S &L BAEADEEX S & ERK S OMICEET & TH
Do
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TASK - BASED SIMULATION 2: ReviewNotes

8. ZOMHFHEX )y HEEANDEEX S LERXDOM) TO Yearl DMFEFHERIC OV TOREMNEEZ RIS T 2F
R, WEONTEE STV RV, £ OMBEK I3RS & R E Ky ORICEE T RE TH D,

9. BERXSTOMDEREAN~DERIIREETHD, Karl & Karla iIZ k> Tl RN -F a4 51ci3id-& 0
LUHMEIEHIER R E W) SEEEDHRETHD,

10. B XA ITHE < SRFFF AT HH 2 DEERY” L kit ") 9 HIFE 2 B ATV, T HFEIZZ D & 5 2Rt
BoHLHEICIOXSTHEMNT D Z LBROLND,
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<PRE - FERR>

Questions

Answers

The reference to the subsidiary, Newton, and the magnitude of its financial
statements should be in the Introductory paragraph rather than in the
Auditor's Responsibility paragraph.

T2t Th D Newton ~D 5 e & £ DMBRER O BEMITEAR AN OHIEX
HTERSEARFICANDRETH D,

AV, Group auditor 23 A%
FEfin L7 o o f2fkicon

TOEKREZDFEEBIZHONT
FEEAENOFEX ST~
%o

The component auditors, Karl & Karla, should be named in the auditor’s
report.

#110, Component auditor @
KA OABIZIZANOFF A2

VETHY, Elt0WEE

Component Auditor T % Karl & Karla lIZ2W\WClid, EEAHL & C4RT% IR T 2L ES B

T HRETH D, 5,

The reference in the Management's Responsibility paragraph to "financial

statements that are free from material misstatement" should be followed by

the phrase, "whether due to fraud or error.” -

P ELV, fE3 30D

%,

PREH OTEX Sy O MBHRICHEREBR IRV OLFITITRY R

RIEFTAICER T 57 W) LEEKITDHRIETH D,

There should be a reference in the Auditor's Responsibility paragraph to .

evaluating "significant accounting estimates made by management." ELW, MREFEICLDEER

BANORERSIBO T, WASERS NS REHIC LD BER LMD
D DR~ F S AT E T B,

AEED ) &) X%ﬁﬁbﬁj\
DEEX Iy TRRH S5~
£

The reference in the Auditor's Responsibility paragraph to "assessing fraud

risk" is inappropriate and should be omitted from the report. ELVY, [RIEY X7 OFF
i) &) CFIFFRES R
(AN

BEANDTUERX /D RIEY A7 OFHE"~DZ RIFAHEY TH Y | HiF

NHHEIBRENDRETH D,

The Auditor's Responsibility paragraph should include a reference to

"evaluating the overall presentation" of the "financial statements."
ELVY,

BEAENDEEXFITENT, “BEROMBEHEOBROFTIICE KT _&

Thd,

An emphasis-of-matter paragraph describing the investigation into possible

violations of securities laws is required to be placed between the Auditor's L)
s o

Responsibility and Opinion paragraphs.
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RESRIETER O WTRENE I X3 2 A 2 50k 5 i FFHX 2, A ADR
ERSY L BERAKGORICREST ~E Th D,

7747 MX FIS ® notes
WY e BREI T TN DD
T, BEABRRICCSEET H4
FEX720,

The reference in the other-matter paragraph (between the Auditor's
Responsibility and Opinion paragraphs) the qualified opinion on the Year 1
financial statements is not properly placed. Other-matter paragraphs should
be placed after the opinion paragraph and after any emphasis-of-matter
paragraphs.

ZOMFHX Sy (BEEANDITEXS & B OM) TO Yearl DM EH#
RIZOWTOIREME IEZ RIS T 5 E KT, BWYICRE S hThen,
Z DX 3 TE LK LR 0% ICRET ~ & Th 5,

ELV,  Qualified opinion
on the Year1 |%, &AL &R
TFIE Ky ORICHLE S22 0
fliFEX Yy TRl s h b & T
HD,

The reference to the component auditor in the opinion paragraph is
incomplete. It should specifically include the words "unqualified opinion" to
describe the type of opinion expressed by Karl & Karla.

BRI TOMDEEA~DF KIIRELETH D, Karl & Karlaic L ->T
BAROENIZEREZFLRT DICIEE - & EMEE#EEER W) E4EE
GHDHLRETH D,

b,  Component auditor
IZE > TR ENTEREZH
M RAPA A R AN

10

The emphasis-of-matter paragraph following the opinion paragraph does
not include the terms "substantial doubt" and "going concern." These terms
are required to be used in this paragraph under these circumstances.

BRI CHE < SRR IE X 4512 “substantial doubt” & “going concern”\ > 9
FEEEATHRY, TIHHEERZO LI RN S 2512 DX ST
ATz EnROLND,

=LV, going concerniZ-Do\»
T X & 7 "substantial doubt”
& ”going concern” D FE % & &
HEND D,
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BASED SIMULATION3:SubsequentEvents

On February 12, Year 3, an auditor issued an unmodified audit report on a client's comparative financial statements for
the years ended December 31, Year 1, and December 31, Year 2. The financial statements were issued on February 28.
A number of independent situations related to the engagement are described below. For each situation listed, identify
the auditor’s responsibility in Column A and the proper effect on the auditor’s report in Column B. Assume that the client

declined to make any additional changes to the financial statements.

. On February 10, Year 3, the auditor discovered that a material receivable included in the

December 31, Year 2 financial statements was worthless due to the deteriorating
financial condition of one of the client's customers. The client did not adjust the financial
statements for this occurrence, but fully disclosed the matter in the notes to the financial
statements.

. On February 23, Year 3, the auditor became aware of information leading him to believe

that the client's investment in marketable securities was materially overstated in the
December 31, Year 2 balance sheet.

On February 11, Year 3, the auditor discovered that, due to a computer failure, all records
regarding the payment of invoices for the week of December 8 had been lost. Several
material payments were made during this week. The auditor was unable to perform
acceptable alternative procedures and was unsure whether the payments had been
properly recorded.

On January 14, Year 3, the auditor discovered that for a number of securities held in the
client's investment portfolio, the quoted market prices had materially changed since
December 31, Year 2. The client had not adjusted the financial statements for this
occurrence, nor had any disclosure of these changes been included in the notes to the
financial statements.

. OnJanuary 3, Year 3, the auditor discovered that the financial statements had been

materially misstated due to a pervasive scheme involving fraud at the highest levels of
management.

. On February 20, Year 3, during an internal quality control review, it was discovered that

the auditor had not made any inquiries or performed any auditing procedures after
February 12, Year 3.

. On February 27, Year 3, during an internal quality control review, it was discovered that

the staff accountant on the job never actually mailed any receivables confirmations, but
simply assumed that receivables were fairly stated. However, all outstanding receivables
at year-end were paid within 30 days, and material cash receipts subsequent to year-
end were audited and traced to the receivables worksheet as part of the audit of cash.

On February 4, Year 3, the auditor discovered that the client was the defendant in a
product liability lawsuit. The client's management asserted its innocence, and its
attorney agreed with this assessment. However, the attorney also noted that it would
be significantly less costly to settle out of court than to proceed to trial, and the
client's management was likely to follow the advice of counsel. Settlement costs
could not be reasonably estimated at that time, but they were likely to be material.
The client had not accrued this cost or made mention of this matter in its financial
statements, as it did not wish to give an appearance of guilt in any way.

. OnJanuary 19, Year 3, the auditor became aware that the client was recalling one

of its products due to a design defect that posed a potential safety hazard. The
potential cost of the recall program was material and could be estimated with a
reasonable degree of precision. The client had accrued this cost in its financial
statements.
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The auditor has a responsibility to investigate

The auditor has no active responsibility to
investigate

The auditor has no active responsibility to
investigate, but should consider whether the
financial statements or disclosures should be
adjusted

<
&
=l
o
Bl

The unmodified opinion issued was appropriate

The unmodified opinion issued was inappropriate;
the auditor should have issued a qualified or
adverse opinion

The unmodified opinion issued was inappropriate;
the auditor should have issued a qualified or
disclaimer of opinion

The unmodified opinion issued was inappropriate;
the auditor should have issued a disclaimer of
opinion

The unmodified opinion issued was inappropriate;
the auditor should not have been associated with
these financial statements
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T Subsequent Events ]Authoritative Literaturel Help I

Year 3fE2H12H @ HAHIZ T, BEfE NI Year1 12 H 31 H AL T DR & Year2fF12ABT A TORLED 7 T4 7 > F DIk
RSRERICEEIEBIER R L T2 BARSEL T Lto MHsRE #1327 28H Jj’éﬁéﬂto TEBIORBLA LTI G S 41
TW5, UAMIHLENENORBUZONT, AFNCEEADTEE, BINCEERE~DORBLRELRIV, 774
T MEIMBHERICEMOEEE T H I LA LIS ET D L,

1. Year3#F2H 100, BEEf AT Year2E DM B RICEHE N CWZHERFDOTHE 37 7
AT 2 FOBE OO EIREIC L DV ED RN E 2R A L, 794 T >
MIZ OHEFICOWTHBEREIEIL Lo 20, WH#EROERL (Notes) T
STBRE T o T2,

2. Year3#:2H23H., Ei&ENIZZ 74 7 > N OFMRER~DOEE 23 Year24:12 A 31 H O
HBERTE LA LENTZLHET DICELHRERR LT,

3. Year3®E2H1MH, BBEANZa v Pa— 2 —0EEIZLY, 12H8H OB RED L
I L= 2T o kbhiz 2 & 23R Lto_@L TEDD AN B 5 72,
ERENIRETEL LTROONIHOTIEZITH Z N TEP, IRV EYIFRERS
NIZE WO HEESGD Z EBHEKR -T2,

4. Year3t#E1H14H, BENIZZ T4 7 > FOEER— F7 4 U HTH D AMRESICHON
T, Year2E12 31 A SIS G A E LS Bbo TV L2 HR LI, 7947
¥ MEZOHBERICOWTMB R ZEIEET, WEHEOME (Notes) TH Z DRI
DOWTHR Lo T,

5. Year34E1H3H, BENIMEHRNIREOR LBICL 5 RIETAZ &L, BES 5 RIE
TAHICLVERREBIRREEL L2,

6. Year34E220H ., MM EE BIHA ORE R, Year3tE2H 12H LI, A AIZ L - THERM
REE TR EOBETHENS—UITON TV W2 ERRR Iz,

7. Year3fE2H 27 H ., WHSMNEE BEANA ORI, BB 23 78 BB DMERRR & SBT3 BT
B, EHALRHIN TV LD LHEMIBEL TV ERRRAINTZ, LR
W AREERIE R TORBNOEHEITI0H LRI b TR Y | FEEREOEER
BRI S, EleR~ b L—2 (BBRRE) S/,

8. Year3tE2H4H, BEANIZYZ T4 7 2 FRRIEYEREOH M THETHHZ L&
%é% L, 77472 hOREFITMIEEZRS TRLTBY, 7747 hOFiE
ti DOFRIZFE LTz, 72720, 729472 bOF#ELIIHFAZED D LY LR
CLEFTBERABIPNLRNZ E &R LTE, 7747 > FOREHRIIFR#ELO
u%k?k%if%ﬁoTM@%ﬁi%@ﬁﬁTiAﬁm CRAL D Z ik
fmvﬁ:ﬁi\ MY REFTR D ETREINT, 77472 MNIZOEREZRKLEH
(Aaff) & LTEFEESF, MBEEETH ZOMHICHOWTHIR LR -7, AIEOH
Gk G525 ERERNoT,

9. Year3®E1H19H, BE#&E ALY 7/(7/ M3 ERMa DO RIEEMED & 5T A DA
BOEORGEY a— L L TWE Z LKWz, Va—Arral T a0 RiirE
JATERTZ 7208, AEA ﬁ@fﬁﬁﬁfﬁjﬁ%é EWTE, 7747 M
MBGHBICZOBEMEZRLER (A & LEHELRE,
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TS TE 0 1E 5 i hey/
Bt T I A A T30 1F 7 R i 0 72 o 7%
S IR IER RII R ch v, RERE
Bt AR B B BT 7L RS DN ERATBRAEE ¢ 2 1
MEAS T EE LI Ry ch v RERE
Bt AR B B BHLR 7L FERBSCHBRTRAIAN T
W, MR DD WVIEB RN EIES NS =
EPEODEET AECD. B B E ST R Tl ) | R
AN Cdh o7z,
S TEHE S RII Ry, BaEATons
DWMEH#HRELEBEDY 2RO ETlERho
7
aw | i
L | 1
-
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<fRE - FERR >

% [ Subsequent Events (DWW T, BEEANDOET L EEHRE~OEELE XD,

Subsequent Events OFEEE & 5t
Type I event — P8 A B/EICEEICFIRAREAE L T34« FISITEES,

Type II event — & B LA JRIA A HAE L7548 - FIS ICEEAREIZNE L/ H DT note IZBHIR,
A NOET

Audit report date ¥ T : A& - HEEOELH Y
Audit report date LA :

v E % dual date 12

A - RO BTV AS, R Sz Bl EI3ERR 5.

—
Questions Answers

On February 10, Year 3, the auditor discovered that a material . e e e
receivable included in the December 31, Year 2 financial statements ﬁgﬁ@ifl &?f bDo BRENEERRD
was worthless due to the deteriorating financial condition of one of AR IR LAY E G,
the client's customers. The client did not adjust the financial UHFHITEARETAAMN LD b
statements for this occurrence, but fully disclosed the matter in the KEEINTWADT, B/ AILTHE
notes to the financial statements. DELIND D, ZOFKIIDEEER

1 BESICHFEL T F5 (Type 1) 72

. | DT, MBHROEENLER T — A
Year3®2H 100, E&E AL Year2 FOMBHRICE EN TV EHE| Eﬁ% ol s % g
e oo AT Thd, bbb T, EENTD
RO N7 TA T v FORBI D1 OMBIRIE/IZ LY o YINEN .
v _ . Z : Nigipolon T, BEMIZIS CTRE
MEDRNZ L ZIRA LT, 77472 MIZOHKFICOWNTH FHEE S R A ES AR SN S
BR T EIE LR, MB#EOERL (Notes) THorI2hi X -
R RETH D,
REAT 2T,
On February 23, Year 3, the auditor became aware of information FEMAY 7R O LTS, M6«
leading him to believe that the client's investment in marketable R DBEEN S AHRXNE 5 e
Eei:uritiesr\‘/vai materially overstated in the December 31, Year 2 HFRETH D, BEMEED R AE
alance sheet. T RS,

9 EEAREEA LRIV TX, BEA
Yeard2 1231 . BANILY T4 T hoffiiiig oty | FEEOREEADR, L, T
Year2F12131 A OSSR FE TE L < AM L S i LfefET 5ic | WV EHRIEOWTHELT S Z ciTa
ié%%&’i’%ﬁﬁ L=, vy, ﬁﬁ%ﬁ%i@‘fﬁ%&ﬁ‘%b( 7kf%l/éih'f

Wtk DZLETHLNE, HEMITILL
CRREATE EE AR EE RO R &
NoHXEThol,
On February 11, Year 3, the auditor discovered that, due to a . o I, o
computer failure, all records regarding the payment of invoices for ﬁﬁﬁﬂ“ﬁ{%ﬁ‘&’ Do BREFSEIERLAE
the week of December 8 had been lost. Several material payments SR 3 8 Y,
were made during this week. The auditor was unable to perform EEAWEEAMANCYZEL NI N
3 acceptable alternative procedures and was unsure whether the TWHDT, AEIZEENRD D, BEAN
payments had been properly recorded. IR T A T A 2 N TE T,
FUERORBERFETETVRND
S PEIZIS T == A IETEJL\ )fé
Year3#2A11H, BEAENIFa v Pa—Z —0EEICLY, 12A8H gxiﬁzﬁ@g%;?mﬁﬁ e
DD REFLO LI L2 2 CoRBNRbRIZZ L 2R ’
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L7=, Z ORI TN~ T2, Bt NI TFRE L
TRDODONDHOFNEZITH Z LN TEF, LHVRETN RS
Nz WIHIMREEED Z LNk hoT,

On January 14, Year 3, the auditor discovered that for a number of
securities held in the client's investment portfolio, the quoted market
prices had materially changed since December 31, Year 2. The
client had not adjusted the financial statements for this occurrence,
nor had any disclosure of these changes been included in the notes
to the financial statements.

Year3tF1H14H., MBENITIZ FA T FORER— 74 1 FI12dH
DM OV T, Year24E12H 31 B 2 S BB FISAMkE 2335 L <

Eoo T2 a2RA L, 7747 MIZotskEIzo> VT
MBHE L ETEET, MBHEEOEL (Notes) TH Z DIV

TR Lo T2,

FANCTTIT 70\, A T 3 1 E 5 L i )
THoT,

W FEZER B 12 OBE A e O E D%
BIIBRIEELR TR,

On January 3, Year 3, the auditor discovered that the financial
statements had been materially misstated due to a pervasive
scheme involving fraud at the highest levels of management.

Year3®1 A3 A, EE NI AR NRE O BJEIc X5 RIETA
EEte, RHICEIET A ARETAIC LV ERREBRREETLZ &
LT,

MEOELNH D, RIUBHREAICH
HDHRETIE R,

Y ERIIEEREERITAIOFLTDH
D, EEANTHEOCEEL DD, ZDHE
B3, MBEHER L OREH OREMEICE
LWEENEL TWARETHY ., 20D
X9 AR IICB W TEER AT & iR
L., MEHEEEEICES T 45X Tk
Y,

On February 20, Year 3, during an internal quality control review, it
was discovered that the auditor had not made any inquiries or
performed any auditing procedures after February 12, Year 3.

Year3®2 200, WNElMEEBHEOR R, Year34E2H12H LA
M, BEANICL » CEMPERTFIER & OB TN 91 Thbn T
WRNZ EDRFER I NI,

FEOFARIT A2, S IE 8 3 Rl
ThoTo, [MPBREEFEN O Z5A
EhRE, BEAWREEDMNE (21200H)
X, BA T A I A EBIT AR,

On February 27, Year 3, during an internal quality control review, it
was discovered that the staff accountant on the job never actually
mailed any receivables confirmations, but simply assumed that
receivables were fairly stated. However, all outstanding receivables
at year-end were paid within 30 days, and material cash receipts
subsequent to year-end were audited and traced to the receivables
worksheet as part of the audit of cash.

Year34E2 427 H., Wb EE BFRAAORA, FI R 2 EH e O
PR A2 EFRIITEAE T, EhAtREBSh TV D b0 L Bl Al
ELTWeZ ERFERINTZ, L LR b, EERKE A TORL
WOGEEEIE30 HINIZ b TR Y, FERBOEE RIS

FEOT LN B 5, A& IE1H 1E L35 )
THo7,
ERWEEANBRTH-TH, LERER
FROEEZTD L7z 2 LIRSV T25E
Wi, REZFERT 2 EENELC D, 46
D —ATIE, R FHEIC X0 GRS HY
HTETVARETHY, e IEEIERER
NI TH 5,
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FIFEEA S, EReR~ P L—2 GBEREIA) Shie,

On February 4, Year 3, the auditor discovered that the client was the
defendant in a product liability lawsuit. The client's management
asserted its innocence, and its attorney agreed with this
assessment. However, the attorney also noted that it would be
significantly less costly to settle out of court than to proceed to trial,
and the client's management was likely to follow the advice of
counsel. Settlement costs could not be reasonably estimated at that
time, but they were likely to be material. The client had not accrued
this cost or made mention of this matter in its financial statements,
as it did not wish to give an appearance of guilt in any way.

Year3tE2H4H ., A NIZZ T4 7 v F S LEY AT O #:H Tk
ETHDLILERA L, 729472 FOREEITEELM TE
LTEBY, 7947 bofpERIIZoFRICEE L, 72720,
TIAT v MOFRHELITEAEED D LV LRI LT AN E AN
DINBIRNWZ EERLTZ, 7747 v FOREFRITIFRELOISIC
BB H EEZ TV, TRROBEIIZ O S TIIAEMICAEL 5
T LRk o TN, Y esREHIC RS E TSN, 74T
YMIZoERERER (AF) L UCGHEET, MiEEERTYH
ZOHIZONWTRIR LiehoTe, BIROHSRE 5252 L 28 E R
Mol

HEOEMENH 5, REFHEIEE R
ARTE IE B RANEY) T H - 72,
EAREEAMANCYZERRIRRINT
WHDOT, BEENIHAEICETRS D,
&R D ¥ L Hiprobable but not estimable
THHDT, note~DRIRMNTR NS,
BRI TN TWRWD T, BEMICSL
TIREM#EERE R I R#EEER 225,

On January 19, Year 3, the auditor became aware that the client
was recalling one of its products due to a design defect that posed a
potential safety hazard. The potential cost of the recall program was
material and could be estimated with a reasonable degree of
precision. The client had accrued this cost in its financial statements.

Year3E1H19H, & ALY T4 7 v L4 ERKaD A[EEMED
HBHTHALORBEOEOELE D 2— /L LTW5DZ EIZ&fn
Tme Va—n7al g A0 RAHREIEKREZE 7208, R
UIBECRAMLDZ N TE, 7747 v MIME#RICZD
BRERLER (B L LT ELE,

FEDTHENR 5 D, EEEIE#IEE RILEb)
Thol,
EHEWEERMAICYEFRNRE RSN T
WHDT, BEENTHECEEN DS D,
FH IZprobable and estimable C#% % & T,
RIANEH & LCEF BT 2 00y g,
WILTH B,
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TASK-BASEDSIMULATION4:Research

% Research | Authoritative Literature | Help |

What guidance is provided by AICPA Professional Standards with respect to matters that should be disclosed in the

auditor's report when the auditor's opinion in the current period on prior period financial statements differs from the opinion
previously expressed by the auditor?

Choose a title from the list.

B

Back

% Researcn Authoritative Literature | Help | I

lEr\ter Search Here Search I Search Within I Advanced Search

Previousatch Iiext Match Previous Result liext Resulc

FASB Literature

Uniform CPA Examination Authoritative Literature

To access Authoritative Literature:

Click on Table of Contents folders at left to locate and open appropriate
documents

OR

Perform a search for a particular topic by entering text in the text box
above. Use the buttons to the right and the links above the text box to
perform more detailed or advance searches.

=10 x|
Source of answer for this question:
AU-C 700.53
Keyword: Prior period financial statements
1A-35
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