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Financial Statement Audit or Review:  
Which Is Better for You?
For Many Dealers, Financial Statement Reviews May Be Enough

By Ron Sompels, CPA

When owners of privately held dealerships discuss 
what they would like financial reporting to achieve, 
they frequently cite two primary goals: They want 
their financial results to be stated accurately, and they 
want to make sure that sufficient internal controls 
are in place to safeguard assets and mitigate the 
risk of fraud occurring at their dealerships.

Given these objectives, it is important for dealers to understand the differences 
between financial statement audits and financial statement reviews. Both services, 
which are performed by independent CPAs, provide to banks and outside investors 
a level of assurance about financial statements, but there are important differences 
between the two types of assurance engagements. Dealers need to understand 
these differences so they can make decisions that best fulfill their objectives.

The Objective of an Audit
The objective of an audit is to obtain reasonable assurance about whether a 
dealership’s financial statements are free from material misstatement. An audit 
involves performing procedures to obtain evidence about the amounts and  
disclosures in the financial statements. 

The procedures selected during an audit depend on the auditor’s judgment 
but must include assessing the risks of material misstatement of the financial 
statements, whether due to fraud or error. When assessing these risks, an 
auditor considers the internal control relevant to the entity’s preparation and 
fair presentation of the financial statements. This analysis will help the auditor 
design audit procedures that are appropriate in the circumstances but not for the 
purposes of expressing an opinion on the effectiveness of the entity’s internal 
control. An audit also includes evaluating the appropriateness of the accounting 
policies used, the reasonableness of significant accounting estimates made 
by management, and the overall presentation of the financial statements.
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There are certain important items a dealer should understand about the objective 
of an audit:

 ■ Only reasonable assurance that the financial statements are free from material 
misstatement is being expressed. Dealers should understand that an audit is very 
focused on material financial statement issues. For example, an audit likely would 
not uncover the fact that a controller did not file IRS Form 8300, “Report of Cash 
Payments Over $10,000 Received in a Trade or Business,” or that a used-car 
manager is receiving kickbacks from the independent car dealer down the street 
with whom he is making great deals on used cars. Dealers also should understand 
the level of materiality that is being used by the auditor and should be aware that 
for a typical dealership making $2 million a year, the materiality level might be more 
than $300,000. 

 ■ An audit involves obtaining audit evidence about amounts and disclosures in the 
financial statements. Although auditors may spend a lot of time making sure the 
disclosures in the financial statements are materially accurate, private owners often 
do not use the disclosures in the financial statements.

 ■ Auditors consider internal control relevant to preparation and fair presentation of the 
financial statements, but this is not done for the purpose of expressing an opinion 
on the effectiveness of the entity’s internal control. Dealers need to understand 
that the audit opinion addresses the financial statements and related disclosures, 
not a company’s internal control. There normally would need to be certain minimal 
controls in place for an audit to be conducted, but an unqualified audit opinion is 
not an endorsement confirming that a dealership’s internal controls are appropriate 
and operating effectively.

 ■ An audit includes evaluating the appropriateness of accounting policies and the 
reasonableness of accounting estimates as well as the overall presentation of 
the financial statements. At most privately held dealers, the owners decide what 
accounting policies the company follows. In many cases, these are the same 
people who make or approve accounting estimates, such as the market value 
of used vehicles. Although there is value in identifying differences between the 
accounting policies and estimates for U.S. generally accepted accounting principles 
(GAAP) purposes and the policies and estimates used by management, the extent 
of that value can vary in the eyes of the dealer. As a result, dealers at times do not 
want their financial statements presented in conformity with GAAP and will accept  
a qualified audit opinion instead.
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Financial Statement Audit or Review: 
Which Is Better for You?

The Objective of a Review
A CPA’s objective in a review engagement is to perform procedures to obtain  
limited assurance that there are no material modifications that should be made  
to the financial statements.

A review often is defined by how it differs from an audit. For example, the scope of a 
review is substantially less than the scope of an audit. A review does not contemplate 
obtaining an understanding of an entity’s internal control; assessing fraud risk; 
testing accounting records by obtaining sufficient appropriate audit evidence through 
inspection, observation, confirmation, or the examination of source documents (such as 
canceled checks or bank images); or conducting other procedures ordinarily performed 
in an audit. A review includes primarily making inquiries of management and applying 
analytic procedures to financial data. A review still focuses on financial statement 
account balances and amounts, accounting policies, and presentation and disclosure; 
however, because its scope is smaller, a review often costs much less than an audit.

Many privately held dealers want to make sure their financial results are stated 
accurately. So if “limited assurance that there are no material modifications that 
should be made to the financial statements” (as expressed in a review report) is just 
as good as “reasonable assurance that the financial statements are free from material 
misstatement” (as expressed in an audit opinion), dealers should ask whether the 
difference between these two levels of services is worth the additional cost.

There certainly is a lot of value in the auditor’s consideration of internal control in 
relation to an entity’s preparation and fair presentation of the financial statements, 
especially given that dealers want to make sure that sufficient internal controls are in 
place to safeguard assets and mitigate the risk of fraud occurring at their dealerships. 
As part of their audit delivery, good auditors will communicate weaknesses that they 
observe so that those weaknesses can be improved upon or mitigated. However, it is 
important to remember that those internal control considerations are mostly relevant 
only to the entity’s preparation and fair presentation of the financial statements and 
don’t necessarily relate to operational areas of risk.

Agreed-Upon Procedures
If a dealer is comfortable with limited assurance on the amounts and disclosures 
in the financial statements that a review provides, he or she might want to consider 
using the cost savings of a review engagement to have the CPA perform agreed-upon 
procedures on other specific areas of risk in the dealership.

Agreed-upon procedures can be designed to make sure that controls are operating 
effectively in such areas as bank reconciliations, cash disbursements, cash receipts, 
payroll, and journal entries. In addition, the procedures can be designed to look at 
specific areas, such as Form 8300 reporting.

Another benefit of agreed-upon procedures is that they can be done any time during the 
year and can be selected from a menu of areas. Many dealers choose three or four areas 
per year and rotate all the procedure modules of the dealership over several years.

Good auditors will 
communicate weaknesses 
that they observe so that 
those weaknesses can be 
improved upon or mitigated.
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Other Considerations
In today’s business environment, most dealerships are privately owned, and the owner 
is actively involved in the dealership on a day-to-day basis. Due to this involvement, 
the need for an audit, which provides the highest level of assurance on financial 
statements, is normally less than it would be if outside investors were involved in 
ownership. This situation is starting to change as private equity firms and family funds 
begin to invest more in dealership groups. Such types of outside owners typically want 
the highest level of assurance that CPAs can offer, so dealers would be wise to accede 
to outside investors’ requests for audits. 

The jury remains out about whether a dealer who is thinking of selling should invest 
in an audit. Unless the transaction value is well in excess of $100 million, an audit will 
not provide much incremental value. Most investors still are going to perform their own 
due diligence regardless of whether the seller has paid for an audit or review. 

A more important factor for sellers to consider is the reputation, expertise, and 
credibility of the independent CPA they retain to perform their audit or review services. 
If a potential buyer recognizes and is comfortable with the reputation, experience, and 
credibility of the seller’s independent CPA firm, the due diligence efforts likely will be 
much easier, because the seller’s CPA will understand what the buyer is looking for 
and can help to prepare the seller for the transaction. Second, an independent CPA 
with industry experience will understand items that are important to the seller and can 
help the dealer present those items in a manner the buyer is accustomed to seeing. 
Finally, having an independent CPA who understands the industry and its lingo often 
makes for smoother transactions. Dealers can obtain referrals to qualified CPA firms 
from their financial and legal partners.

To Audit or to Review?
Before committing to an audit or review, dealers should develop a list of the goals they 
want the service to achieve and understand how the objectives of both audits and 
reviews match up to the listed goals. 

For many dealers, a review engagement supplemented with agreed-upon procedures 
may be a more efficient and effective way to satisfy their goals. In other instances, an 
audit may be the better solution. 

Whatever decision they make, dealers should consider working with a CPA firm that 
has industry experience, credibility, and a reputation in the marketplace that lenders, 
investors, and buyers recognize and value.
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