-

The audit report : Ag 5 Mean

11.1 The main objectiy
opinion regarding the

¢ of an inde
statements, Thi .

truthfulpe
medium of audit report,

Certificate vs. Report P
11.2 Audit report and Audit Cell'ti:fi‘lcat.éd -

Pendent finan

08 the try § and fairnesg
S Opinion is Communicated 1, th

cial audit is the expression of an
of presentation of the financial
¢ owners/members through the

’ 4

Bk i) S T T 2 -

Meaning !t 1Isan efoeSSi?l} of .. . | Itisawritten confirmation of the
Fldepe_ndent opinion on the . accuracy of the facts stated
financial statements ofa .- therein and does not involve
company. ., ... | estimate or opinion.

Nature It is an opinion on reliability ' | It gives guarantee of absolute
of the financial statements . | accuracy and correctness of
prepared by the entity.:, ., | the information contained

, : therein e.g. statement contained
| in prospectus are to be certified
3 cod oty s by the auditor,
Responsibi]jtl The auditor is responsible to | The auditor is responsible for
i B is opinion with absolute accuracy of facts
of the auditor | render his opinion with .+ | ctuted therein
= reasonable care and skill. State '
————

largely based on the framework provided by SA 700, ‘The

! Discussion in this chapter © Pl 1o ssued by the ICAL

Auditor’s Report on Financid

169
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e amew - AUDITOR’S REPORT
Elements of Audit Report

11.3 According to SA 700 (Revised) : Forming an Opinion on th

. € Fil'lancl -
Statements the auditor’s report shall be in writing. It has mentioned the fou(lwinali .
elements of Audit Report g

Title

170' e

k : :
The auditor’s report shall have a title that clearly inm E
is the report of an independent auditor. '

Addressee

= i AT Ty
The auditor’s report shall be addressed as required by the cireyy,.
stances of the engagement.

Introductory paragraph | (g) Identif
| dited;

L | _-—-_-‘-_“.&"'
¥ the entity whose financial statements have been ay.

e T

() State that the financial statements have been audited:

(¢} Identify the tiy

of each statement that com prises the financiy
statements: o S s

(d) Refer to the summary of significant accounting policies ang
other explanatory information; and .

(e) Spécify t_he date or i)éfiod covered by each financial statement

comprising the financial statements, _
Management’s responsi- | This section of the auditor’s report
:ti:t:r::;::e financial (@) Describes the responsibilities of those in the organisation
that are responsible for the preparation of the financial
statements. Talpeh %t § T ; ToE
" (b)) Includes an explanation that management is responsible
(e . S s . '

[, et _ 1
- ¢ the preparation of the financial statements in accor-

+ ' dance with the applicable financial reporting frame-

cootworky e s e ,.

.- control.

* & design, implementation and maintenance of internal |

Auditor’s responsibility .* | The auditor’s report shall state that the
-7 7o .| is to'express an opinion on the finan

responsibility of the auditor
.' ’ a.l.ldit-;

cial statements based on the

“Auditor’s opinion - " When expressing an unmodified op

inion on financial statements, j
the auditor’s opinion shall state that the financial statements give -
a true and fair view. '

Signature of the Auditor | The auditor's report shall be signed,

Date of the Auditor’s The auditor’s report shall be dated no earlier than the date on which,
Report the auditor has obtained sufficient appropriate audit evidence on
which to base the auditor’s opinion on the financial statements.

Place The report shall name a specific location, which is generally the city

in which the auditor maintains his office,

Note:If the auditor addresses other reporting I‘eSPOHSibili}ieS,in the auditor’sr epé);;
on the financial staterents that are in addition to the auditor’s responsibility 1;l£ues
the SAs to report on the financial statements, the.se ctther reportmi resgonsi}_ o
shallbe addressedina separate sectionin the auditor’s report thatshallbe su
“Report on Other Legal and Regulatory Re GUErentens’
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AUDIT REpPQ ' '
RT OF A LIMITED COMPANY Para 11.4

Audit:‘rgapql_'t_l__Qf a limited company
11.4 These can be divided intq theo.
¢ Duty to report
¢ Duty to enquire

| * DUFY tO rf:rfort on additiona] matters
Duty to report B

11.4-1 Section 143 (1) of the (.. - -?
6 ik audigco)r?{) the Companies Act, 2013 has laid down reporting require-

nd . "
report to the members of t}fg S;‘;t;:; ; 131‘1(%) of the.f&ct tbe auditor hf':ts a duty to

(a) accounts examined by him; and

(b) every' financial statem
tenure. BTl

hree parts:. .

P

ent? laid ‘before a’ general meeting during his

Besides above, the matters on which : . ' .
’ an auditor has a duty to report und t
143(3) can _broa_dly be divided in two categories: & - - y & er sechion
.#_Statement of fact . - Te
¢ Opinions

vt e .
na Ta na

(#) The statement of fact wdl;xid rél_afe td o

. (@ Information and explanation - whether he had obtained all
.. 277 " the information and explanations, which were necessary
-y, ;. - forthe purpose of his audit. -~ .. = :
""" u. (b) -Branch auditor’s report - whether the report on the accounts
e of any branch office audited by a person other than the
" company’s auditor has been forwarded to him and how he
e w0 has dealt with the same in his report.
" (0 Financial statements and books of account - whether the
'~ company’s balance sheet and profit and loss account dealt
i . -with by the report are in agreement with books of account
¢ . andreturns. G i _
R (d) Director’s disqualification - whether any director is disquali-
" fied from being appointed as director under section 164(2).
h (e 'Qualification or adverse remark to be stated - the auditor’s
- . report shall state any qualification, reservation or adverse
. remark relating to the maintenance of accounts and other
matters connected therein.

i

2. Se ‘ i . 2(40) of the Companies Act, 2013 defines the term "financial statement” in relation
. Section o

to include; .
to ; ‘f‘gﬁgge sheet as at the end of the financial year;

ii A profit and loss account/Income and Expenditure account;
- 1L AP '

nt for the year; '
iii. Cash flow stateme quity, if applicable; and

: anges ine
i, A staten:eﬂf;:’;;i:mi annexed to, or forming part of any document referred to above.
v. Anyexplan
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Para 11.4 -

Duty to enquire

11

3 . - j

(f) Observation and comment on ﬁnan‘cml transaction - any

observation and comment of the auditor on flnanqxal trans.

action which have an adverse effect on the functionin
the company.

.AUDITOR’S REPORT

R ey
i

Wb

gog

172 - -

(i) The auditor is required to express his opinion as to the followings

(@) Proper books of account - whether proper books of accoung
as required by law have been kept by the company and

proper returns adequate for the purposes of audit have beeﬁ-_

received from branches not visited by him.

)

has an internal financial
ing effectiveness.

Accounting standards - whether the financial statements

(9

Internal financial control system - whether the company
control system and it has operat-

comply with the accounting standards.

@

True and fair view - whether the financial statements give
a true and fair view of the state of the company'’s affairs as
at the end of its financial year and in the case of the profit
or loss and cash flow for the

as may be prescribed. :

-4-2 Section 143(1')';"eqiiiré§' the ;aru.iﬁd-itéf:&j Ieii'ciuj_rc,_ mto following matters:

LS E i
o ocoe w8 A

wF p S o ow ¥ s

year and such other matters

a. Secured loans and
advances -; e TR

s L Fou

N

¢ The auditor is required to ascertain the legality of
the title of the security offered for loans and ad-

.. vances and should ensure that value of the security

-+ fully covers the amount of the loan or advance. -

¢ The question as to terms [ie. security offered, the
interest charged and terms of repayment] on which

" suchloans and advances have been made, is preju-

dicial to the interests of the company or not, is a
- matter of professional judgment of the auditor.

Example-XYZ Co. appoints Mr. A as its CEO.Heisvery

| well-known in the industry for his leadership qualities
the company on |

and management skills. Mr. A joins
the condition that besides salary and other perks, the
company would give him an interest-free fully se-
cured housing loan of Rs. 10 lakhs repayable over a
period of 10 years. The comparable market rate of
interest for such a loan is 8%. If Mr. A is capable of
giving a new thrust to the operations of the company
and the profitability of the company is likely to in-
crease under his leadership, the auditor may not con-
sider this loan as prejudicial

b. Transactions represented

merely by book entries .. |

¢ The auditor should enquire whether transactions
that are represented by book entries, in fact, have

taken place, and are not prejudicial to the interests
of the company. -
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Example | - The books recorded payment for pur-
vhases made in cash, In reality no such transaction

_ha.s taken place, The auditor’s report should mention
this fact, ' _

Example 2 - Books of account of Flintos Ltd. showed
that it obtained deposits from a ‘friendly’ source just
before the year-end. The effect of the transaction is to
Increase the apparent size of deposits in the balance:
sheet. In the following financial year, these deposits
are re-deposited with the same source. Thus, these
transactions were only book entries and prejudicial
to the interests of the company.

c. Sale of investment at less
than purchase price

¢ The auditor is required to enquire in all cases where -
shares, debentures and other securities have been
sold at a price less than their cost. The investment

companies and banking companies are outside the

ambit of this clause.

Example : The books of a trading firm, PQR Ltd., for
the year 2013-14 showed sale of 10,000 shares of XYZ
Co. held by it at a loss of Rs. 80,000. Management ac-
tually intended to establish losses to reduce tax liabi-

lity through this sale. The auditor must enquire and

mention this fact in his report. g

d. Loans and advances
made by the company

- ¢ Loans and advances made to individuals or private
:.concerns by the company and deposits with banks,
public authorities, etc. are both shown as assets in |
- the balance sheet of a'company. The term deposit
- may be defined as the placing of money or money’s
* worth with a third party, either for safe-keeping or
by way of security or for the purpose of earning
interest from the party who customarily accepts
deposits’. Thus, the degree of risk associated with
its. repayment/encashment is far less than loans
and advances. The auditor is required to enquire
into the fact whether loans and advances have been
shown as deposits and not vice versa.

~e. Personal expenses :

& At times managers or employees of the company
charge to the company expenses incurred by them
which, in fact, should have been borne by them.
Some of the common examples of such situations
are: charging expenses incurred in throwing a party
to friends and relatives to the company as enter-
tainment expenses and giving ‘personal trips’ the
guise of ‘official trips’. The auditor should report
on such expenses,

[ ——

1. Issue of shares for cash

¢ Examine as to whether cash has actually been re-
ceived against the shares allotted for cash. For
shares allotted for consideration other than cash,
the auditor should ensure their adequate and cor-
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— i . . : rect disclosure m _account boc:ks ahd balance Sheet,
N B E Y “| - Asper the decisionin Spargo’s case, shares allotted
S o ‘ ' against a debt payable by the company may also

for cash’.

————

-+

Duty to report on additional matters
11.4-3 Section 143(11) has empower

instructions to auditors. According to th = . . :
consultation with the National Financial Reporting Authority, direct auditors of ;

companies specified in the order to report on additional matters. :
IMustration of a complete auditor’s report of a limited !c?rrllpalny_(is _givep in Figur¢ H
. i E FaE : 3 o R I :r
| © o' FIGUREILL 1
INDEPENDENT AUDITOR’S REPORT

ed the Central Government to issue suitable

A : AUDll U D LWL s s e - . z |

Ly
e

B

T i be included under the expression ‘shares allotted

o aitdie okl
e PR 1B a2 e

this section, the Central Government may, in y’

To the Members of ABC Company Limited: .« st 3
Report on the Financlal Statements’ .’ | s {
We have audited the accompanying financial statements of ABC Company Limited
(“the Company”), which comprise the Balance Sheet as at March 31, 20XX, and the.
Statement of Profit and Loss and Cash Flow Statement for the year then ended, and
a summary of significant accounting policies'and other explanatory information.g'
Management'’s Responsibility for the Financial Statements’ '
Management is responsible for the preparation of these financial statements that
give a true and fair view of the financial position, financial performance and cash
flows of thé Company.inraccordance with the Accounting Standards in the
Companies Act, 2013 (“the Forming an Opinion and Reporting on Financial State:
ment Act”). This responsibility includes the design, implementation and maintes
nance of internal control relevant to theé preparation and presentation of the
financial statements that give a trué and fair view and 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 the Standards on Auditing
issued by the Institute of Chartered Accountants of India. Those Standards requir¢
that we comply with ethical _rp'quiremeqts and plan and perform the audit to obtain
reasm?able- 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
proc_edures sclected depend on the auditor’s judgment, including the assessmt::nt
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 Company’s preparation and fair presentation of the financial

d [

! )‘.‘. .
b\
i
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Para 11.4

: g the overall p
We believe that the aygjt evidence w

to provide a basis for our g ot Ophﬁg:ave obtained is sufficient and appropriate
Opinion )

In our opinion and fo the b , .

Crhb s the finangil:l best of our Information and according to the explanations

givea true and fair viey. ; .S?atement.s give the information required by the Act and
e ‘ € conformity with the accounting and auditing standards :

(@) ﬂi}i‘;ffﬁ% (llf %;?{alance Sheet, of the state of affairs of the Com pagy as

(b) in the case of the Profit and Loss Accou
ended on that date: and

(¢) in the case of the Cash Flow Statement, of the cash ﬂo{;zs for the year
ended on that date.

nt, of the profit/loss for the year

Report on the;,Lsga},afnq Reg_u!z}tqry_ Requipgmént%i - f ,I - N | ‘
1. As required by the Companies (Auditor’s Report) Order, 2016 issued by
the Central Government of India, we give in the Annexure a statement on
" the matters specified in paragraphs 3 and 4 of the Order.

2. Asrequired by section-143(3) of the Act, we report that : 25 .
' a' We have obtained all the information and explanatiéns which to
the best of our knowledge and belief were necessary for the pur-

pose of our audit; " el VAR U BN L Gl %
- b. in our opinion proper books of account as required by law h_ave
- been kept by the Company so far as appears from our examina-
tion of those books [and proper returns adequate for the purposes
of our audit have been received from branches not visited by us}];
" ¢ the Balance Sheet, Statement of Profit and Loss, and Cash Flow
'~ ..Statement dealt with by this Report are in agreement with the
books of account [and with thegreturps rfecewed from branches

not visited by us]; - B i .
-d. in our opinion, the financial s'taterpents comply with ‘the I_account-
ing standards. 1 . i 4 el 3
i iritten representations received from the direc-
on the gisllisdaori;l??l, ZOX}E and taken on record by the Board of
| topy-at rs. none: of the directors is disqualified as on March ;1,
A i being appointed as a director in terms of sub-section

20XX, frm"n he Companies Act, 2013
(2) of section 164 of the Companies At

i i
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- %% .f the company has an internal financial control system. and j is

;v < operating effectively. T &
o -+ % ForXYZ & Co.
JE § % ;. Chartered Accountants

1.

Firm's Registration Numbey ;

SN A . N F Signature -
Place of Signature - ' (Name of the Member Signing the Audit Report)
- - ' g i .. (Designation) .
Date Membership Number

True and fair view

Objective of financial audit

11.5-1 The main objective of financial audit is to enable the aiiditor to express an
opinion as to whether balance sheet ‘gives a ‘true’and fair view’ of the state of
affairs of a business as at the end of a financial year and whether profit and loss
account shows a true and fair view of the profit or loss of the company for the
given financial year. Section 143 of the Act also requires the auditor to express his
opinion about the truthfulness and fairness of financial statements in the auditor’s
report. - 1 .o i TR ; |
Meaning of a ‘true and fair view’ = :
11.5-2 The phrase ‘true and fair view’ has not been defined in the Act. The defini- !
tion given by Kent et al? however, gives some guidance as to the basis on which
the ‘true and fair view’ can be ascertained. According to them,
' ‘Financial statements of an enterprise give a true and fair view if they, together
with related notes, are sufficiently informative of matters that affect their use,
understanding and interpretation by those for whom theyareintended, and they

i

176§

J -

are prepared in accordance with accounting principles appropriate to the
" circumstances of the business’. -

Extending the disclosure requirements mentioned in the definition, the auditor of |

a limited company may broadly consider the following aspects while expressing {

his opinion as to the truthfulness and fairness of financial statements:

() Financial statements - balance sheet and profit and loss account should
‘be drawn up in conformity with the provisions of Schedule III of the;
Companies Act or those of the specific Acts governing certain classes Ofi
companies,: . 2oy ' - !

(i) The information disclosed in the fipancial_statements, in the case of i
limited companies, is clear, unambiguous and is as per the relevant ;

.
3. Kent David, Michael Sherer and Stuart Turley, Current Issues in Audiring, st edition
Harper & Row, London, pg. 144, %

i

1

N

> |
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TYPES OF AUDIT REPORT Para 11.6
statutory require o
m { .

‘agreements for co“fg;fl.hke requirements of disclosure as per the listin
However, the auditor 1€s and requirements of the Companies Act, 2013,
minimum reporting st mgSt r'emember that the Act has laid down only
mentioned in Schedula‘;nal“ds. If there is information, which though not
decision of share}p:;.lde of the Act, is material enough to influence the
equate disclosure jy thers nvestors, the auditor should ensure its ad-

oy f s e fi i
(i) "The information ig nanclal statements.

to enable users to dﬂ::;losed in ‘;he financial statements in a manner so as
business of the entity ‘Conclusmns consistent with the circumstances of

(iv) Thereisno Oover-statement
balance sheet and of
(v) The financial statem

or under-statement of financial position in the
working results in the profit and loss account. .

€nts are prepared in accordance with the generalls
accepted : e . _ generally
- Everﬁs acco?ntmg principles which have been followed consistently.
mﬂuen;cfhm If-lllg after the balance sheet date but material enough to
be coa € Iinancial position as at the end of financial year should also
e considered by the auditor, =~ .~ - Sl
(vij All unusual, exceptional or non-recurring items have been disclosed
separately. - - .. o oo TLTTT U T
The abczvementiontald'a_speg?s are only indicative in nature. What actually consti-
tutes a ‘true 'and fair View’ in a particular circumstance is a matter of informed
professional judgment of the auditor.  -+**° ¢ .t o C
d . R Tathdy o wg vty g TG : : !

Types of audit report " -
11.6 Based on the kind of opinion eiéltjegséd‘b.y tfxr-; aﬁélitor; the aﬁdit report can be
classified into five types— . : - -

e Unmodified opinion report ;

e Audit report with an ‘emphasis of matter’ paragraph- .

e Qualified report B E

e Disclaimer of opinion report - I

e Adversereport : . e T

i s

e e e O 0% < Mo ications 1o e Opinio in the independont
Auditor’s Report : W & o : o

Unmodified opinion report " E '; h i Odlfl 4 ‘ovinion revort, 11
i R e of audit reportist € unm led opinion report. It 1s

1182;6 c1l M}?st f}?en;ilgj?ot‘yfond udes that the financial statements are.prepared, in all

m ;Zri;‘{ rggpects in accordance with the applicable financial reporting framework.

Requirements of the applicable financial reporting framework which are to be met
re: .- - ' : ' et W E i . .
- ( ') Th fm ncial sfatements adequately disclose the significant accounting
A e a :

policies selected and applied;
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2, .E‘f.'.‘
3

L. (i) The accounting policies selected and applied are consistent with the |

R applicable financial reporting framework and are appropriate;

i+ (i) The accounting estimates made by management are reasonable;

St Ern

(iv), The information presented in the financial statementsis relevant, reliable,
", comparable and understandable; EF P 2

" (v) The financial statements provide adequate disclosures to enable the
..« .  intended users to understand the effect of ‘material transactions and
events on the information conveyed in the financial statements; and 1

(vi) The terminology used in the financial statements, including the title of
- each financial statement, is appropriate. ' ;

oaF
.

Incase of alimited company, thus, if the auditor makes various statutory affirmations
contained in section 143 without any reservation, he is said to have issued on
unqualified audit report or clean report. An illustrative example of such a report js
given in Figure 11.1. - o & g . : y ;

Audit report with an ‘emphasis of matter’ or ‘other matter’ paragraph ]

11.6-2 According to Standard on Auditing (SA) 706 : Emphasis of Matter Paragraphs
and Other Matter Paragraphs in the Independent Auditor’s Report, the auditor may
put these paragraphs in the auditor’s report when he considers it necessary to draw
users’ attention to a matter(s) which may or may not have been presented or
disclosed in the financial statements but are fundamental to users’ understanding
of the financial statements. These paragraphs does not change the nature of the
audit report as it relates to a matter that does not affect the auditor’s opinion. -

() A ‘emphasis of matter’ paragraph included in the auditor’s report refers

" " tora matter which has been appropriately presented or disclosed in the

financial statements and is fundamental to users” understanding of the
financial statements. Examples: .o .. o o0 0 T i

s Going concerndoubt . .. . i e
= Significant uncertainty ,

(i) An ‘other matter ’ paragraph included in the auditor’s report refers to a
matter other than those presented or disclosed in the financial statemen
and is relevant to users’ the auditor’s report. Examples: o
' = Reporting on more than one set of financial statements
_ s Restriction on distribution or use of the auditor’s report
Example 1:1f thereis uncertainty relating to a pending exceptional litigation matter.
This is highlighted in the auditor’s report by an Emphasis of Matter paragraph.
After opinion paragraph fqiloWing shall be added - _ o :
Empbhasis of Matter : .. . | T ‘ : .
“We draw attention to Note X to the financial statements which describe the

uncertainty related to the outcome of the law suit filed against the Company
by XYZ Company. Our opinion is not qualified in respect of this matter.”

il Bt e il

VA
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Example 2 : In case of auditor of Consolidated Financial Statements the report

includes ;m gt.lg?r Matter paragraph in respect of the auditor's responsibility in
respect Of subsidiaries not audited by him but which form part of the consolidated
financial statements under report. : : '

After opinion paragraph following shall be added |

Other Matter

"We did not audit the financial statements of certain subsidiaries, whose
financial statements reflect total assets (net) of Rs. ......... as at March 31, 20XX,
totalrevenues of Rs......... and net cash outflows amounting to Rs. ........ for the
year then ended. These financial statements have been audited by other
auditors whose reports have been furnished to us by the Management, and

“our opiniop is b'ased solely on the reports of the other auditors. Our opinion
is not qualified in respect of this matter.” C

Modified Report , _
11.6-3 According to Standard on Auditing (SA) 705 : Modifications to the Opinion

in the Independent Auditor’s Report modified report is issued when auditor

expresses a qualjfi.ed opinion or an adverse opinion or a disclaimer of opinion.
Further 'ghe following points are to be noted: * o '

(i) Different circumstances under which modified report is issued

Circumstances when a (@) The auditor, having obtained sufficient appropriate audit evi:
auditor shall express a dence, concludes that misstatements, individually or in the aggre-
qualified opinion . = . . | gate, are material, but not pervasive, to the financial statements; or

() The auditor is unable to obtain sufficient appropriate audit
evidence on which to base the opinion, but the auditor concludes
that the possible effects on the financial statements of undetected
misstatements, if any, could be material but not pervasive.

Circumstances when a ' | The auditor shall express’'an adverse opinion when the auditor,
auditor shall express an | having obtained sufficient appropriate audit evidence, concludes
adverse opinion that, misstatements, individually or in the aggregate, are both

material and pervasive to the financial statements.

Circumstances when a | The auditor shall disclaim an opinion when the auditor is unable to
auditor shall express an | obtain sufficient appropriate audit evidence on which to base the
disclaimer of opinion opinion, and the auditor concludes that the possible effects on the

‘ " financial statements of undetected misstatements, if any, could be
both material and pervasive. T

(ii) How to introduce modification paragraph

¢ Basis for modification paragraph : When the auditor modifies the opinion
on the financial statements, the auditor shall, in addition to the specific
elements required by the SA 700 (Revised), include a paragraph in the
auditor’s report that provides a description of paragraph in the auditor’s
report and use the heading “Basis for Qualified Opinion®, *Basis for
Adverse Opinion”, or “Basis for Disclaimer of Opinion®, as appropriate.

o Title of opinion paragraph: When the auditor modifies the audit opinion,

the auditor shall use the heading “Qualified Opinion”, “Adverse Opinion”,
or “Disclaimer of Opinion”, as appropriate, for the opinion paragraph.
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- adverse effect on the functioning of the company should be in thick type -
orin italics. - i . = _ dl g, e

.o

Example 1. Inventories are misstated. The misstatement is deemed to be mater

, Highlighting : Modifications which deal with matters, which have ;Jni

PR e

Al

but not pervasive to the financial statements. The audit opinion is qualified for the - -
misstatement. ]
bR i

Basis for qualified opinion L A ;
The Company’s inventories are carried in the Balance Sheet at Rs. XXX. Manag;é.
ment has not stated the inventories at the lower of cost and net realisable value byt
has stated them solely at cost, which constitutes a departure from the Accounting
Standards. The Company's records indicate that had management stated the invey.
tories at the lower of cost and net realisable value, an amount of Rs. XXX would have
been required to write the inventories down to their net realisable value. Accord-
ingly, cost of sales would have been increased by Rs. XXX, and income tax, net profit
and shareholders'funds would have been reduced by Rs. XXX, Rs. XXX and Rs. XXX,
respectively.. f. T P wm § B o8  uow T8 @i S £

Qualified Opinion "~

In our opinion and to the best of our information and according to the explanations
given 1o us, except for the effects of the matter described in the Basis for Qualified
Opinion paragraph, the financial statements give the information required by the
Act in the manner so required and give a true and fair view in conformity with the
accounting principles generally accepted in India: .. . o
(a) in the case of the Balancé Sheet, of the state of affairs of the Company as
at March 31, 20XX; v -+ 0 e g : 3

(b) in the case of the Pfoﬁt‘ézﬁd Loss A;Jc't;gg_int, of the profit/loss for the year

. ended on thatdate;and .. . .., : :
" " '(¢) in'thecaseof the Cash Flow Statement, of the cash flows for the year ended
on th.at dare- B B y o 0w Ey e B Lo o 5 :
Exarmple 2. The auditor was unable to obtain sufficient appropriate audit evidence
about multiple elements of the financial statements. That is, the auditor was unable
to obtain audit evidence about the entity’s inventories and accounts receivable. The
possible effects of this inability to obtain sufficient appropriate audit evidence are
deemed to be both material and pervasive to the financial statements. A disclaimer
of audit opinion is given in the circumstances.
Basis for Disclaimer of Opinion . :
We were appointed as auditors of the Company after March 31, 20XX and thus could
notobserve the counting of physical inventories at the beginning and end of the year.
Accordingly, we were unable to satisfy ourselves by alternative means concerning
the inventory quantities held at December 31, 20X0 and March 31, 20X1 which are
stated in the Balavice Sheet at Rs. XXX and Rs. XXX, respectively. In addition, the
introduction of a new computerised accounts receivable system in September 20
resulted in numerous errors in accounts receivable, As of the date of ouraudit repor 1
management was still in'the process of rectifying the system deficiencies an

i


http://scannergo.net/?utm_source=pdf&utm_medium=watermark&utm_campaign=scannergo

! S

Toses wr AUULL KEPUKIL sTETm estT

rrecting the errors. We were unable 1o confirm or verify by alternative means
CCOUNLS receivable includeq in

the Balance Sheet at a total amount of Rs. XXX as
aerfC?" 31,20X1. As,“ result of these matters, we were unable to determine whether
gny AdUSUMENLS might have been found necessary in respect of recorded or
unrecorded tnventories and accounts receivable, and the elements making up the
statement of Profit and Loss O

and Cash Flow Staternent.
pisclaimer of Opinion '

Because of the significance of the matsers described in the Basis for Disclaimer of
Opinion paragraph, we have not been able to obtain sufficient appropriate audit
evidence to provide a basis fo

' ‘ ran audit opinion. Accordingly, we do not express an
opinion on the financial statemenys, | |

Example 3. The financial stg
consolidation of a subsidiary,

The material misstatement is deemed to be pervasive to the financial statements.
The effects of the misstatement on the financial statements have not been deter-
mined because it was not practicable to do 80. An adverse audit opinion is given
under the circumstances.

Basis for Adverse Opinion

As explained in Note X, the Company has not consolidated the financial statements
of subsidiary XYZ Company it acquired during 20XX because it has not yet been able

toascertain the fair values of certain of the subsidiary’s material assets and liabilities

at the acquisition date. This acquisition is therefore accounted for as an investment.

Under the accounting principles generally accepted in India, the subsidiary should
have been consolidated because it is controlled by the Company. Had XYZ been
consolidated, many elements in the accompanying financial statements would have
been materially affected. The effects on the financial statements of the failure to
consolidate have not been d_et_emined.‘

Adverse Opinion

tements are materlally misstated due to the non-

In our opinion, because of the significance of the matter discussed in the Basis for
Adverse Opinion paragraph, the consolidated financial statements do not giveatrue

and fair view in conformity with the accounting principles generally accepted in
Indiq- : o - '

(a) in the case of the _cqnsolidated Balance Sheet, of
Company as at March 31, 20XX;

(b) in the case of the consolidated Profit and Loss Account, of
for the year ended on that date; and

(c) in the case of the consolidated Cash Flow Statement, of
the year ended on that date,

the state of affairs of the

the profit/ lass
the cash flows for

Difference between qualified opinion, disclaimer of opinion and adverse opinion

11.6.4 The underlying differencebetween a qualified opinion, disclaimer of opinion
and adverse opinion is the auditor’s professional judgment about the materiality of
the subject-matter of qualification and its pervasiveness Le. the extent to which the
Misstatements affects different parts of financial statements e.g.if a misstatement
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ﬁl inventory is there, the auditor should consider the effect of such nlif»stateme[;{ :

" on total current assets, current liabilities, working capital, total assets, income-tayx
 payable; excise duty payable, cost of goods sold and earnings available to share;

holders. ' -- : _ 2 b SR,
The auditor issues a gualified opinion where he has certain reservations about th{
propositions under examination and they are material but not pervasive as to warrapy
an adverse opinion. The overall statements, despite misstaternents, give atrue and fajy -
view.Ifin the above example, inventory is notasignificant portion of assets, theauditoy .
may give a qualified opinion otherwise an adverse report. To take another examplg "
substantial amount of credit sales have been classified as cash sales, this may result - -
inissuance of a qualified report because of materiality of the transaction. But,if crediy
sales of the same amount are not recorded in the books of account, adverse opinion -
may be issued because of its pervasiveness ie. its effect on sales, account receivables, -
taxes payable, current assets, total assets, operating income and owner’s equity. Thug, ~

as misstatements become more pervasive, the likelihood of issuing an adverse opinion
than a qualified opinion increases. e % B s e R g
Similarly, in cases of client imposed wmaterial limitations on scope of audit, the

auditor may issue a disclaimer of opinion instead of a qualified opiniomn. &

Further, the fundamental difference between a disclaimer of opinion and adverse
opinion is that in case of former there is insufficient evidence to form an opinicn
but sufficient evidence is available in case of the latter. In case of disclaimer of
opinion, the auditor is not sure whether the financial statements give a true and fair
view. But in case auditor gives an adverse opinion, he categorically states that

e

financial statements do not give a true and fair view. . :

11.6-5 Difference between clean audit report and qualified audit report - 4

> Basis audit ‘Qualified audit report i}
() Meaning | Auditor expresses an unqua-’ '{ Auditorexpressesanopinion with |
' : lified audit opinion Ze. opinion | reservation therein
, : . . +{ without reservation therein . [, . . . i
| (i) When -} | Itisissued when—:- ' | Itisissued when— - &
. t, issued  + |- e financial statements givea . .| ® subject matter for reservation
., | true and fair view; is material and but not pervasive; |
... | earepreparedin accordance |and _ -
~ | with GAAP;"'"" " - | eauditorbelieves that the overall
‘e comply with statutory re- © | financial statements give a true
e 0 oo | quirements; and ¢ v 1 | and fair view. ‘ '
o . | ®disclosure is adequate. * - .o " :
(7)) In case .. .. ' If the auditor makes various . | Ifany of the statutory affirmations
of limited | statutory affirmations con- | insection227(2)and section227(3)
company | tained jn section 227 without | are answered in negative or with
~¢ . 7~ 1'any reservation, he is said to | qualification by the auditor, the
have issued an unqualified/ . | audit report would be termed as
cl.ean report - ., .| & ‘qualified audit report’ '
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it in greater detail -

" KEY POINTS
— Basis: | - Cloan audy report Qualified audit report - -
mclusion * In certain cases auditor may | No such paragrapl:l can be
of‘em- | attacha paragraph to an attached to a qualified report.
phasisof | unqualifieq opinion to put
matter'  |.'emphasis on 3 matter’, regar.
paragraph | ding financial statements due
to its importance
* Such a matter i, generally,
included in a note to the finan-
cial statements which discusses
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