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SA 700 (Revised) 
FORMING AN OPINION AND REPORTING ON FINANCIAL 

STATEMENTS 

1. TYPES OF FRF & ITS IMPACT ON AUDIT REPORT 
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Unmodified 
The auditor shall express an unmodified opinion when the auditor concludes that the financial statements 
are prepared, in all material respects, in accordance with the applicable financial reporting framework. 
 

Modified 
If the auditor: 
(a) concludes that, based on the audit evidence obtained, the financial statements as a whole are not free 
from material misstatement; or 
(b) is unable to obtain sufficient appropriate audit evidence to conclude that the financial statements as a 
whole are free from material misstatement, the auditor shall modify the opinion in the auditor’s report in 
accordance with SA 705(Revised). 
 

What if Fair Presentation Framework? 
If financial statements prepared in accordance with the requirements of a fair presentation framework do 
not achieve fair presentation, the auditor shall discuss the matter with management and, depending on 
the requirements of the applicable financial reporting framework and how the matter is resolved, shall 
determine whether it is necessary to modify the opinion in the auditor’s report in accordance with SA 705 
(Revised). (For example in notes to account, useful life is give as 10 years and with star mark they have 
written that machine will work for 30 years as per past experience, no such disclosure will confuse people 
and it is not fair presentation 
Suppose company is incorporated in 15-16 and it is operating for 8 months but if they simply write 15-16 
in year then it wont be fair) 
 

What is Compliance Framework? 
When the financial statements are prepared in accordance with a compliance framework, the auditor is not 
required to evaluate whether the financial statements achieve fair presentation. 
However, if in extremely rare circumstances the auditor concludes that such financial statements are 
misleading, the auditor shall discuss the matter with management and, depending on how it is resolved, 
shall determine whether, and how, to communicate it in the auditor’s report. 
 
 
 
The auditor’s report shall be in writing. 
 

Auditor’s Report for Audits Conducted in Accordance with Standards on Auditing 
 

Elements 
i. Title 

The auditor’s report shall have a title that clearly indicates that it is the report of an independent 
auditor. (“Independent Auditor’s Report) 
 

ii. Addressee 
The auditor’s report shall be addressed, as appropriate, based on the circumstances of the 
engagement. (It may be prescribed in Law / Regulation / Terms of Engagement, if not it can be 
addressed to TCWG or Shareholders) 
  

iii. Auditor’s Opinion 
The first section of the auditor’s report shall include the auditor’s opinion and shall have the 
heading “Opinion.” 

 

The Opinion section of the auditor’s report shall also: 
(a) State that the financial statements have been audited; 

2. FORMING AN OPINION ON THE FINANCIAL STATEMENTS 

3. BASIC ELEMENTS OF THE AUDITOR REPORT 
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(b) Identify the entity whose financial statements have been audited; 
(c) Identify the title of each statement comprising the financial statements; 
(d) Refer to the notes, including the summary of significant accounting policies; and 
(e) Specify the date of, or period covered by, each financial statement comprising the financial 
statements. 

 

WORDINGS 
 

 Fair Presentation Framework 
When expressing an unmodified opinion on financial statements prepared in 
accordance with a fair presentation framework, the auditor’s opinion shall, unless 
otherwise required by law or regulation, use one of the following phrases, which are 
regarded as being equivalent: 
(a) In our opinion, the accompanying financial statements present fairly, in all material 

respects, […] in accordance with [the applicable financial reporting framework];  
or 

(b) In our opinion, the accompanying financial statements give a true and fair view of 
[…] in accordance with [the applicable financial reporting framework].  

 

 Compliance Framework 
When expressing an unmodified opinion on financial statements prepared in accordance 
with a compliance framework, the auditor’s opinion shall be that the accompanying 
financial statements are prepared, in all material respects, in accordance with [the 
applicable financial reporting framework]. 

 

If the reference to the applicable financial reporting framework in the auditor’s opinion is 
not to Accounting Standards, the auditor’s opinion shall identify the origin of such other 
framework. 

 

iv. Basis for Opinion 
The auditor’s report shall include a section, directly following the Opinion section, with the 
heading “Basis for Opinion”, that: 
(a) Includes a statement that the auditor is independent of the entity in accordance with 
the relevant ethical requirements relating to the audit and has fulfilled the auditor’s other 
ethical responsibilities in accordance with these requirements. The statement shall refer to 
the Code of Ethics issued by ICAI. 
(b) States that the audit was conducted in accordance with Standards on Auditing; 
(c) Refers to the section of the auditor’s report that describes the auditor’s responsibilities 
under the SAs; 
(d) States whether the auditor believes that the audit evidence the auditor has obtained is 
sufficient and appropriate to provide a basis for the auditor’s opinion. 
 

v. Going Concern 
Where applicable, the auditor shall report in accordance with SA 570 (Revised). 

 

vi. Key Audit Matters (Please refer SA 701 for detailed discussion) 
a. For audits of complete sets of general purpose financial statements of listed entities, the 

auditor shall communicate key audit matters in the auditor’s report in accordance with SA 
701. 

b. When the auditor is otherwise required by law or regulation or decides to communicate 
key audit matters in the auditor’s report, the auditor shall do so in accordance with SA 701. 

 

vii. Responsibilities for the Financial Statements 
The auditor’s report shall include a section with a heading “Responsibilities of Management for 
the Financial Statements.” The auditor’s report shall use the term that is appropriate in the 
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context of the legal framework applicable to the entity and need not refer specifically to 
“management”. In some entities, the appropriate reference may be to those charged with 
governance. (For last line, Its like saying audit committee is responsible for financial statements 
but in India responsibility lies with BOD) 

 

 This section of the auditor’s report shall describe management’s responsibility for:  
 

(a) Preparing the financial statements in accordance with the applicable financial reporting 
framework, and for such internal control as management determines is necessary to enable the 
preparation of financial statements that are free from material misstatement, whether due to 
fraud or error; and 
 

When the financial statements are prepared in accordance with a fair presentation framework, 
the description of responsibilities for the financial statements in the auditor’s report shall refer 
to “the preparation and fair presentation of these financial statements” or “the preparation of 
financial statements that give a true and fair view,” as appropriate in the circumstances. (See 
third line of the paragraph) 
 

(b) Assessing the entity’s ability to continue as a going concern and whether the use of the 
going concern basis of accounting is appropriate as well as disclosing, if applicable, matters 
relating to going concern. The explanation of management’s responsibility for this assessment 
shall include a description of when the use of the going concern basis of accounting is 
appropriate. 

 

This section of the auditor’s report shall also identify those responsible for the oversight of the 
financial reporting process (See last line of management responsibility paragraph), when those 
responsible for such oversight are different from those who fulfill the responsibilities above. In 
this case, the heading of this section shall also refer to “Those Charged with Governance” or 
such term that is appropriate in the context of the legal framework applicable to entity. 

(Four things Preparation of Financial Statements / Internal Control System / Going Concern / 
Oversight)  

viii. Auditor’s Responsibilities for the Audit of the Financial Statements 
 
The auditor’s report shall include a section with the heading “Auditor’s Responsibilities for the 
Audit of the Financial Statements.”  
(This part focuses on objectives given in Paragraph 37) 
 

This section of the auditor’s report shall: 
(a) State that the objectives of the auditor are to: 

(i) Obtain reasonable assurance about whether the financial statements as a whole are free 
from material misstatement, whether due to fraud or error; and 
(ii) Issue an auditor’s report that includes the auditor’s opinion. 

 

(b) State that reasonable assurance is a high level of assurance, but is not a guarantee that an 
audit conducted in accordance with SAs will always detect a material misstatement when it 
exists; and 
 

(c) State that misstatements can arise from fraud or error, and either: 
(i) Describe that they are considered material if, individually or in the aggregate, they could 
reasonably be expected to influence the economic decisions of users taken on the basis of 
these financial statements; or 
(ii) Provide a definition or description of materiality in accordance with the applicable 
financial reporting framework. 
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The Auditor’s Responsibilities for the Audit of the Financial Statements section of the 
auditor’s report shall further: (This part focuses on scope of audit, how audit was 
performed given in Paragraph 38) 

 

(a) State that, as part of an audit in accordance with SAs, the auditor exercises professional 
judgment and maintains professional skepticism throughout the audit; and 
 

(b) Describe an audit by stating that the auditor’s responsibilities are: 
(i) To identify and assess the risks of material misstatement of the financial statements, 
whether due to fraud or error; to design and perform audit procedures responsive to 
those risks; and to obtain audit evidence that is sufficient and appropriate to provide a 
basis for the auditor’s opinion. The risk of not detecting a material misstatement 
resulting from fraud is higher than for one resulting from error, as fraud may involve 
collusion, forgery, intentional omissions, misrepresentations, or the override of internal 
control. 
 

(ii) To obtain an understanding of internal control relevant to the audit 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. 
In circumstances when the auditor also has a responsibility to express an opinion on 
the effectiveness of internal control in conjunction with the audit of the financial 
statements, the auditor shall omit the phrase that the auditor’s consideration of internal 
control is not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. 
 

(iii) To evaluate the appropriateness of accounting policies used and the 
reasonableness of accounting estimates and related disclosures made by management. 

 

(iv) To conclude on the appropriateness of management’s use of the going concern 
basis of accounting and, based on the audit evidence obtained, whether a material 
uncertainty exists related to events or conditions that may cast significant doubt on the 
entity’s ability to continue as a going concern. If the auditor concludes that a material 
uncertainty exists, the auditor is required to draw attention in the auditor’s report to 
the related disclosures in the financial statements or, if such disclosures are inadequate, 
to modify the opinion. The auditor’s conclusions are based on the audit evidence 
obtained up to the date of the auditor’s report. However, future events or conditions 
may cause an entity to cease to continue as a going concern. 
 

(v) When the financial statements are prepared in accordance with a fair presentation 
framework, to evaluate the overall presentation, structure and content of the financial 
statements, including the disclosures, and whether the financial statements represent 
the underlying transactions and events in a manner that achieves fair presentation. 

 

(c) When SA 600 applies, further describe the auditor’s responsibilities in a group audit 
engagement by stating: The division of responsibility for the financial information of the 
entity by indicating the extent to which the financial information of components is audited 
by the other auditors have been included in the financial information of the entity, e.g., the 
number of divisions/branches/subsidiaries or other components audited by other auditors 

  (Other Matter Paragraph) 
 

The Auditor’s Responsibilities for the Audit of the Financial Statements section of the 
auditor’s report also shall: (This part focuses on Communication given in Paragraph 39) 
 

(a) State that the auditor communicates with those charged with governance regarding, 
among other matters, the planned scope and timing of the audit and significant audit 
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findings, including any significant deficiencies in internal control that the auditor identifies 
during the audit; 
(b) State that the auditor provides those charged with governance with a statement that 
the auditor has complied with relevant ethical requirements regarding independence and 
communicate with them all relationships and other matters that may reasonably be 
thought to bear on the auditor’s independence, and where applicable, related safeguards; 
and 
(c) For audits of financial statements of all such entities for which key audit matters are 
communicated in accordance with SA 701, state that, from the matters communicated with 
those charged with governance, the auditor determines those matters that were of most 
significance in the audit of the financial statements of the current period and are therefore 
the key audit matters. In accordance with the requirements of SA 701, the auditor describes 
these matters in the auditor’s report unless law or regulation precludes public disclosure 
about the matter or when, in extremely rare circumstances, the auditor determines that a 
matter should not be communicated in the auditor’s report because the adverse 
consequences of doing so would reasonably be expected to outweigh the public interest 
benefits of such communication. 

 

Location of the description of the auditor’s responsibilities for the audit of the financial 
statements. (Only for Scope (Para 38) & Communication Responsibilities (Para 39) Above) 

 

The description of the auditor’s responsibilities for the audit of the financial statements 
shall be included: 
(a) Within the body of the auditor’s report; 
(b) Within an appendix to the auditor’s report, in which case the auditor’s report shall 
include a reference to the location of the appendix; or 
(c) By a specific reference within the auditor’s report to the location of such a description 
on a website of an appropriate authority, where law, regulation or the auditing standards 
expressly permit the auditor to do so. 
 

When the auditor refers to a description of the auditor’s responsibilities on a website of an 
appropriate authority, the auditor shall determine that such description addresses, and is 
not inconsistent with, the requirements of this SA. 

 

ix. Other Reporting Responsibilities 
If the auditor addresses other reporting responsibilities in the auditor’s report on the financial 
statements that are in addition to the auditor’s responsibilities under the SAs, these other reporting 
responsibilities shall be addressed in a separate section in the auditor’s report with a heading titled 
“Report on Other Legal and Regulatory Requirements” or otherwise as appropriate to the content 
of the section, unless these other reporting responsibilities address the same topics as those 
presented under the reporting responsibilities required by the SAs in which case the other 
reporting responsibilities may be presented in the same section as the related report elements 
required by the SAs.  
 

If other reporting responsibilities are presented in the same section as the related report elements 
required by the SAs, the auditor’s report shall clearly differentiate the other reporting 
responsibilities from the reporting that is required by the SAs. (E.g. Company Act 2013 requires 
auditor to comment whether financial statements give true & fair view, so this comment is made 
in opinion paragraph and reference to company act is made there itself) 

 

If the auditor’s report contains a separate section that addresses other reporting responsibilities, 
the requirements all content till auditor’s responsibility of this SA shall be included under a section 
with a heading “Report on the Audit of the Financial Statements.” The “Report on Other Legal and 
Regulatory Requirements” shall follow the “Report on the Audit of the Financial Statements.” 
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x. Signature of the Auditor 
The auditor’s report shall be signed. The report is signed by the auditor (i.e. the engagement 
partner) in his personal name. Where the firm is appointed as the auditor, the report is signed 
in the personal name of the auditor and in the name of the audit firm. The partner/proprietor 
signing the audit report also needs to mention the membership number assigned by the 
Institute of Chartered Accountants of India. They also include the registration number of the 
firm, wherever applicable, as allotted by ICAI, in the audit reports signed by them. 

 

xi. Place of Signature 
The auditor’s report shall name specific location, which is ordinarily the city where the audit 
report is signed. 

 

xii. Date of the Auditor’s Report 
The auditor’s report shall be dated no earlier than the date on which the auditor has obtained 
sufficient appropriate audit evidence on which to base the auditor’s opinion on the financial 
statements, including evidence that: 
(a) All the statements that comprise the financial statements, including the related notes, have 
been prepared; and 
(b) Those with the recognized authority have asserted that they have taken responsibility for 
those financial statements. (That means first management should sign and then auditor) 

 

 
 
 

{Ex: Format of tax audit report prescribed by law} 
Refers to Standards on Auditing only if the auditor’s report includes, at a minimum, Basic Elements of Audit 
Report, except that going concern / key audit matter / other reporting requirements only if required. 
 

In India we don’t refer to SA 700 while preparing tax audit report because it is not having management 
responsibility & auditor responsibility paragraph. 
ICAI Clarification on tax audit report 
http://www.icai.org/new_post.html?post_id=9687 
 
 
 
An auditor may be required to conduct an audit in accordance with, in addition to the Standards on 
Auditing issued by ICAI, the International Standards on Auditing or auditing standards of any other 
jurisdiction. If this is the case, the auditor’s report may refer to Standards on Auditing in addition to the 
International Standards on Auditing or auditing standards of such other jurisdiction, but the auditor shall 
do so only if: 
 

(a) There is no conflict between the requirements in the ISAs or such auditing standards of other 
jurisdiction and those in SAs that would lead the auditor (i) to form a different opinion, or (ii) not to include 
an Emphasis of Matter paragraph or Other Matter paragraph that, in the particular circumstances, is 
required by SAs; and 
(b) The auditor’s report includes, at a minimum, each of the elements set out for audit report as per law. 
 

When the auditor’s report refers to both the ISAs or the auditing standards of a specific jurisdiction and 
the Standards on Auditing issued by ICAI, the auditor’s report shall clearly identify the same including the 
jurisdiction of origin of the other auditing standards. 

 

Further Reference to More than One Financial Reporting Framework 
  Entity may decide to present financial statement as per 2 FRF, for example as per AS & IFRS.  
  So description will contain both FRFs provided both the FRFs should be fully complied (i.e. can’t 

use particular FRF only for one or two item of FST) &no need for reconciliation between both. 

4. AUDITOR REPORT PRESCRIBED BY LAW OR REGULATION 

5. STANDARDS AUDITING IN ONE AUDIT REPORT 
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  If only one FRF is followed & there is only reconciliation from FRF to another or just disclosure 
how much other FRF is Compiled no need to refer both? 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 

If supplementary information that is not required by the applicable financial reporting framework is 
presented with the audited financial statements, the auditor shall evaluate whether, in the auditor’s 
professional judgment, supplementary information is nevertheless an integral part of the financial 
statements due to its nature or how it is presented. When it is an integral part of the financial statements, 
the supplementary information shall be covered by the auditor’s opinion. 
 

If supplementary information that is not required by the applicable financial reporting framework is not 
considered an integral part of the audited financial statements, the auditor shall evaluate whether such 
supplementary information is presented in a way that sufficiently and clearly differentiates it from the 
audited financial statements. If this is not the case, then the auditor shall ask management to change how 
the unaudited supplementary information is presented. If management refuses to do so, the auditor shall 
identify the unaudited supplementary information and explain in the auditor’s report that such 
supplementary information has not been audited. 
 
 
 
Concept  
The concept of true and fair is a fundamental concept in auditing. The phrase “true and fair” in the auditor’s 
report signifies that the auditor is required to express his opinion as to whether the state of affairs and the 
results of the entity as ascertained by him in the course of his audit are truly and fairly represented in the 
accounts under audit.  

Supplementary Information

Additional Information Not Required by FRF

Either Voluntary or as per Law/Regulation
 E.g. MSMED / Profit Reconciliation/list of Debtors/ Creditors/ Employee 

If it is integral part of FST

YES
Examine it, cover it as 
normal information 

in notes

NO
Ask management to clearly 

differentiate it and put it 
under heading “Unaudited

YES
OK

NO
Mention in report 

“we don’t take Responsibility”. It 
will be treated as Other Info as per 

SA 720

6. SUPPLEMENTARY INFORMATION 

7. TRUE & FAIR 
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In this context, it is noteworthy that the Council of the Institute while issuing a clarification regarding 
authority attached to documents issued by the Institute also observed that, “The Companies Act, as well 
as many other statutes require that the financial statements of an enterprise should give a true and fair 
view of its financial position and working results. This requirement is implicit even in the absence of a 
specific statutory provision to this effect. However, what constitutes ‘true and fair’ view has not been 
defined either in the Companies Act, 2013 or in any other statute. The pronouncements of the Institute 
seek to describe the accounting principles and the methods of applying these principles in the preparation 
and 
presentation of financial statements so that they give a true and fair view. The pronouncements issued by 
the Institute include various statements, standards and guidance 
notes 
Now true means reliable and fair means accounting, presentation & disclosure is neutral, understandable, 
comparable to others & gives relevant information such qualities are achieved when financial reporting 
framework is followed. Which includes three things India Accounting Standards, Guidance Notes & 
Schedule III. 
 

In more specific terms, to ensure true and fair view, an auditor has to see:  
(i) no material assets & incomes are omitted;  
(ii) material liabilities & expense should not be omitted;  
(iii) that the assets are neither undervalued or overvalued, according to the applicable accounting 

principles,  
(iv) accounting policies have been followed consistently; and  
(v) the charge, if any, on assets are disclosed;  
(vi) the profit and loss account discloses all the matters required to be disclosed by Part II of Schedule 

III and the balance sheet has been prepared in accordance with Part I of Schedule III;  
(vii) all unusual, exceptional or non-recurring items have been disclosed separately. 
 
Legal References 
The importance of the concept of true and fair view can also be understood and appreciated from the fact 
that sections 128, 129 and 143 of the Companies Act, 2013 also discuss this concept in relation to account 
books, financial statements and reporting on financial statements respectively. 
 

Sec 128 
Section 128(1) of the Companies Act, 2013 provides that every company shall prepare and keep at its 
registered office books of account and other relevant books and papers and financial statement for every 
financial year which give a true and fair view of the state of the affairs of the company, including that of its 
branch office or offices, if any. The company shall be in a position to explain the transactions effected both 
at the registered office and its branches. Such books of Accounts shall be kept on accrual basis and 
according to the double entry system of accounting. 
 

Sec 129 
Section 129(1) of the Companies Act, 2013 provides that the financial statements shall give a true and fair 
view of the state of affairs of the company or companies, comply with the accounting standards notified 
under section 133 of the Companies Act, 2013, (in which the Central Government may prescribe the 
standards of accounting or any addendum thereto, as recommended by the Institute of Chartered 
Accountants of India, constituted under section 3 of the Chartered Accountants Act, 1949, in consultation 
with and after examination of the recommendations made by the National Financial Reporting Authority) 
and shall be in the form or forms as may be provided for different class or classes of companies in Schedule 
III to the said Act. 
 

The term “financial statement” shall include any notes annexed to or forming part of such financial 
statement, giving information required to be given and allowed to be given in the form of such notes under 
the said Act 
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In the context of audit of a company, the accounts of a company shall be deemed as not disclosing a true 
and fair view, if they do not disclose any matters which are required to be disclosed by virtue of provisions 
of Schedule III to that Act, or by virtue of a notification or an order of the Central Government modifying 
the disclosure requirements. Therefore, the auditor will have to see that the accounts are drawn up in 
conformity with the provisions of Schedule III of the Companies Act, 2013 and whether they contain all the 
matters required to be disclosed therein. In case of companies which are governed by special Acts, the 
auditor should see whether the disclosure requirements of the governing Act are complied with. It must 
be noted that the disclosure requirements laid down by the law are the minimum requirements. If certain 
information is vital for showing a true and fair view, the accounts should disclose it even though there may 
not be a specific legal provision to do so. Thus, what constitutes a ‘true and fair’ view is a matter of an 
auditor’s judgment in the particular circumstances of a case. 
 

It may be noted that nothing contained in sub-section (1) of section 129 shall apply to any insurance or 
banking company or any company engaged in the generation or supply of electricity, or to any other class 
of company for which a form of financial statement has been specified in or under the Act governing such 
class of company. 
 

However, the financial statements shall not be treated as not disclosing a true and fair view of the state of 
affairs of the company, merely by reason of the fact that they do not disclose- 
(a) in the case of an insurance company, any matters which are not required to be disclosed by the 
Insurance Act, 1938, or the Insurance Regulatory and Development Authority Act, 1999; 
(b) in the case of a banking company, any matters which are not required to be disclosed by 
the Banking Regulation Act, 1949; 
(c) in the case of a company engaged in the generation or supply of electricity, any matters 
which are not required to be disclosed by the Electricity Act, 2003; 
(d) in the case of a company governed by any other law for the time being in force, any matters which are 
not required to be disclosed by that law. 
 

It may be noted that where the financial statements of a company do not comply with the accounting 
standards referred to in sub-section (1), the company shall disclose in its financial statements, the deviation 
from the accounting standards, the reasons for such deviation and the financial effects, if any, arising out 
of such deviation. 
 

Sec 143 
Further, according to section 143(2) of the said Act, the auditor is required to make a report to the members 
of the company indicating that, to the best of his information and knowledge, 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 profit or loss 
and cash flow for the year and such other matters as may be prescribed. 
 

SA 700 
SA 700 “Forming an Opinion and Reporting on Financial Statements”, requires the auditor to form an 
opinion on the financial statements based on an evaluation of the conclusions drawn from the audit 
evidence obtained; and express clearly that opinion through a written report that also describes the basis 
for the opinion. The auditor is required to express his opinion on the financial statements that it gives a 
true and fair view in conformity with the accounting principles generally accepted in India. 
(a) in the case of the Balance Sheet, of the state of affairs of the Company as at March 31, 20XX; 
(b) in the case of the Statement of Profit and Loss, of the profit/ loss for the year ended on that date; and 
(c) in the case of the Cash Flow Statement, of the cash flows for the year ended on that date. 
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 Audit report Audit certificate 

Meaning 

An Audit Report is an expression of opinion, 
on the “true and fair view” presented by 
Financial Statements. 
Eg. Company Audit Report, Review Report 
etc. 

‘Certificate’ is a written confirmation of the 
accuracy of the facts stated therein and does 
not involve any estimate or opinion. 
E.g. Royalty Payment made to Foreign 
Collaborators, Value of imports or exports of 
a Company during a financial year. 

Scope 

Audit Report implies that — (a) he has 
examined relevant records in accordance 
with generally accepted Auditing Standards, 
and 
(b) he is expressing an opinion whether or 
not the Financial Statements represent a 
true and fair view of the state of affairs and 
of the working results of an enterprise. 

An Auditor’s Certificate implies that — (a) he 
has verified certain precise figures, and 
(b) He is in a position to vouchsafe their 
accuracy as per the examination of 
documents and books of account produced 
before him. 

Accuracy 

When an Audit Report is issued, the Auditor 
is responsible for ensuring that his opinion 
is appropriate in accordance with facts and 
applying judgement with due care & skills 

When a Certificate is issued, the Auditor is 
responsible for the factual accuracy of what 
is stated therein. 

 
 
 
 

A certificate is a written confirmation of the accuracy of the facts stated therein and does not involve any 
estimate or opinion. The term ‘certificate’ is, therefore, used where the auditor verifies the accuracy of facts. 
An auditor may thus, certify the circulation figures of a newspaper or the value of imports or exports of a 
company. An auditor’s certificate represents that he has verified certain figures and is in a position to vouch 
safe their accuracy as per his examination of documents and books of account.  
 

A report, on the other hand, is a formal statement usually made after an enquiry, examination or reviews 
of specified matters under report and includes the reporting auditor’s opinion thereon. Thus, when a 
reporting auditor issues a certificate, he is responsible for the factual accuracy of what is stated therein.  
 

On the other hand, when a reporting auditor gives a report, he is responsible for ensuring that the report 
is based on factual data, that his opinion is in due accordance with facts, and that it is arrived at by the 
application of due care and skill. The ‘report’ involves expression of opinion which may differ from one 
professional to another.  
There is no question of exactitude in case of a report since the information contained therein is based on 
estimates and involves judgement element. 
 
 
 
 

Reporting to Shareholders Reporting to Those Charged with Governance. 
Section 143 of the Companies Act, 2013 deals with 
the provisions relating to reporting to 
Shareholders. Thus, it is a Statutory Audit Report 
which is addressed to the members. 

SA 260 deals with the provisions relating to 
reporting to those Charged with Governance. 
  

8. REPORT VS CERTIFICATE 

9. CERTIFICATE FOR SPECIAL PURPOSE VS. AUDIT REPORT 

10. REPORTING TO SHAREHOLDERS V/S REPORTING TO TCWG 



CA R
av

i T
ao

ri

CA Ravi Taori             SA 700 Series 

auditguru.in                                                                                                               1.12 
 

Statutory Audit Report is on true and fair view and 
as per prescribed Format. 

It is a reporting on matters those charged with 
governance like scope of audit, audit procedures, 
audit modifications, etc. 

Statutory Audit Reports are in public domain. Reporting to those Charged with Governance is an 
internal document i.e. private report. 

 
 
 
 
 
 
 
 
 
SA 705-MAP:- 
1) WHEN TO MODIFY? TYPES OF MODIFICATIONS & OTHER CONSIDERATIONS 
2) Imposed Limitation after the Auditor Has Accepted the Engagement  
3) Form and Content of the Auditor’s Report When the Opinion is Modified 
4) Communication with Those Charged with Governance 
Appendix—Examples / Multiple Opinions / Model Report 
 

 

i. Circumstances When a Modification to the Auditor’s Opinion is Required 
 The auditor shall modify the opinion in the auditor’s report when: 

(a) The auditor concludes that, based on the audit evidence obtained, the financial statements as a 
whole are not free from material misstatement; or 
(b) The auditor is unable to obtain sufficient appropriate audit evidence to conclude that the financial 
statements as a whole are free from material misstatement. 

 

ii. Determining the Type of Modification to the Auditor’s Opinion 
 

 Qualified Opinion 
The auditor shall express a qualified opinion when: 
(a) The auditor, having obtained sufficient appropriate audit evidence, concludes that misstatements, 
individually or in the aggregate, are material, but not pervasive, to the financial statements; or 
(b) 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. 

 

Pervasive – A term used, in the context of misstatements, to describe the effects on the financial 
statements of misstatements or the possible effects on the financial statements of misstatements, if 
any, that are undetected due to an inability to obtain sufficient appropriate audit evidence. Pervasive 
effects on the financial statements are those that, in the auditor’s judgment: 
(i) Are not confined to specific elements, accounts or items of the financial statements; (Eg Trial 

Balance of particular branch not included while preparing financial statements) 
(ii) If so confined, represent or could represent a substantial proportion of the financial statements; 

or (Eg Impairment of a factory is not done which represents 60% of total assets) 
(iii) In relation to disclosures, are fundamental to users’ understanding of the financial statements. 

(Key disclosures of amalgamation & discontinuing operations are omitted) 
 
 
 
 
 

SA 705 
MODIFICATIONS TO THE OPINION IN THE INDEPENDENT  

AUDITOR’S REPORT 
 

1. WHEN TO MODIFY? TYPES OF MODIFICATIONS & OTHER CONSIDERATIONS 
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 Adverse Opinion 
The auditor shall express an adverse opinion when the auditor, having obtained sufficient appropriate 
audit evidence, concludes that misstatements, individually or in the aggregate, are both material and 
pervasive to the financial statements. 
 

 Disclaimer of Opinion 
The auditor shall disclaim an opinion when the auditor is unable to obtain sufficient appropriate audit 
evidence on which to base the opinion, and the auditor concludes that the possible effects on the 
financial statements of undetected misstatements, if any, could be both material and pervasive. 
 

The auditor shall disclaim an opinion when, in extremely rare circumstances involving multiple 
uncertainties, the auditor concludes that, notwithstanding having obtained sufficient appropriate 
audit evidence regarding each of the individual uncertainties, it is not possible to form an opinion on 
the financial statements due to the potential interaction of the uncertainties and their possible 
cumulative effect on the financial statements. (Example of Indosolar Ltd) 

 
 

 

Sufficient & Appropriate Evidence &  
No MMST

1. Types of Opinion (Chart)

Unmodified / Unqualified / 
Clean Opinion

Financial Statements  gives “True and 
Fair View”

Modified Opinion

No S&A 
Evidence MMST

Pervasive Not Pervasive

“Not able to 
express opinion”

“Subject To” /
“Except Effect of” 

“FST Does 
not True & 
Fair View”

Pervasive

Disclaimer Qualified
Adverse

 
 
 
 
 
 
 
 
 
 

Nature of Matter giving rise to the 
Modification 

 Auditor’s Judgment about the Pervasiveness of the Effects. 
or Possible Effects on the Financial Statements 

 Material but Not Pervasive Material but Pervasive 
Financial Statements are materially 
misstated  

Qualified Opinion Adverse Opinion  

Inability to obtain sufficient 
appropriate audit evidence  

Qualified Opinion  Disclaimer of Opinion ' 
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2. Reasons for Modification

Inability to obtain  
Sufficient & 
Appropriate  

Evidence

Nature of Material 
Misstatement

Circumstances 
beyond control 

of Entity

Limitations 
Imposed by 

Management

Appropriateness 
of Selected 
Accounting 

Policy

Disclosures in 
Financial 

Statement

Circumstances 
Relating to Nature 

or Timing of 
Auditor’s Work

Application of 
Selected Accounting 

Policy

 
 

iii. Other Considerations Relating to an Adverse Opinion or Disclaimer of Opinion 
 

When the auditor considers it necessary to express an adverse opinion or disclaim an opinion on 
the financial statements as a whole, the auditor’s report shall not also include an unmodified 
opinion with respect to the same financial reporting framework on a single financial statement or 
one or more specific elements, accounts or items of a financial statement. To include such an 
unmodified opinion in the same report in these circumstances would contradict the auditor’s 
adverse opinion or disclaimer of opinion on the financial statements as a whole. (This concept is 
discussed in depth in SA 805) 

 

1. Consequence of an Inability to Obtain Sufficient Appropriate Audit Evidence Due to a 
Management-Imposed Limitation after the Auditor Has Accepted the Engagement 

 

 If, after accepting the engagement, the auditor becomes aware that management has 
imposed a limitation on the scope of the audit that the auditor considers likely to result in 
the need to express a qualified opinion or to disclaim an opinion on the financial 
statements, the auditor shall request that management remove the limitation. 

 If management refuses to remove the limitation referred to in above paragraph, the auditor 
shall communicate the matter to those charged with governance, unless all of those 
charged with governance are involved in managing the entity, and determine whether it is 
possible to perform alternative procedures to obtain sufficient appropriate audit evidence. 

 If the auditor is unable to obtain sufficient appropriate audit evidence, the auditor shall 
determine the implications as follows: 
(a) If the auditor concludes that the possible effects on the financial statements of 
undetected misstatements, if any, could be material but not pervasive, the auditor shall 
qualify the opinion; or 
(b) If the auditor concludes that the possible effects on the financial statements of 
undetected misstatements, if any, could be both material and pervasive so that a 
qualification of the opinion would be inadequate to communicate the gravity of the 
situation, the auditor shall: 

(i) Withdraw from the audit, where practicable and possible under applicable law or 
regulation; or 
(ii) If withdrawal from the audit before issuing the auditor’s report is not practicable or 
possible, disclaim an opinion on the financial statements. 
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If the auditor withdraws as discussed above, before withdrawing, the auditor shall communicate to 
those charged with governance any matters regarding misstatements identified during the audit 
that would have given rise to a modification of the opinion. 
 

Limitation of Scope Imposed After Acceptance

Likely to result in Qualification or Disclaimer

Request Management to Remove Limitation of 
Scope

If Management Refuses go to TCWG and Try to 
perform alternative Audit Procedure

Not able to get Sufficient and Appropriate Audit 
Evidence

Not pervasive qualify

Pervasive
Resign{ If at Early Stage}
              OR  
Disclaimer{If in Advance Stage}  

 
2. Form and Content of the Auditor’s Report When the Opinion is Modified 
(In exams express only those areas where there is change) 
 

i. Title 
No Change 
 

ii. Addressee 
No Change 
 

iii. Auditor’s Opinion 
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 
section. 

 

 Qualified Opinion 
When the auditor expresses a qualified opinion due to a material misstatement in the 
financial statements, the auditor shall state that, in the auditor’s opinion, except for 
the effects of the matter(s) described in the Basis for Qualified Opinion section: 
(a) When reporting in accordance with a fair presentation framework, the 
accompanying financial statements present fairly, in all material respects (or give a 
true and fair view of) […] in accordance with [the applicable financial reporting 
framework]; or 
(b) When reporting in accordance with a compliance framework, the accompanying 
financial statements have been prepared, in all material respects, in accordance with 
[the applicable financial reporting framework]. 

 
When the modification arises from an inability to obtain sufficient appropriate audit 
evidence, the auditor shall use the corresponding phrase “except for the possible 
effects of the matter(s) ...” for the modified opinion. 
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 Adverse Opinion 

When the auditor expresses an adverse opinion, the auditor shall state that, in the 
auditor’s opinion, because of the significance of the matter(s) described in the Basis 
for Adverse Opinion section: 
(a) When reporting in accordance with a fair presentation framework, the 
accompanying financial statements do not present fairly (or give a true and fair view 
of) […] in accordance with [the applicable financial reporting framework]; or 
(b) When reporting in accordance with a compliance framework, the accompanying 
financial statements have not been prepared, in all material respects, in accordance 
with [the applicable financial reporting framework]. 
 

 Disclaimer of Opinion 
When the auditor disclaims an opinion due to an inability to obtain sufficient 
appropriate audit evidence, the auditor shall: 
(a) Amend the statement in Opinion paragraph, which indicates that the financial 
statements have been audited, to state that the auditor was engaged to audit the 
financial statements. 
(b) State that, because of the significance of the matter(s) described in the Basis for 
Disclaimer of Opinion section, the auditor has not been able to obtain sufficient 
appropriate audit evidence to provide a basis for an audit opinion on the financial 
statements; and 
(c) State that the auditor does not express an opinion on the accompanying financial 
statements; 

  
iv. Basis for Opinion 

When the auditor modifies the opinion on the financial statements, the auditor shall, in 
addition to the specific elements required by SA 700 (Revised): 
(a) Amend the heading “Basis for Opinion” required by paragraph 28 of SA 700 (Revised) 
to “Basis for Qualified Opinion,” “Basis for Adverse Opinion,” or “Basis for Disclaimer of 
Opinion,” as appropriate; and 
(b) Within this section, include a description of the matter giving rise to the modification. 

 
MATERIAL MISSTATEMENT 
 

Related to amount 
If there is a material misstatement of the financial statements that relates to specific 
amounts in the financial statements (including quantitative disclosures in the notes to 
the financial statements), the auditor shall include in the Basis for Opinion section a 
description and quantification of the financial effects of the misstatement, (Eg 
Depreciation under charged by 5 crores) unless impracticable. If it is not practicable to 
quantify the financial effects, the auditor shall so state in this section. (E.g. Company as 
changed from FIFO to LIFO which is in appropriate but there is no facility to quantify the 
change) 

 

Related to Narrative Disclosures 
If there is a material misstatement of the financial statements that relates to narrative 
disclosures, the auditor shall include in the Basis for Opinion section an explanation of 
how the disclosures are misstated. (E.g. Company has disclosed that CY losses covers net 
worth, instead it should be specified that CY losses are 3 times net worth of the company 
as on start of the year) 
 

Relates to non-disclosure 
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If there is a material misstatement of the financial statements that relates to the 
nondisclosure of information required to be disclosed, the auditor shall: (Eg Contingent 
Liability Undisclosed) 
(a) Discuss the non-disclosure with those charged with governance; 
(b) Describe in the Basis for Opinion section the nature of the omitted information; and 
(c) Unless prohibited by law or regulation, include the omitted disclosures, provided it is 
practicable to do so and the auditor has obtained sufficient appropriate audit evidence 
about the omitted information. (E.g. If it is related to terrorist attack, it may not be 
allowed, or it may not be practical) 
 

INABILITY TO OBTAIN SUFFICEINT & APPROPRIATE EVIDENCE 
 

If the modification results from an inability to obtain sufficient appropriate audit 
evidence, the auditor shall include in the Basis for Opinion section the reasons for that 
inability. 
 

When the auditor expresses a qualified or adverse opinion, the auditor shall amend the 
statement about whether the audit evidence obtained is sufficient and appropriate to 
provide a basis for the auditor’s opinion to include the word “qualified” or “adverse”, as 
appropriate. 
 

When the auditor disclaims an opinion on the financial statements, the auditor’s report 
shall not include the following 
Those elements are: 
(a) A reference to the section of the auditor’s report where the auditor’s responsibilities 
are described; and 
(b) A statement about whether the audit evidence obtained is sufficient and appropriate 
to provide a basis for the auditor’s opinion. 
(c) Even if the auditor has expressed an adverse opinion or disclaimed an opinion on the 
financial statements, the auditor shall describe in the Basis for Opinion section the 
reasons for any other matters of which the auditor is aware that would have required a 
modification to the opinion, and the effects thereof. 

v. Going Concern 
No Change 
 

vi. Key Audit Matter 
 

Considerations When the Auditor Disclaims an Opinion on the Financial Statements 
• Unless required by law or regulation, when the auditor disclaims an opinion on the 
financial statements, the auditor’s report shall not include a Key Audit Matters section in 
accordance with SA 701 
 

vii. Management Responsibility 
No Change 
 

viii. Description of Auditor’s Responsibilities for the Audit of the Financial Statements When 
the Auditor Disclaims an Opinion on the Financial Statements 

 

When the auditor disclaims an opinion on the financial statements due to an inability to 
obtain sufficient appropriate audit evidence, the auditor shall amend the description of 
the auditor’s responsibilities to include only the following: 

 

(a) The statement about auditor independence and other ethical responsibilities required 
by SA 700 (Revised). 



CA R
av

i T
ao

ri

CA Ravi Taori             SA 700 Series 

auditguru.in                                                                                                               1.18 
 

(b) A statement that the auditor’s responsibility is to conduct an audit of the entity’s 
financial statements in accordance with Standards on Auditing and to issue an auditor’s 
report; 
(c) A statement that, however, because of the matter(s) described in the Basis for 
Disclaimer of Opinion section, the auditor was not able to obtain sufficient appropriate 
audit evidence to provide a basis for an audit opinion on the financial statements; and 
 

ix. Report on other legal & regulatory requirement 
No Change  
 

x. Signature 
No Change 
 

xi. Place 
No Change 
 

xii. Date 
No Change 

 
3. Communication with Those Charged with Governance 
When the auditor expects to modify the opinion in the auditor’s report, the auditor shall 
communicate with those charged with governance the circumstances that led to the expected 
modification and the wording of the modification. 
 

APPENDIX 
 

LIST OF SITUATIONS / EXAMPLES 
 

QUALIFIED OPINION SHOULD BE GIVEN IN FOLLOWING SITUATIONS, PROVIDED THEY ARE 
MATERIAL BUT NOT PERVASIVE 
1) Depreciation is not charged. 
2) Interest wrongly capitalized with fixed assets. 
3) Long term investments are not properly valued as per FRF 
4) Auditor not allowed to visit  
5) Revenue expense shown as receivables 
 

ADVERSE OPINION SHOULD BE GIVEN IN FOLLOWING SITUATIONS, PROVIDED THEY ARE 
MATERIAL & PERVASIVE: 
1) Going concern assumption is inappropriate but still it is followed, no adjustment for historical cost to 
realizable and payable value 
2) Contractor followed completion method but AS 7 specifies percentage completion method. 
3) Major subsidiary is not consolidated with holding company financial statements. 
4) Company prepares financial statements as per cash basis, going against accrual principle   
5) Combination of points mentioned in qualified affecting major part of financial statements (pervasive) 
 

DISCLAIMER OPINION SHOULD BE GIVEN IN FOLLOWING SITUATIONS, PROVIDED THEY ARE 
MATERIAL & PERVASIVE: 
1) Multiple uncertainties exist and auditor is unable to determine possible effect on financial statements 
2) Books of accounts and related documents are seized by government authorities and there is no other 
means to get them. 
3) Going concern is doubtful and this information is not specified in notes to accounts. 
4) Only Xerox copies are available but o other reliable evidence to support it. 
5) Limitation imposed by management has possible pervasive effect on financial statements  
 

MULTIPLE OPINION 
Can 1 Audit Report have all Qualified / Adverse / Disclaimer together? 
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Yes, it is possible, for example we are doing audit of consolidated financial statement and we come across 
following issues 
 

One subsidiary is not consolidated, and we don’t have any information about it, there is sufficient and 
appropriate evidence and many elements in financial statements may be affected but it may not be major 
portion of financial statement. (So, this is material + Pervasive + Not a major part of financial statement) 
Disclaimer for this point 
 

One subsidiary is not consolidated, and we have all information about it, there is material misstatement 
and many elements in financial statements may be affected but it may not be major portion of financial 
statement. (So, this is material + Pervasive + Not a major part of financial statement) Adverse for this 
point 
Inventory is overvalued  (Material + Not Pervasive + Not major part of financial statements) Qualified 
opinion for this point. 

 

 
 




