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International Standard on Auditing (ISA) 701, “Modifications Qualifications-to the Auditer’s

Opinion in the Independent Auditor’s Report” should be read in the context of the “Preface to
the International Standards on Quality Control, Auditing, Assurance and Related Services,”

which sets out the application and authority of ISAs.
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Introduction

1. This e-purpese-ef-this-International Standard on Auditing (ISA) is-te-establishes standards
and provides guidance on (a) circumstances that may result in a modificationguahfication
of the auditor’s opinion on the financial statements, (b) the typeferm{GTF— of opinion
gualification—appropriate in the circumstancesreguired, and (c) the ferm—and-content of
the auditor’s report when the auditor’s opinion is modifiedgualified.

2. Propesed—ISA 700 (Revised)—{(Revised}, “The Independent Auditor’s Report on a

Complete Set of General Purpose Financial Statements,” establishes standards and
provides guidance on the ferm-and-centent-ofthe-independent auditor’s report issued as a
result of an audit of en-a complete set of general purpose financial statements prepared in
accordance with a financial reporting framework that is designed to achieve fair
presentation. ISA 700 (Revised) addresses circumstances when the auditor is able to
express an unmodifiedguatified opinion_and no changes to the auditor’s report are
necessary. The illustrative reports in this ISA (see Appendix) are based on the form and
content of the auditor’s report on a complete set of general purpose financial statements.

3. However—The standards and guidance in this ISA also apply to modifications
gualifications-to the opinion in the auditor’s report on historical financial information
other than a complete set of general purpose financial statements, as described in
proposed ISA 800 (Revised), “The Independent Auditor’s Report on Other Historical

Financial Information—Other—than—a—Complete—Set—of GeneralPurpose—Financial
Statements.”

4. In contrast to this standard, which addresses modifications to the auditor’s opinion,
proposed ISA 702 establishes standards and provides quidance when the auditor
considers including an emphasis of matter paragraph or an other matters paragraph in the
auditor’s report.

5. -As stated-in-proposed-ISA 200{Revised), “Objective and General Principles Governing
an Audit of Financial Statements,” states, the objective of an audit of financial statements
is to _enable the auditor to express an opinion whether the financial statements are
prepared, in all material respects, in accordance with an applicable financial reporting
framework. The auditor evaluates the conclusions drawn from the audit evidence
obtained as a basis for forming an opinion on the financial statements.

4.6.  The auditor should modifygualify the opinion in the auditor’s report when:

a) Based-on-the-audit-evidence-obtained,—tThe auditor concludes_that, based on
the audit evidence obtained, that-the financial statements are not free from
material misstatement _and accordingly are not prepared, in all material
respects, in accordance with an applicable financial reporting framework; or

b) The auditor is unable to obtain sufficient appropriate audit evidence to
conclude that the financial statements are free from material misstatement.
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Circumstances Resulting in a ModificationQualification of the Auditor’s
Opinion
57. In formlng the oplnlon on the flnanC|aI statements as descnbed in paraqraph 5as—te

audltor evaluates Whether the flnanCIaI statements have been prepared and presented in
accordance with the specific requirements of the applicable financial reporting
framework. The auditor expresses a modifiedguatified opinion in the auditor’s report on
the financial statements when:

a) The auditor concludes that, based on the audit evidence obtained, the financial
statements are not free from material misstatement due to a disagreement with
management about (i) matterssuch-as-the acceptability of selected accounting
policies-—selected, (i) the method-ef-their—application_of the selected accounting
policies, or (iii) e+the adequacy of disclosures in the financial statements;:

b)  The auditor is unable to obtain sufficient appropriate audit evidence to conclude
that the financial statements are free from material misstatement (also referred to as
a limitation on the scope of the audit).

6:8.  This ISA establishes three types of modified opinions, an except for opinion, an adverse
opinion, and a disclaimer of opinion, the choice of which will depend upon A-gualified

opinton-can-take-several-forms—depending-en-the materiality and pervasiveness of the
matter giving rise to the modification:guatification—TFhistSA-establishes-three-forms-of
e

(@) The auditor expresses an except for opinion (see paragraph 24) when the auditor

concludes that an-unguatified-opinion-—cannot-be-expressed:—-however-the effect of

any disagreement with management,—orinabilityto-ebtain-sufficientapprepriate
audit—evidence—while while material, is not_—se—pervasive; —to—the—financial

stattherefore the financial statements taken as a whole are not misleading and thus

do not ements-as-to-require an adverse opinion-era-disclatmerof-opinien.

(b) The auditor expresses an adverse opinion (see paragraph 27) when the auditor
concludes that the effect of a disagreement with management is se-material and
pervasive to the financial statements such that an except for opinion is not adequate
to disclose the-incemplete-and- misleading nature of the financial statements.

(c) The auditor expresses an except for opinion (see paragraph 24) when the auditor
concludes that the possible effect of any inability to obtain sufficient appropriate
audit_evidence, while material, could not be pervasive; therefore the financial
statements taken as a whole are not misleading and do not require a disclaimer of

opinion.

The term management used in this ISA describes those responsible for the preparation and presentation of the
financial statements. Other terms may be appropriate depending on the legal framework in the particular
jurisdiction. For example, in some jurisdictions, the appropriate reference may be to those charged with
governance (for example, the directors).
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{e}(d) The auditor expresses a disclaimer of opinion (see paragraph 31) when the

possible effect of an inability to obtain sufficient appropriate audit evidence is- so
material and-pervasiveand pervasive to the financial statements such that the auditor
is unable to express an opinion on the financial statements.

See paragraph 22 for a discussion of materiality and paragraphs 23, 28-30 for a
discussion of pervasiveness.

49.  The table below illustrates how the nature, materiality and pervasiveness of the matter
giving rise to the modificationguahfication affect the type of opinion to be usedtheform

Affects or Possibly
Affects the
Financial
tatements%t;e

Nature of Matter
Giving Rise to the

ModificationQualifi Materially Materially and

cation Pervasively
A €B

Disagreement With Management Except for Opinion Adverse Opinion

(See paragraph 242) (See paragraph 274)

CB D
Except for Opinion Disclaimer of Opinion
(See paragraph 242) (See paragraph 3128)

Inability to Obtain Sufficient
Appropriate Audit Evidence

2 As stated in ISA 700, the phrases “give a true and fair view” and “are presented fairly, in all material respects” are
equivalent.
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Disagreement with Management

8:10. The auditor should express an except for opinion or an adverse opinion when
disagreements with management are material to the financial statements. AsS
discussed in paragraph 75-(a), the auditor may disagree with management about the
following matters:

. The acceptability of selected accounting policies-selected;

. The application of Fhe-method-of-apphication—of-the selected accounting policies
selected; or -of

. The adequacy of disclosures in the financial statements.

ACCEPTABILITY OF SELECTED ACCOUNTING POLICIES-SELECTED

9.11. Disagreements with management about the acceptability of the selected accounting
policies selected-may arise when:

(@) The selected accounting policies are not consistent with the applicable financial
reporting framework;

(b) The selected accounting policies selected-are not appropriate in the circumstances
and accordingly the overall presentation of and disclosures in the financial
statements are not consistent with the auditor’s understanding of the entity and its
environment;

(c) Because of the accounting policies selected by management, Fthe financial
statements, including the note disclosures, because—ofthe—accounting—pelicies
selected—do not faithfully represent the underlying transactions and events in a
manner that gives a true and fair view of or presents fairly, in all material respects,
the information eenveyed-in the financial statements.

16.12. Where the entity has changed its selection of significant accounting policies, the auditor
considers the reasons for the change and whether it is appropriate in the entity’s
circumstances. Financial reporting frameworks often contain requirements for accounting
for, and disclosure of, changes in accounting policies. Where the entity has not complied
with these requirements, the auditor considers whether this constitutes a material
departure from the requirements of the applicable financial reporting framework, and the
effect that such departure may have on the auditor’s opinion.

METHOB-OFAPPLICATION OF THE SELECTED ACCOUNTING POLICY

11.13. Disagreements with management about the application of tselected he—methed—of
appheation-of-accounting policies may arise when:

(@ Management has not applied Fthe selected accounting policies-selected-havenot
been-apphied- consistently with the financial reporting framework or has not applied
the selected accounting policies consistently between periods and to similar
transactions and events (consistency in application), or

(b) Based on the audit evidence obtained, the auditor has identified a misstatement of
the financial statements due to the method of application of a selected accounting
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policy (error in application). This may arise when there is a disagreement with

management about the underlying facts and circumstances to which the selected
accounting policies are applied. Based-on-the-auditevidence-obtained—the-auditor
has—identified—a—misstatement—ofthe—financial-statements—due—to—the—method—of

e

12.14. Misstatements due to the method of application of selected accounting policies may arise
from (see ISA 320, “Materiality in the Identification and Evaluation of Misstatements”):

(@ Known misstatements, separately identifying:

(i) Misstatements of fact: These are specific misstatements identified during the
audit including, for example, those arising from mistakes in gathering or
processing data and the overlookingsight or misinterpretation of facts; and

(i) Misstatements involving subjective decisions: These arise from differences
between management’s and the auditor’s judgments concerning accounting
estimates (e.g., because an estimate included in the financial statements by
management is outside of the reasonable range of outcomes the auditor has
determined); or the selection and application of accounting policies; that the
auditor considers to give rise to be-misstatements; and

(b) Likely misstatements: These are misstatements that the auditor considers likely to
exist based on an extrapolation from audit evidence obtained,- Ffor example, the
amount obtained by projecting known misstatements identified in an audit sample
to the entire population from which the sample was drawn.

ADEQUACY OF DISCLOSURES IN THE FINANCIAL STATEMENTS

15. Disagreements with management about the adequacy of disclosures in the financial
statements may arise when the financial statements (a) do not include all of the
disclosures required by the applicable financial reporting framework or (b) do not provide
sufficiently clear —disclosures to enable users to understand the effect of material
transactions and events on the information conveyed in the financial statements, for
example, in the case of financial statements prepared in accordance with International
Financial Reporting Standards (IFRSs), the effect on the entity’s financial position,
financial performance, and cash flows.

Inability to Obtain Sufficient Appropriate Audit Evidence

15.16. The auditor should express an except for opinion or a disclaimer of opinion when it
is—not-—possiblefor the auditor is unable to obtain sufficient appropriate audit
evidence about one or more matters that are or could be material to the financial
statements to conclude whether the financial statements are free from material
misstatement.

17.  The auditor’s inability to obtain sufficient appropriate audit evidence may be imposed by
circumstances. For example,

(a) When the timing of the auditor’s appointment is such that the auditor is unable to
observe the counting of the physical inventories:

(b) When the entity’s accounting records have been destroyed due to a fire.

Agenda Item 13-B
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The auditor considers whether it is possible to perform alternate procedures to obtain

sufficient appropriate audit evidence on which to base an unmodified opinion. If
performing alternate procedures is not possible, the auditor will not be able to obtain
sufficient appropriate audit evidence and accordingly modifies the audit opinion.

17.18. The auditor’s inability to obtain sufficient appropriate audit evidence may also be
imposed by management, for example, when management precludes the auditor from
observing the counting of the physical inventory or from requesting external confirmation
of specific account balances.

10. Al-the-auditor-becomes-aware—after accepting an engagement, the auditor may become
aware that management has imposed a limitation on the scope of the audit which the auditor
considers likely to result in the need to express a modified disclaimerof-opinion on the financial
statements. Under those circumstances, the auditor requests the removal of that limitation. If
management does not remove the limitation—is—net—+remeved, the auditor considers the
implications for the risk assessment and whether it is possible to perform alternative procedures
to obtain sufficient appropriate audit evidence on which to base an unmodifiedguatified opinion.
If performing alternative procedures #-is not possible-te-perferm-such-alternative-procedures, the
auditor will not be able to obtain sufficient appropriate audit evidence and accordingly
modlflesqualrmes the audit oplnlon—m—add%mn—th&aewepdee&n%aeeepweapp@ﬂ%mem—as
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Determining the TypeFerm of OpinionQualification Required

20.
19:Where there is a disagreement with management or an inability to obtain sufficient
appropriate audit evidence, the auditor determines whether a modifiedguatified opinion is

necessary and, if so, what type of opinionferm-ef-gualification (an except for opinion, an
adverse opinion, or a disclaimer of opinion) is appropriate in the circumstances.

20:21. In deciding on the type of opinionwhether-an-exceptfor-opinionan-adverse-epinion-ora
disclaimer—of—opinien—is—appropriate, the auditor considers the materiality and

pervasiveness of the matter giving rise to the modification to the auditor’s
opinionfinancial-statements.

214:22. ISA 320 discusses the factors the auditor considers in determining the materiality of a
matter and the importance of considering Hr-determining-themateriality-of amatterthe
auditer-not only-censiders the financial magnitude but also the qualitative aspects of the a
matter. The circumstances related to some misstatements may cause the auditor to
evaluate them as material, individually or when considered together with other identified
misstatements, even if they are of a lower level than the auditor had determined to be
material when establishing the overall audit strategy. Circumstances that may affect the
evaluation include, for example, the extent to which the misstatement affects compliance
with regulatory requirements and debt covenants, or other contractual requirements.

23. In determining the pervasiveness of the effect of the disagreement with management or
the inability to obtain sufficient appropriate audit evidence, the auditor considers the

following:
(a) The degree to which the disagreement with management or inability to obtain

sufficient appropriate audit evidence impairs the usefulness of the financial
statements (see paragraphs 26, 30 and 32)

(b) The extent to which the disagreement with management or inability to obtain
sufficient appropriate audit evidence can be (i) related to specific items in the
financial statements and (ii) quantified (see paragraph 28).

(c) Whether the effect of the disagreement with management on the financial
statements can be clearly described in the auditor’s report so that the modification
can address the incomplete or misleading nature of the financial statements (see
paragraphs 25, 29-30, 32 and 39).

The effect of a disagreement with management would ordinarily be considered to be
pervasive when it affects the amounts and presentation of numerous financial statement
items.

Except For Opinion

22-24. The auditor should express an except for opinion when the auditor concludes that
an unmodifiedqualified opinion cannot be expressed,; buthewever; the effect of
any disagreement with management or inability to obtain sufficient appropriate
audit evidence, while material, is not se-pervasive to the financial statements so as
to require an adverse opinion or a disclaimer of opinion. (See report example 1 in
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the Appendix for an example of an except for opinion due to a disagreement with
management and examples 4, 5 and 6 for examples of an except for opinion due to an
inability to obtain sufficient appropriate audit evidence.)

25. The auditor ordinarily expresses an except for opinion when the effect of a disagreement
with management (a) can be clearly described in the auditor’s report and (b) does not
result in financial statements that are misleading as a whole.

{2)26. The auditor ordinarily expresses an except for opinion when the possible effect of
an inability to obtain sufficient appropriate audit evidence can be clearly described
in the auditor’s report and the possible effect does not impair the overall true and

fair view of the flnan(:|al statementslhe—deg#ee—te—wmeh—the—drlsag%eemen{—wmh

Adverse Opinion

24-27. The auditor should express an adverse opinion when the auditor concludes that the
effect of a disagreement with management is se—material and pervasive to the
financial statements and accordingly that an except for opinion is not adequate to
disclose the misleading or incomplete nature of the financial statements. (See
report examples 2 and 3 in the Appendix.)

When a disagreement with management clearly relates to specific financial statement line items
and is readily quantifiable, for example, an overstatement of cash, revenues or equity, the
auditor is able to clearly describe in the auditor’s report the effect of the disagreement
with management on the financial statements. When it is not possible to determine which
financial statement line items are affected or may be affected by a disagreement with
management or, when it is not possible to quantify the effect thereof, it may be difficult
or impossible for the auditor to describe in the auditor’s report the effect of the
disagreement with management on the financial statements. In such situations, the
auditor ordinarily expresses an adverse opinion.

29. In certain circumstances, a single line item of the financial statements may comprise such
a large percentage of the balance sheet, income statement or cash flow statement or
otherwise be so fundamental to the true and fair view of the financial statements that a
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misstatement of that single line item may cause the auditor to conclude that an adverse

opinion is necessary.

30.  When a disagreement with management relates to multiple departures from the applicable
financial reporting framework and those departures affect multiple financial statements
line items, the financial statements may be misleading because of the cumulative effect of
the departures. Furthermore, as the number of financial statement line items affected by
the disagreements with management increases, the more difficult it becomes to clearly
describe in the auditor’s report the effects of the disagreements. In such situations, the
auditor ordinarily expresses an adverse opinion.

Disclaimer of Opinion

28-31. FThe auditor should express a disclaimer of opinion when the possible effect
of an inability to obtain sufficient appropriate audit evidence is se-material and so
pervasive to the financial statements and accordingly that the auditor is unable to
express an except for opinion on the financial statements. (See report examples 7
and 8 in the Appendix.)

30-32. The audltor ordlnarllv expresses a dlsclalmer of oplnlon When—theﬂa@;emla#eﬁeet—ef—an

not p055|ble to determlne which flnanCIaI statement I|ne items are or may be affected or
may—be—affected—by an inability to obtain sufficient appropriate audit evidence_and

accordingly; it may be difficult or impossible for the auditor to clearly describe in the
auditor’s report the effect on the financial statements-ef-the-tnability-to-obtain-sufficient
Doopepsale it ocenee s ool e nbopn he e codnenl caniaccac o
el nlbon o

Piecemeal Opinions

33. When the auditor has expressed an adverse opinion or a disclaimer of opinion on the
financial statements taken as a whole, the auditor does not express an unmodified opinion
as to specific_elements, accounts or line items of a financial statement as such a
piecemeal opinion tends to overshadow or contradict the adverse opinion or the
disclaimer of opinion.

Communication with Those Charged with Governance

31.34. The auditor should communicate circumstances that lead to expected
modificationgqualification(s) to the opinion in the auditor’s report to those charged
with governance.-in-erder-to: This helps to ensure that

() Make—tThose charged with governance are aware of the expected
modification(s)guakifications and the reasons (or circumstances) for the
modificationguatification(s) before the financial statements are finalized;

(b) Clarifhy-that-tThere are no disputed facts in respect ofte the matter(s) giving rise to
the expected modificationguatification(s), or that matters of disagreement with
management are confirmed as such;; and
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(c) Provide—tThose charged with governance have with—an opportunity, where
appropriate, to provide give-the auditor with further information and er-explanations
in respect of the matter(s) giving rise to the expected modificationguatitication(s).

Form and Content of the Auditor’s Report when the Opinion is

ModifiedQualified

Basis for ModifiedQualified Opinion Paragraph

32.35. Consistency in the auditor’s report helps to promote the reader’s understanding and to
identify unusual circumstances when they occur. Accordingly, although uniformity in the
wording of a modifiedgualified opinion and in the description of the basis for the
modificationguatification may not be possible, consistency in both the form and ferm-and
content of the auditor’s report is desirable.

33.36. Proposed-ISA 700-(Revised} (Revised) requires the auditor to include certain specificed
elements in the auditor’s report when the auditor’s opinion is unmodifiedguatified. In
addition to those specific elements, wWhenever the auditor expresses a
modifiedgualified opinion on the financial statements, the auditor should include a
paragraph that provides:

(@ A clear description of all the substantive reasons for the
modificationgqualifieation; and

(b) In the case of a disagreement with management, a quantification of the
possible-principal effects on the financial statements of the matter giving rise to

the modificationqualification-on-the-finanecial statements, unless impracticable.

(c) In the event of an inability to obtain sufficient appropriate audit evidence, a
description of the reason for the inability (see paragraphs 16—19).

This paragraph should precede the opinion paragraph in the auditor’s report and
should have the heading “Basis for ModifiedQualified Opinion.:.”_Basis for Adverse
Opinion,” and “Basis for Disclaimer of Opinion,” as -appropriate.

35.37. If the modificationgualification arises from a known or likely misstatement (see
paragraph 13), the auditor-deseribes—al-of-thefinancial-statement-consequences of the
misstatement are described in the Basis for Modified Opinion paragraphguatification.

For example, if inventory is overstated, tax, net income and equity will be affected as a
consequence). When there is an inability to obtain sufficient appropriate audit evidence,
the auditor mayis not be able to quantify the possible effects on the financial statements-,
and thus may is—not be able to include such information in the Basis for

ModifiedQuatified Opinion paragraph.
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36:38. The auditor describes the effects of all matters gualifies—the-opinionfor-al-necessary

mattersthat require modification to the opinion. One-gualificationis-net-a-substitutefor
another-form-of-qualification— For example, even when the auditor expresses an adverse

opinion because an-adverse-opinten-when-the auditor concludes that the entity is not a
going concern, the adverse opinion does not —eannet-justify the omission of specific

modificationsguaktificationsfor-dis for specific disagreements with management about the
recognition, measurement, or disclosure of certain assets and liabilities, for example, the
existence of inventory. The auditor describes all of the reasons for
modificationsguatifications in the Basis for ModifiedQualified Opinion paragraph of the
auditor’s report.

37:39. The auditor’s responsibility to include a description of all the substantive reasons for the
modificationguatification of the opinion and a quantification of the possible effect on the
financial statements does not extend to that of management or result in a responsibility to
include disclosures that management is responsible for including in the financial
statements.

Opinion Paragraph

40. When the opinion is modified, the opinion paragraph should have the heading
“Modified Opinion,” “Adverse Opinion,” or “Disclaimer of Opinion,” as
appropriate. Inclusion of this paragraph heading makes it clear to the user that the
auditor’s opinion is modified and the type of modification.

41]. When the auditor expresses an except for opinion, the opinion paragraph should
state that, “In our opinion, except for the effect of the matter described in the
preceding paragraph, the financial statements give a true and fair view (or ‘present
fairly, in all material respects’) in accordance with the applicable financial reporting
framework.” Other qualifying —phrases such as “with the foregoing explanation” or
“subject to” are not sufficiently clear or forceful and are not be used. When the
modificationguatfication arises from an inability to obtain sufficient appropriate audit
evidence, the opinion states “Except for the possiblepetential effect of the matter ...”

39.42. When the auditor expresses an adverse opinion, the opinion paragraph should
state that, “In our opinion, because of the significance of the matters described in
the preceding paragraph, the financial statements do not give a true and fair view
(or ‘present fairly, in all material respects’) in accordance with the applicable
financial reporting framework.”

43.  When the auditor expresses a disclaimer of opinion, the opinion paragraph should
state that “Because of the significance of the matters described in the preceding

paragraph, we have not been able to obtain sufficient appropriate audit evidence
to provide a basis for an audit opinion. Accordingly, we do not express an opinion

on the financial statements ”  Depending on the circumstances, the auditor omits

PR
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Description of Auditor’s Responsibility When Expressing a Disclaimer of Opinion

44. When the auditor expresses a disclaimer of opinion, the auditor should amend the
description of the auditor’s responsibility and the description of the scope of the
audit to state only, “Because of the matter(s) described in the following
paragraph(s) we were not able to perform an audit in accordance with ISAs.”

%When—the—epmieﬂ—ts— e itied
Quahﬁed—@pmm—h%a—pmgmﬁh—heamﬂg—makes—meleaHe%mer
that the auditor’s opinion is qualified.
Effective Date

4542. -This ISA is effective for auditor’s reports dated on or after December 31, 2006fnsert
date].
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APPENDIX

Examples of Auditor’s Reports with Modified Opinions

No. 1: Auditor’s rReport with eExcept for Oopinion dDue to a dDisagreement with
mManagement — Ooverstatement of finventories: the effect of this disagreement with
management is deemed to be material but not pervasive to the financial statements

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]

Report on the Financial Statements®

We have audited the accompanying financial statements of ABC Company, which
comprise the balance sheet as at December 31, 20X1, and the income statement,
statement of changes in equity and cash flow statement for the year then ended, and
a summary of significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and the fair presentation of these
financial statements in accordance with International Financial Reporting
Standards. This responsibility includes: designing, implementing and maintaining
internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error;
selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in the circumstances.

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 International Standards on
Auditing. Those standards require that we comply with ethical requirements and
plan and perform the audit to obtain reasonable assurance whether the financial
statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial statements. The procedures selected depend
on the auditor’s judgment, including the assessment of the risks of material
misstatement ofin the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to as-a-basisfer
designing 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

s The subheading “Report on the Financial Statements” is unnecessary in circumstances when the second

subheading “Report on Other Legal and Regulatory Requirements” is not applicable.
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control.* An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant-accounting estimates made by
management, as well as evaluating the overall presentation of the financial
statements.

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

Basis for ModifiedQualified Opinion

In-eur-epinion—tThe Ceompany’s inventories, which are recognized in the balance
sheet at 16 million EUR, are overstated by 5 million EUR due to missing write
downs of slow moving items. The tax effect hereof is 1.5 million EUR.
Accordingly, shareholders’ equity and profit for the year are overstated by 3.5
million EUR._On this basis we modify our opinion as described below.—We-gualify

s

ModifiedQualified Opinion

In our opinion, except for the effects of the matters described in the preceding
paragraph, the financial statements give a true and fair view of (or “present fairly,
in all material respects™) the financial position of ABC Company as of December
31, 20X1, and of its financial performance and its cash flows for the year then
ended in accordance with International Financial Reporting Standards.

Report on Other Legal and Regulatory Requirements—Republic of Ireland

Heoane ORten =- eetion-of

ibHitiesJAuditors’ responsibilities

In addition to reporting on the financial statements, Republic of Ireland legal and
requlatory requirements also require us to:

(a) Report to you our opinion as to whether the financial statements have been
properly prepared in accordance with the Companies Acts 1963 to 2001.

(b) Report to you only if, in our opinion, any information specified by law or
the Listing Rules of the Irish Stock Exchange regarding directors’
remuneration and directors’ transactions is not given and, where practicable,
include such information in our report.

(c) Review whether the Corporate Governance Statement reflects the
company’s compliance with the seven provisions of the Combined Code
specified for our review by the Listing Rules of the Irish Stock Exchange,

In circumstances when the auditor also has a-responsibility to express an opinion on perferm-an-audit-ef-the
effectiveness of internal control in conjunction with the audit of the financial statements, this sentence would
be worded as follows: “In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the financial statements as a basis for-designingin order to design
audit procedures that are appropriate in the circumstances.”-
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and we report only if it does not. We are not required to consider whether

the board’s statements on internal control cover all risks and controls, or
form an opinion on the effectiveness of the [company’s] [group’s] corporate
governance procedures or its risk and control procedures.

(d) Report to you whether, in our opinion, proper books have been kept by the
company and, whether the information given in the Directors’ Report is
consistent with the financial statements. In addition, we state whether we
have obtained all the information and explanations necessary for the
purposes of our audit and whether the company’s financial statements are in
agreement with the books of account.

(e) Report to you whether, in our opinion at the balance sheet date, there exists
a financial situation under Section 40(1) of the Companies (Amendment)
Act, 1983 which requires the convening of an extraordinary general meeting
of the company.

Opinion

In our opinion, having regard to the work undertaken during the audit, the financial
statements have been properly prepared in accordance with the Companies Acts,
1963 to 2001.

In our opinion, proper books of account have been kept by the company and the
information given in the Directors’ Report is consistent with the financial
statements. We have obtained all the information and explanations we consider
necessary for the purposes of our audit and the financial statements are in
agreement with the books of account.

In our opinion, the net assets of the company, as stated in the balance sheet, are
more than half of the amount of its called-up share capital and, in our opinion, on
that basis there did not exist at 31 December 20xx a financial situation which under
Section 40(1) of the Companies (Amendment) Act 1983, would require the
convening of an extraordinary general meeting of the company.

[Auditor’s signature]
[Date of the auditor’s report]
[Auditor’s address]
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No. 2: Auditor’s report with an adverse opinion due to a disagreement with

management related to the going concern assumption: the effect of the disagreement
with management is deemed to be both material and pervasive to the financial
statements

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]

Report on the Financial Statements’®

We have audited ... (remaining words are the same as illustrated in the
introductory paragraph — see report example 1 above).

Management’s Responsibility for the Financial Statements

Management is responsible for ... (remaining words are the same as illustrated in
the management’s responsibility paragraph — see report example 1 above).

Auditor’s Responsibility

Our responsibility is ... (remaining words are the same as illustrated in the
paraqgraphs describing the auditor’s responsibility — see example 1).

Basis for Adverse Opinion

As discussed in Note X to the financial statements, ABC Company’s financing
arrangements expired and the amount outstanding was payable on December 31,
20X1. The Company has been unable to re-negotiate or obtain replacement
financing and is considering filing for bankruptcy but management has still
prepared the financial statements on a going concern basis. We do not believe the
Company will be able to obtain replacement financing and accordingly we disagree
that the financial statements should have been prepared on a going concern basis.
On this basis we modify our opinion as described below.

Adverse Opinion

In our opinion, because of the significance of the matter discussed in the preceding
paragraph, the financial statements do not give a true and fair view of (or “present
fairly, in all material respects’) the financial position of ABC Company as of
December 31, 20X1, and of its financial performance and its cash flows for the year
then ended in accordance with International Financial Reporting Standards.

Report on Other Legal and Regulatory Requirements

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

> The subheading “Report on the Financial Statements” is unnecessary in circumstances when the second

subheading “Report on Other Legal and Regulatory Requirements” is not applicable.
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[Auditor’s signature]

[Date of the auditor’s report]
[Auditor’s address]
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No. 3: Auditor’s report with an adverse opinion due to a disagreement with
management related to losses of 20 million EUR arising from long-term contracts of a
total base of 30 million EUR: the effect of this disagreement with management is
deemed to be both material and pervasive to the financial statements

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]

Report on the Financial Statements®

We have audited ... (remaining words are the same as illustrated in the
introductory paragraph — see report example 1 above).

Management’s Responsibility for the Financial Statements

Management is responsible for ... (remaining words are the same as illustrated in
the management’s responsibility paragraph — see report example 1 above).

Auditor’s Responsibility

Our responsibility is ... (remaining words are the same as illustrated in the
paragraphs describing the auditor’s responsibility — see example 1).

Basis for Adverse Opinion

As discussed in Note X to the financial statements, no provision has been made for
losses expected to arise from certain long-term contracts currently in progress, as
the directors consider that such losses should be offset against amounts recoverable
on other long-term contracts. We believe that a provision should be made for
forseeable losses on individual contracts as required by International Accounting
Standard (IAS) 11, Construction Contracts, in the amount of 20 million EUR. The
tax_effect thereof would be 6 million EUR. Accordingly, shareholders equity and
profit for the year are overstated by 14 million EUR. On this basis we modify our
opinion as described below.

Adverse Opinion

In our opinion, because of the significance of the matters discussed in the preceding
paragraph, the financial statements do not give a true and fair view of (or ““present
fairly, in all material respects’) the financial position of ABC Company as of
December 31, 20X1, and of its financial performance and its cash flows for the year
then ended in accordance with International Financial Reporting Standards.

6 The subheading “Report on the Financial Statements” is unnecessary in circumstances when the second
subheading “Report on Other Legal and Regulatory Requirements” is not applicable.
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Report on Other Legal and Regulatory Requirements

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

[Auditor’s signature]
[Date of the auditor’s report]
[Auditor’s address]
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Example Report 4: Auditor’s rReport with eExcept for 0Opinion dDue to the
aAuditor’s iInability to 0Obtain sSufficient appropriate audit eEvidence regarding an
investment in a foreign affiliate; the possible effect of the inability to obtain sufficient
appropriate audit evidence can be clearly described in the auditor’s report and does not
impair the overall true and fair view of the financial statements

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]
Report on the Financial Statements’

We have audited ... (remaining words are the same as illustrated in the

mtroductorv paraqraph — see report example 1 above) Jeheeaeeempanwﬂgﬁfmaneral

Management’s Responsibility for the Financial Statements

Management is responsible for ... (remaining words are the same as illustrated in
the _management’s responsibility paragraph — see report example 1 above).the

Auditor’s Responsibility

Our responsibility is ... (remaining words of the first two paragraphs are the same
as in the flrst two paraqraphs descrlbmq the auditor’s responsibility — see example

! The subheading “Report on the Financial Statements” is unnecessary in circumstances when the second

subheading “Report on Other Legal and Regulatory Requirements” is not applicable.
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Except for the matter described in the following paragraph, we believe that the audit
evidence that-we have obtained is sufficient and_-appropriate to provide a basis for
our audit opinion.

Basis for Modified-Quatified Opinion

We were unable to obtain audited financial statements supporting the Company’s

investment in a foreign affiliate stated at 15 million EUR (<%-ameunt-of-apprepriate
eurrency)-as at December 31, 20X1, which is included in the net income for the

year then ended as described in Note X to the financial statements; nor were we
able to satisfy ourselves as to the carrying value of the investment in the foreign
affiliate or the equity in its earnings by other auditing procedures-and-accerdinghy
we—guatfy—our—opinion—in-this—respeet. On this basis we modify our opinion as

described below.
ModifiedQualified Opinion

In our opinion, except for the possible effects of the matters described in the

preceding paraqraphsaeh—ad*ustm&ﬁs—ﬁ—any—a&mrghwa%—bee#de%emwmd%—be

ﬁareigﬂ—aiﬁ#a{e—mvestmem—and—eammgs the flnanCIaI statements glve a true and

fair view of (or “present fairly, in all material respects™) the financial position of
ABC Company as of December 31, 20X1, and of its financial performance and its
cash flows for the year then ended in accordance with International Financial
Reporting Standards.

Report on Other Legal and Regulatory Requirements

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

[Auditor’s signature]
[Date of the auditor’s report]
[Auditor’s address]

In circumstances when the auditor also has a-responsibility to express an opinion on perferm-an-audit-ef-the
effectiveness of internal control in conjunction with the audit of the financial statements, this sentence would
be worded as follows: “In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the financial statements as a basis ferin order to -designing audit
procedures that are appropriate in the circumstances.”-
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No. 5: Auditor’s report with except for opinion due to the auditor’s inability to obtain
sufficient appropriate audit evidence; the possible effect of the inability to obtain
sufficient appropriate audit evidence can be clearly described in the auditor’s report
and does not impair the overall true and fair view of the financial statements

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]

Report on the Financial Statements®

We have audited ... (remaining words are the same as illustrated in the
introductory paragraph — see report example 1 above).

Management’s Responsibility for the Financial Statements

Management is responsible for ... ... (remaining words are the same as illustrated
in the management’s responsibility paragraph — see report example 1 above).

Auditor’s Responsibility

Our responsibility is ... (remaining words of the first two paragraphs are the same
as in the first two paragraphs describing the auditor’s responsibility — see example

1).

Except for the matter described in the following paragraph, we believe that the audit
evidence that we have obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Basis for Modified Opinion

The company's accounting records for cash sales were not adequate for purposes of
our audit and therefore there were no satisfactory audit procedures that we could
perform to obtain reasonable assurance that all cash sales have been properly
recorded. The Company’s recorded sales included 50,000 EUR in cash sales. On
this basis we modify our opinion as described below.

Modified Opinion

In_our opinion, except for the possible effects of the matter described in the
preceding paragraph, the financial statements give a true and fair view of (or
“present fairly, in all material respects’) the financial position of ABC Company
as of December 31, 20X1, and of its financial performance and its cash flows for
the year then ended in accordance with International Financial Reporting Standards

Report on Other Legal and Regulatory Requirements

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

’ The subheading “Report on the Financial Statements” is unnecessary in circumstances when the second

subheading “Report on Other Legal and Regulatory Requirements” is not applicable.
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[Auditor’s signature]

[Date of the auditor’s report]
[Auditor’s address]
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No. 6: Auditor’s report with except for opinion due to the auditor’s inability to obtain
sufficient appropriate audit evidence with regard to the opening balance for
inventory; the possible effect of the inability to obtain sufficient appropriate audit
evidence can be clearly described in the auditor’s report and does not impair the
overall true and fair view of the financial statements

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]

Report on the Financial Statements®®

We have audited ... (remaining words are the same as illustrated in the
introductory paragraph — see report example 1 above).

Management’s Responsibility for the Financial Statements

Management is responsible for ... (remaining words are the same as illustrated in
the management’s responsibility paragraph — see report example 1 above).

Auditor’s Responsibility

Our responsibility is ... (remaining words of the first two paragraphs are the same
as in the first two paragraphs describing the auditor’s responsibility — see example

1).

Except for the matter described in the following paragraph, we believe that the audit
evidence we have obtained is sufficient and appropriate to provide a basis for our

audit opinion.
Basis for Modified Opinion

We did not observe the counting of the physical inventories at the previous year
end, since that date was prior to our appointment as auditors for the Company. Due
to the nature of the Company’s records, we were unable to satisfy ourselves as to
opening inventory quantities by other audit procedures. On this basis we modify our
opinion as described below.

Modified Opinion

In_our opinion, except for the possible effects of the matter described in the
preceding paragraph, the financial statements give a true and fair view of (or
“present fairly, in all material respects’) the financial position of ABC Company
as of December 31, 20X1, and of its financial performance and its cash flows for
the year then ended in accordance with International Financial Reporting Standards.

1 The subheading “Report on the Financial Statements” is unnecessary in circumstances when the second

subheading “Report on Other Legal and Regulatory Requirements” is not applicable.
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Report on Other Legal and Regulatory Requirements

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

[Auditor’s signature]

[Date of the auditor’s report]
[Auditor’s address]
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1 The subheading “Report on the Financial Statements” is unnecessary in circumstances when the second

subheading “Report on Other Legal and Regulatory Requirements” is not applicable.

In circumstances when the auditor also has a-responsibility to express an opinion perfeon rm-an-audit-ef-the
effectiveness of internal control in conjunction with the audit of the financial statements, this sentence would
be worded as follows: “In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the financial statements as-a-basisferin order to -designing audit
procedures that are appropriate in the circumstances.”-
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No. 7: Auditor’s rReport with a Ddisclaimer of 0Opinion dPue to the aAuditor’s

iInability to 0Obtain sSufficient appropriate audit eEvidence_ with respect to
inventory and accounts receivable; the auditor was unable to obtain sufficient
appropriate audit evidence because management restricted the scope of the auditor’s
procedures; the report also identifies a disagreement with management related to
interest-bearing borrowings; the effect of this disagreement with management is
deemed to be material, but not pervasive, to the financial statements

NDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]
Report on the Financial Statements®

We were engaged to audit the accompanying financial statements of ABC
Company, which comprise the balance sheet as at December 31, 20X1, and the
income statement, statement of changes in equity and cash flow statement for the
year then ended, and a summary of significant accounting policies and other
explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for ... (remaining words are the same as illustrated in
the management’s responsibility paragraph — see report example 1 above).

Auditor’s Responsibility
Because of the matter described in the following paragraph we were not able to

perform an audit in accordance with ISAs. Our—respensibiity—is—to-express—an

B The subheading “Report on the Financial Statements” is unnecessary in circumstances when the second

subheading “Report on Other Legal and Regulatory Requirements” is not applicable.
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BasisforQualified-OpinionBasis for Disclaimer of Opinion

The Company’s management restricted us from We-were-unable-to-observinge the
counting -of the physical inventories and from sending out requests for confirmation
of —the-existenee—of-accounts receivable_to certain customers.; -due—to-tmitations
placed-on-the-scope-of-ourwork-by-the-company—The company’s records did not
permit the application of alternative auditing procedures regarding the inventories
and accounts receivable. Consequently}, we were not able to did-net-obtain all the
information and explanations we considered necessary to satisfy ourselves as to the
existence of inventories and accounts receivable.

Furthermore, i

Included in interest bearing borrowings, under non-current liabilities, are amounts
totaling 5 million EUR that are due for settlement within the forthcoming fiscal
year. International Accounting Standard No. 1, Presentation of Financial
Statements, requires separate disclosure of amounts that are to be settled before and
after the forthcoming fiscal year. Based on the latter, interest-bearing borrowings
would have been stated at 15 million EUR, short-term borrowings at 10 million
EUR and current liabilities at 25 million EUR. On this basis we modify our opinion
as described below.

QuerhﬁedrgpmrenDlsclalmer of Oplmon

the 5|qn|f|cance of the matters descrlbed in the “Basis for Dlsclalmer of Opinion”

paragraphs above, we have not been able to obtain sufficient appropriate audit
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evidence to provide a basis for an audit opinion. - Accordingly, we do not express

an opinion on the financial statements.

Report on Other Legal and Regulatory Requirements

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

[Auditor’s signature]
[Date of the auditor’s report]
[Auditor’s address]
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No. 8: Auditor’s report with a disclaimer of opinion due to the auditor’s inability to obtain
sufficient appropriate audit evidence; completeness of accounting records cannot be
substantiated due to lack of control over sales; the possible effect of this inability to obtain
sufficient appropriate audit evidence is deemed to be material and pervasive to the
financial statements

INDEPENDENT AUDITOR’S REPORT

[Appropriate Addressee]

Report on the Financial Statements™*

We were engaged to audit the accompanying financial statements of ABC
Company, which comprise the balance sheet as at December 31, 20X1, and the
income statement, statement of changes in equity and cash flow statement for the
year then ended, and a summary of significant accounting policies and other
explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for ... (remaining words are the same as illustrated in
the management’s responsibility paragraph — see report example 1 above).

Auditor’s Responsibility

Because of the matter described in the following paragraph we were not able to
perform an audit in accordance with ISAs.

Basis for Disclaimer of Opinion

The Company’s accounting records for cash sales were not adequate for purposes of
our audit therefore there were no satisfactory audit procedures that we could
perform to obtain reasonable assurance that all cash sales have been properly
recorded. The Company's sales were made entirely on a cash basis. On this basis
we modify our opinion as described below.

Disclaimer of Opinion

Because of the significance of the matter described in the preceding paragraph, we
have not been able to obtain sufficient appropriate audit evidence to provide a basis
for an audit opinion. Accordingly, we do not express an opinion on the financial
statements.

" The subheading “Report on the Financial Statements” is unnecessary in circumstances when the second

subheading “Report on Other Legal and Regulatory Requirements” is not applicable.

Agenda Item 13-B
Page 33 of 34



Proposed International Standard on Auditing 701 Modifications to the

Opinion in the Independent Auditor’s Report
IAASB Main Agenda (March 2005) Page 2005 -526

Report on Other Legal and Regulatory Requirements

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

[Auditor’s signature]

[Date of the auditor’s report]
[Auditor’s address]
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