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Introduction 

Considering the present situation in the corporate 
world, the risk assessment of audit has assumed 
utmost importance.  The Institute of Chartered 
Accountants of India (ICAI) had issued Standards 
on Auditing (SA) to guide the members while 
carrying out the audit.  These standards help the 
member/auditor to carry out the audit effectively 
and efficiently.

The Process of audit starts with risk assessment 
and ends with reporting.  This entire process 
could be summarised as follows:

Risk Assessment, Audit Conclusions  
and Reporting

  Risk Assessment

  Audit Planning

  Conduct of Audit

  Audit Conclusion

  Audit Reporting

Risk Assessment

ICAI has issued the standards on risk assessment 
and response to assessed risk.  One of such 
standard viz. SA 315 intends to identify and 
assess the risk of material misstatement whether 
due to fraud or error at the financial statement 
and assertion levels.  

The risk assessment procedure shall include: -

1. Inquiries of management and of others 
within the entity which is likely to assist 
the auditors is in identifying risk of 
material misstatement.
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2. Analytical Procedure

3. Observations and inspections

The auditor should obtain an understanding of 
Industry, Regulatory and other external factors, 
Nature of entity, Selection and application of 
accounting policies, objectives and strategies and 
related business risks, measurement and review 
of entity’s financial performance, internal control, 
etc.

The SA sets out five components of Internal 
Control

1. Control environment

2. Entity’s risk Assessment procedure

3. The information system, including related 
business processes relevant to financial 
reporting and communication

4. Control activities related to Audit

5. Monitoring of Controls

Looking at the above factors the auditor is able 
to consider potential magnitude of risks in the 
context of Financial Statements which may have 
likelihood of resulting into material misstatement 
of Financial Statements.  The auditor shall 
determine the materiality to be applied during 
the course of audit.

Considering the risk assessment and other 
aspects, the planning for audit could be done with 
respect to timing, staffing, substantive testing 
analytical procedures, etc.

The auditor shall determine the areas of audit and 
audit procedures considering the risk assessment 
procedure carried out by him.  The auditor shall 
modify or extend the checking in high risk areas 
and finalise his audit conclusions.

Audit Conclusions

During the course of the audit, the auditor shall 
note the audit findings and draw audit conclusions.  
The audit conclusions shall be reviewed in the light 
of materiality and finally the observations which 
may have impact on the material misstatements 
of the Financial Statements are communicated 
to the persons changed with the governance.  If 
the entity takes corrective actions with regards 
to the audit observations the auditor reviews the 
corrections carried out.  However, when the entity 

does not agree for corrective action the auditors 
shall suitably deal the said audit conclusions in its 
audit report.

The audit findings and conclusions need to be 
documented properly.  The auditor should retain 
the audit evidences, internal or external in its 
working papers.  This will enable the auditors 
to substantiate the audit conclusions, in case, he 
needs to do so before the auditee or any other 
regulatory Authority.

Audit Reporting

The deliverables for the auditors is the Audit 
Report.  The auditor should spend enough time 
and resources while finalising the audit Report.  In 
spite of good conduct of the audit if the material 
observations are not reported through audit report 
then, such audit efforts are likely to go waste.  
Hence the Audit Report should be completed 
properly keeping in mind the guidance given by 
ICAI through Standards on Auditing (SA)

The Following Standards on Auditing deal with 
Audit Reporting.

1. SA 700 
(Revised) : 

Forming an opinion and 
reporting on Financial 
Statements

2. SA 701 : Communicating key Audit 
Matters in the Independent 
Auditors Report

3. SA 705 
(Revised) :

Modification to the opinion 
in the Independent Auditors 
Report

4. SA 706 
(Revised) :

Emphasis of Matter paragraph 
and other matter paragraph 
in the Independent Auditors 
Report

5. SA 710 : Comparative information 
– Corresponding figures 
and Comparative Financial 
Statements

Auditing
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6. SA 720 
(Revised) :

The Auditor’s responsibility 
relating to other Information

Out of the above SAs all the standards except 
SA 710 are applicable for the accounting period 
beginning on or after 1st April 2018.

The ‘Financial Statements’ means a complete set of 
General Purpose Financial Statements, including 
the related Notes.  The related note ordinarily 
comprise a summary of significant accounting 
policies and other explanatory information and 
any other information required to be included 
as a part of Financial Statements by the laws and 
regulations governing the entity.  The requirement 
of the applicable financial reporting framework 
determines the form and content of the Financial 
Statements.  The auditor shall form an opinion on 
whether the Financial Statements are prepared 
in all material respects, in accordance with the 
applicable Financial Reporting Framework.

Audit Opinion

The Audit report contains statement of facts 
and opinion. The opinion is based on the audit 
observations and audit conclusions. The Audit 
opinions could be

1. Unmodified opinion (SA 700)

2. Modified opinion (SA 705)

a) Qualified opinion

b) Adverse opinion

c) Disclaimer of opinion

The auditor shall express an unmodified opinion 
when the auditor conclude that the Financial 
Statements are prepared, in all material respects, 
in accordance with the applicable Financial 
Reporting Framework

If the auditor

a) concludes that based on the audit 
evidence obtained the Financial 
Statements as a whole are not free from 
material misstatements or

b) is unable to obtain sufficient appropriate 
audit evidence to conclude that the 
Financial Statements as a whole are free 
from material misstatements

The auditor shall modify the opinion in the 
auditor’s report in accordance with SA 705 
(Revised)

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 effect on 
the Financial Statements of undetected 
misstatement, if any, could be material 
but not pervasive.

Pervasive means a term used in the contest 
of misstatements to describe the effect on the 
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Financial Statements of misstatements, if any, 
that are undetected due to an inability to obtain 
sufficient appropriate audit evidence.

Adverse Opinion

The auditor shall express an adverse opinion when 
the auditor, having obtained sufficient appropriate 
audit evidence, concludes that misstatement, 
individually or in aggregate, are both material and 
pervasive to the Financial Statements.

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 conclude that the possible effects 
on the Financial statements of undetected 
misstatements, if any, could be both material and 
pervasive.

It is also said that the auditor shall disclaim an 
opinion in extremely rare circumstances involving 
multiple uncertainties.

The table below illustrates the situation in 
summarised manner

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 and 
Pervasive

Financial 

statements 

are materially 

misstated 

Qualified opinion Adverse 

opinion

Inability 

to obtain 

sufficient 

appropriate 

audit evidence 

Qualified opinion Disclaimer of 

opinion

Apart from the above the auditor can mention 
Emphasis of Matter or Other Matters without 
qualifying the Audit Report.

- Emphasis of matter included in the auditor’s 
report that refers to a matter appropriately 
presented or disclosed in the Financial 
statements that, in the auditor’s judgement 
is of such importance that it is fundamental 
to user’s understanding of the Financial 
Statements.

- Other matters paragraph included in the 
auditor’s report that refers to a matter other 
than those presented or disclosed in the 
Financial Statements that, in the auditor’s 
judgement, is relevant to user understanding 
of the audit, auditor’s responsibilities or the 
auditor’s report.

Paras A-4 and A-5 of SA 706 deals with the 
situation when the para Emphasis of Matter 
should be included or not included in the 
Auditor’s Report

SA 700 (Paras 21-47) deals with the contents of 
the Auditors Report.  The Auditor’s Report shall 
be in writing and the illustrative formats are given 
in the appendix to the standard.

With effect from 1st April 2018 the format 
prescribed for the listed Entity has been revised 
where in the ‘Opinion’ para will appear first.  In 
case of qualified report, the ‘Basis of Qualification’ 
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shall appear after that and then the qualification/
modification.  Emphasis of matter shall appear 
after opinion as per SA 706.

Normal contents of the audit report are – 
Titles, Address, Auditors opinion, Basis of 
opinion, Going concern, Key Audit Matters, 
Responsibilities, Signature of the Auditor, place 
of the signature and date of Audit Report. Para 
48 of SA 700 gives details of the contents of the 
Auditors Report.

For the listed Entities the auditor should mention 
the Key Audit Matters (SA 701)

Key Audit Matter are those matters, that in 
the auditor’s professional judgement, were of 
most significance in the audit of the Financial 
Statements of the current period.  Key 
Audit Matters are selected from the matters 
communicated with those charged with  
governance.

In determining Key Audit Matters the auditor 
shall take into account the following:

The auditor shall determine, from the matters 
communicated with those charged with 
governance, those matters that required 
significant auditor attention in performing 
the audit. In making this determination, 
the auditor shall take into account the  
following: 

a) Areas of higher assessed risk of material 
misstatement, or significant risks 
identified in accordance with SA 315.

b) Significant auditor judgments relating 
to areas in the financial statements 
that involved significant management 
judgment, including accounting estimates 
that have been identified as having high 
estimation uncertainty. 

Key Audit matter are those matters, that in the 
auditor’s professional judgement, were of most 

c) The effect on the audit of significant 
events or transactions that occurred 
during the period. 

The description of each key audit 
matter in the Key Audit Matters section 
of the auditor’s report shall include a 
reference to the related disclosure(s), if 
any, in the financial statements and shall  
address:

a) Why the matter was considered to be 
one of most significance in the audit 
and therefore determined to be a key 
audit matter; and 

b) How the matter was addressed in the 
audit. 

Key Audit Matters are not substitute for 
disclosures in the Financial Statements 
that the applicable financial reporting 
framework requires management to make or 
that are otherwise necessary to achieve fair 
presentation.  They are also not substitute for 
the auditors expressing modified opinion when 
required by the circumstances of a specific 
audit engagement in accordance with SA 705 
(Revised).  However, Para 29 of SA 705(Revised) 
prohibits the auditors from communicating 
Key Audit Matters when the auditor disclaims 
an opinion on the financial statements unless 
such reporting is required by law or regulation.

The Auditor should have proper documentation 
of Key Audit Matters

Conclusion

The present Article tries to summarise some 
of the key aspects in Risk Assessment, Audit 
Conclusions and Reporting.  It’s a gospel 
truth that there is no substitute for human 
brain. Hence the professional judgement and 
professional scepticism will decide the quality 
of the audit which in turn needs to be converted 
to proper Audit Reporting. It is not only the 
conduct of the audit which is important but 
effective audit reporting is also essential. Audit 
report is the final deliverable from the Auditors.  
Therefore, proper considerations as guided by 
ICAI should be followed to have effective Audit 
Reporting. 
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