AUDIT REPORT

What is an Audit Report?

An audit report is a formal opinion issued by an independent auditor after reviewing a
company’s financial statements. It tells stakeholders (like investors, lenders, or the public)
whether the financial records are accurate, complete, and trustworthy. Think of it as a
"health check-up" for a company’s finances.

Types of Audit Opinions in India
Under ICAI's Standards on Auditing (SoA), there are four types of audit opinions:
1. Unmodified Opinion (Clean Report)

o What it means: The financial statements are free from significant errors and
present a true and fair view of the company’s finances.

o Analogy: Like a doctor giving a clean bill of health after a full check-up.
o Impact: Builds trust in the company’s financial health.
2. Qualified Opinion
o What it means: The financial statements are mostly correct, except for
specific issues (e.g., missing records for a department). The auditor explains

these exceptions.

o Analogy: A teacher grading an exam as "Pass, but needs improvement in
Section 3."

o Impact: Stakeholders should investigate the highlighted issues.

3. Adverse Opinion

o What it means: The financial statements have serious errors or
misrepresentations. They do not reflect the company’s true financial position.

o Analogy: A food inspector finding spoiled ingredients and declaring a
restaurant unsafe.

o Impact: Major red flag. Investors and lenders should be cautious.
4. Disclaimer of Opinion

o What it means: The auditor could not gather enough evidence to form an
opinion (e.g., lack of access to records).

o Analogy: A weather forecaster saying, “No data available to predict rain
today.”

o Impact: Raises questions about transparency or reliability.
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AUDIT REPORT

Additional Notes in Audit Reports

Beyond the main opinion, auditors sometimes add extra paragraphs to highlight important
details. These do not change the opinion but provide clarity:

1. Emphasis of Matter (EoM)

o What: Auditor highlights a critical fact already disclosed in the financials (e.g.,
a major lawsuit or natural disaster impact).

o Purpose: To ensure users pay attention to something significant.
o Analogy: A bright sticky note on a contract’s key clause.

2. Other Matter (OM)

o What: Auditor mentions something not in the financials but relevant (e.g.,
reporting on two different accounting standards).

o Purpose: To share context beyond the financial statements.

o Analogy: A footnote in a book explaining historical background.

3. Key Audit Matters (KAM)

o What: Areas requiring the most auditor attention due to complexity or risk
(e.g., valuation of a startup’s intangible assets).

o Purpose: To explain what kept the auditor busy during the audit.

o Analogy: A doctor detailing the toughest part of a surgery, It’S mandatory
for listed companies in India.

Why Should You Care?

o Investors/Lenders: A clean report (Unmodified) means safer investments.
Adverse/Disclaimer opinions signal high risk.

o General Public: Affects trust in companies (e.g., buying shares or products).

e Regulators: Helps identify non-compliance or fraud.

All audit opinions in India follow the Standards on Auditing (SoA) issued by the ICAI, the

national body governing the auditing profession. These standards ensure consistency,
transparency, and reliability in financial reporting.
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