Amendments in the Statement on Qualifications in Auditor's Report
   

The Statement on Qualifications in Auditor's Report issued by the Council of the Institute requires, inter alia, the auditors to quantify, wherever possible, the effect of the qualifications on the financial statements in a clear and unambiguous manner. It has been observed that in complying with this requirement, some auditors quantify the effect of individual qualifications on financial statements without stating the total effect of all the qualifications on the profit or loss and/or state of affairs. The Council is of the view that quantification of the total effect of the qualifications on profit or loss and/or state of affairs is useful to the readers of the audit reports. The Council has, therefore, decided to bring it to the attention of the members that they are expected to quantify not only the effect of the qualifications on individual items of financial statements but also their overall effect on profit or loss and/or state of affairs. Accordingly, the Council has decided to make certain amendments in the relevant paragraph of the Statement on Qualifications in Auditor's Report (i.e., paragraph 3.10). The Council has also decided to add some examples in the Statement to provide guidance to the members on the manner of quantifying the total effect of the qualifications. Certain changes have also been made in paragraph 3.7 of the Statement
The relevant extracts of the paragraphs of the Statement which have been amended and examples which have been added pursuant to the above decision of the Council are reproduced below.
Amended Paragraphs
3.7 In a majority of cases, items which are the subject matter of qualifications are not so material as to affect the truth and fairness of the whole of the accounts. In such cases, it is appropriate for the auditors to report that in their opinion, subject to the specific qualifications mentioned, the accounts present a true and fair view. Sometimes, however, the items which are the subject matter of qualifications are so material that it would be meaningless to state, that subject to the qualifications, the accounts disclose a true and fair view. An example would be where all the qualifications taken together substantially affect the profit or loss as shown in the profit and loss account, including where the profit is converted into a loss or vice versa. In such a case, the auditor should state that the profit and loss account does not reflect a true and fair view of profit or loss for the period. Another example would be where the auditors were not able to examine a substantial part of the books of account, e.g., they were in police custody…………...
3.10 All qualifications should be contained in the auditors' report. The notes to the accounts normally represent explanatory statements given by the directors of the company and should not contain the opinion of the auditors. Some of the notes may be subject matter of qualifications in the auditors' report while some others may be merely clarificatory. It is necessary that, in their audit reports, the auditors should reproduce1 the notes which are subject matter of qualifications so that the readers may properly appreciate the significance of those qualifications. It is also necessary that the auditors should quantify, wherever possible, the effect of individual qualifications as well as the total effect of all the qualifications on profit or loss and /or state of affairs in clear and unambiguous manner. In circumstances where it is not possible to quantify the effect of the qualifications accurately, the auditors may do so on the basis of estimates made by the management after carrying out such audit tests as are possible and clearly indicate the fact that the figures are based on management estimates.
4.10(a)Where all qualifications are quantifiable
“We report that: 

(1) No provision for Minimum Alternative Tax amounting to Rs. 66.61 lacs has been made due to which the profit during the year has been overstated and the provisions have been understated to that extent. 

(2) No depreciation has been provided for the period in the financial statements. This is contrary to Accounting Standard (AS) 6, “Depreciation Accounting”, issued by the Institute of Chartered Accountants of India and the accounting policy being followed by the Company according to which depreciation is provided on straight line basis. Had this accounting policy been followed, the provision for depreciation for the period would have been Rs. 29.05 lacs. Accordingly, profit for the year, fixed assets and reserves and surplus are overstated to that extent. 

We further report that had the observations made by us in paragraphs (1) and (2) above been considered, the profit for the year would have been Rs.500.41 lacs (as against the reported figure of Rs.596.07 lacs), reserves and surplus would have been Rs. 685.43 lacs (as against the reported figure of Rs. 781.09 lacs) and total fixed assets would have been Rs. 200.00 lacs (as against the reported figure of Rs. 229.05 lacs).

Subject to the above, in our opinion..............” 

4.10(b) Where all the qualifications are not quantifiable

Where it is not possible to quantify the effect of certain qualifications in the auditors' report, in the overall-effect paragraph, reference should be made to such qualifications. For instance, suppose in the illustration at (a) above, the following additional qualification appears at serial no. 3.

“No provision has been made in respect of product warranties outstanding at the year end. The amount of provision required in this behalf could not be ascertained.”

In the above situation, the overall-effect paragraph would appear as follows:

“We further report that, without considering item mentioned at 3 above the effect of which could not be determined, had the observations made by us in paragraphs (1) and (2) above been considered, the profit for the year would have been Rs.500.41 lacs (as against the reported figure of Rs.596.07 lacs), reserves and surplus would have been Rs. 685.43 lacs (as against the reported figure of Rs. 781.09 lacs) and total fixed assets would have been Rs. 200.00 lacs (as against the reported figure of Rs. 229.05 lacs).” 

