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Introduction
Scope of this ISA (NZ)

1. This International Standard on Auditing (New [@ed) (ISA (NZ)) deals with the
auditor's responsibility to issue an appropriat@oré in circumstances when, in
forming an opinion in accordance with ISA (NZ) 7bthe auditor concludes that a
modification to the auditor’s opinion on the fingdcstatements is necessary.

Types of Modified Opinions

2. This ISA (NZ) establishes three types of modifiegpinions, namely, a qualified
opinion, an adverse opinion, and a disclaimer ahiop. The decision regarding
which type of modified opinion is appropriate deggmipon(Ref: Para. A1)

(@ The nature of the matter giving rise to the cation, that is, whether the
financial statements are materially misstated mrthe case of an inability to
obtain sufficient appropriate audit evidence, mayaterially misstated; and

(b) The auditor’'s judgement about the pervasiver@sshe effects or possible
effects of the matter on the financial statements.

Effective Date

3. This ISA (NZ) is effective for audits of finamtistatements for periods beginning on
or after 1 September, 201Ndte: For the effective dates of paragraphs changed
added by an Amending Standard see the History ehdments].

Objective

4.  The objective of the auditor is to express ¢jean appropriately modified opinion on
the financial statements that is necessary when:

(@) The auditor concludes, based on the audit eggl®btained, that the financial
statements as a whole are not free from materisdtatement; or

(b) The auditor is unable to obtain sufficient agprate audit evidence to conclude
that the financial statements as a whole are fiea fnaterial misstatement.

Definitions

5.  For purposes of the ISAs (NZ), the followingnter have the meanings attributed
below:

(@) Pervasive — A term used, in the context ostaiements, to describe the effects
on the financial statements of misstatements orpibssible effects on the
financial statements of misstatements, if any, @& undetected due to an
inability to obtain sufficient appropriate auditidence. Pervasive effects on the
financial statements are those that, in the audijopdgement:

(i) Are not confined to specific elements, accountstems of the financial
statements;

1 ISA(NZ) 700, “Forming an Opinion and Reporting Binancial Statements.”
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(i) If so confined, represent or could represent atanbal proportion of the
financial statements; or

(i) In relation to disclosures, are fundamental to sisemderstanding of the
financial statements.

(b) Modified opinion — A qualified opinion, an \aetse opinion or a disclaimer of
opinion.

Requirements
Circumstances When a Modification to the Auditor'sOpinion Is Required
6. The auditor shall modify the opinion in the daads report when:

(@) The auditor concludes that, based on the awillience obtained, the financial
statements as a whole are not free from materisstatement; ofRef: Para. A2-

A7)

(b) The auditor is unable to obtain sufficient agprate audit evidence to conclude
that the financial statements as a whole are frem fmaterial misstatement.
(Ref: Para. A8-A12)

Determining the Type of Modification to the Auditor’s Opinion
Qualified Opinion
7.  The auditor shall express a qualified opinioremh

(@) The auditor, having obtained sufficient appiaigr audit evidence, concludes
that misstatements, individually or in the aggregeatre material, but not
pervasive, to the financial statements; or

(b) The auditor is unable to obtain sufficient agprate audit evidence on which
to base the opinion, but the auditor concludes ti@tpossible effects on the
financial statements of undetected misstatemen#sy, could be material but
not pervasive.

Adverse Opinion

8. The auditor shall express an adverse opinionnwihe auditor, having obtained
sufficient appropriate audit evidence, concludes thisstatements, individually or in
the aggregate, are both material and pervasiveetéinancial statements.

Disclaimer of Opinion

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

10. The auditor shall disclaim an opinion when, a@rtremely rare circumstances
involving multiple uncertainties, the auditor camés that, notwithstanding having
obtained sufficient appropriate audit evidence rdigg each of the individual
uncertainties, it is not possible to form an opman the financial statements due to
the potential interaction of the uncertainties déneir possible cumulative effect on
the financial statements.
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Consequence of an Inability to Obtain Sufficienprdpriate Audit Evidence Due to a
Management Imposed Limitation after the Auditor lAasepted the Engagement

11.

12.

13.

14.

If, after accepting the engagement, the audiemomes aware that management has
imposed a limitation on the scope of the audit tin& auditor considers likely to
result in the need to express a qualified opiniortoodisclaim an opinion on the
financial statements, the auditor shall requedtrtrenagement remove the limitation.

If management refuses to remove the limitatieferred to in paragraph 11, the
auditor shall communicate the matter to those @uhrgith governance, unless all of
those charged with governance are involved in miagathe entity, and determine
whether it is possible to perform alternative prhaes to obtain sufficient
appropriate audit evidence.

If the auditor is unable to obtain sufficiemtpeopriate audit evidence, the auditor
shall determine the implications as follows:

(a) If the auditor concludes that the possibleaffen the financial statements of
undetected misstatements, if any, could be matdénigl not pervasive, the
auditor shall qualify the opinion; or

(b) If the auditor concludes that the possible @ffeon the financial statements of
undetected misstatements, if any, could be botlenahtand pervasive so that
a qualification of the opinion would be inadequeteeommunicate the gravity
of the situation, the auditor shaiRef: Para. A13-A14)

() Withdraw from the audit, where practicable armmbssible under
applicable law or regulation; or

(i) If withdrawal from the audit before issuingethauditor’'s report is not
practicable or possible, disclaim an opinion onfthancial statements.

If the auditor withdraws as contemplated byageaph 13(b)(i), before withdrawing,
the auditor shall communicate to those charged wgtivernance any matters
regarding misstatements identified during the atitht would have given rise to a
modification of the opinion(Ref: Para. A15)

Other Considerations Relating to an Adverse OpimpDisclaimer of Opinion

15. When the auditor considers it necessary toesspan adverse opinion or disclaim an

opinion on the financial statements as a whole, ahéitor’'s report shall not also
include an unmodified opinion with respect to taeng financial reporting framework
on a single financial statement or one or more ifipedements, accounts or items of
a financial statement. To include such an unmadiipinion in the same repdiin
these circumstances would contradict the auditadigerse opinion or disclaimer of
opinion on the financial statements as a wh@lef: Para. A16)

ISA (NZ) 260, “Communication with Those ChargefhaGovernance,” paragraph 13.

% ISA (NZ) 805, “Special Considerations—Audits dh§e Financial Statements and Specific Elements,
Accounts or Items of a Financial Statement” dealkh wircumstances where the auditor is engaged to
express a separate opinion on one or more speéiicents, accounts or items of a financial statémen
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Form and Content of the Auditor's Report When the Qpinion Is Modified
Basis for Modification Paragraph

16.

17.

18.

19.

20.

21.

When the auditor modifies the opinion on thmaficial statements, the auditor shall,
in addition to the specific elements required b [81Z) 700, include a paragraph in
the auditor’s report that provides a descriptiontloé matter giving rise to the
modification. The auditor shall place this paragrammediately before the opinion
paragraph in the auditor’s report and use the ngatBasis for Qualified Opinion,”
“Basis for Adverse Opinion,” or “Basis for Disclagmof Opinion,” as appropriate.
(Ref: Para. A17)

If there is a material misstatement of therfoial statements that relates to specific
amounts in the financial statements (including ditetive disclosures), the auditor
shall include in the basis for modification pargra description and quantification
of the financial effects of the misstatement, umlespracticable. If it is not
practicable to quantify the financial effects, tneditor shall so state in the basis for
modification paragraphRef: Para. A18)

If there is a material misstatement of therfoial statements that relates to narrative
disclosures, the auditor shall include in the bdeis modification paragraph an
explanation of how the disclosures are misstated.

If there is a material misstatement of therfoial statements that relates to the non-
disclosure of information required to be disclogéé, auditor shall:

(@) Discuss the non-disclosure with those chargéd governance;

(b) Describe in the basis for modification paragwrape nature of the omitted
information; and,

(c) Unless prohibited by law or regulation, includlee omitted disclosures,
provided it is practicable to do so and the audhas obtained sufficient
appropriate audit evidence about the omitted in&drom. (Ref: Para. A19)

If the modification results from an inabilitp btain sufficient appropriate audit
evidence, the auditor shall include in the basigriodification paragraph the reasons
for that inability.

Even if the auditor has expressed an adversgoapor disclaimed an opinion on the
financial statements, the auditor shall describé@basis for modification paragraph
the reasons for any other matters of which thetauds aware that would have
required a modification to the opinion, and theeef thereof(Ref: Para. A20)

Opinion Paragraph

22.

23.

When the auditor modifies the audit opinione tauditor shall use the heading
“Qualified Opinion,” “Adverse Opinion,” or “Disclaner of Opinion,” as appropriate,
for the opinion paragraplRef: Para. A21, A23-A24)

When the auditor expresses a qualified opidioa to a material misstatement in the
financial statements, the auditor shall state i@ ¢ipinion paragraph that, in the
auditor’s opinion, except for the effects of thettads) described in the Basis for
Quialified Opinion paragraph:
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(@) The financial statements present fairly, innahterial respects (or give a true
and fair view of ...) in accordance with the applieallinancial reporting
framework when reporting in accordance with a fa@sentation framework; or

(b) The financial statements have been prepanedalli material respects, in
accordance with the applicable financial reporfiragnework when reporting in
accordance with a compliance framework.

When the modification arises from an inability tbtain sufficient appropriate audit
evidence, the auditor shall use the correspondimgge “except for the possible
effects of the matter(s) ...” for the modified apim. (Ref: Para. A22)

24. When the auditor expresses an adverse opitiierauditor shall state in the opinion
paragraph that, in the auditor’s opinion, becausthe significance of the matter(s)
described in the Basis for Adverse Opinion paragrap

(&) The financial statements do not present féatygive a true and fair view of ...)
in accordance with the applicable financial repaytiramework when reporting
in accordance with a fair presentation framework; o

(b) The financial statements have not been prepareall material respects, in
accordance with the applicable financial reporfiragnework when reporting in
accordance with a compliance framework.

25. When the auditor disclaims an opinion due toimability to obtain sufficient
appropriate audit evidence, the auditor shall statke opinion paragraph that:

(@) Because of the significance of the matter(sycdeed in the Basis for
Disclaimer of Opinion paragraph, the auditor has heen able to obtain
sufficient appropriate audit evidence to provideaais for an audit opinion; and,
accordingly,

(b) The auditor does not express an opinion offitkaacial statements.

Description of Auditor’'s Responsibility When thedAar Expresses a Qualified or Adverse
Opinion

26. When the auditor expresses a qualified or ag@vepinion, the auditor shall amend the

description of the auditor’s responsibility to stahat the auditor believes that the

audit evidence the auditor has obtained is sufiicéand appropriate to provide a basis
for the auditor’s modified audit opinion.

Description of Auditor’s Responsibility When thed&ar Disclaims an Opinion

27. When the auditor disclaims an opinion due o iability to obtain sufficient
appropriate audit evidence, the auditor shall antedntroductory paragraph of the
auditor’s report to state that the auditor was gedéao audit the financial statements.
The auditor shall also amend the description ofabditor’s responsibility and the
description of the scope of the audit to state dmdyfollowing: “Our responsibility is
to express an opinion on the financial statemeatet) on conducting the audit in
accordance with International Standards on Audi{idgw Zealand). Because of the
matter(s) described in the Basis for DisclaimelOgiinion paragraph, however, we
were not able to obtain sufficient appropriate edidence to provide a basis for an
audit opinion.”
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Communication with Those Charged with Governance

28.

When the auditor expects to modify the opiniorthe auditor’s report, the auditor
shall communicate with those charged with goveraahe circumstances that led to
the expected modification and the proposed wordihthe modification.(Ref: Para.
A25)

*k*k

Application and Other Explanatory Material

Types of Modified Opinions(Ref: Para. 2)

Al. The table below illustrates how the auditotidgement about the nature of the matter
giving rise to the modification, and the pervasess of its effects or possible effects
on the financial statements, affects the type @fiop to be expressed.

Auditor’s Judgement about the Pervasiveness oEffexts
Nature of Matter Giving Rise or Possible Effects on the Financial Statements

to the Modification

Material but Not Pervasive Material and Pervasive
Financial statements are Qualified opinion Adverse opinion
materially misstated P P
Inablllty_to Obta'T‘ Suﬁ'C'ent Qualified opinion Disclaimer of opinion
appropriate audit evidence

Nature of Material Misstatements(Ref: Para. 6(a))

A2.

AS.

ISA (NZ) 700 requires the auditor, in order flrm an opinion on the financial
statements, to conclude as to whether reasonadlgasce has been obtained about
whether the financial statements as a whole aeeffoen material misstatemehT his
conclusion takes into account the auditor’s evamabf uncorrected misstatements, if
any, on the financial statements in accordance \Bigh(NZ) 450°

ISA (NZ) 450 defines a misstatement as a difiee between the amount,
classification, presentation, or disclosure of poréed financial statement item and
the amount, classification, presentation, or dsate that is required for the item to
be in accordance with the applicable financial repg framework. Accordingly, a
material misstatement of the financial statemerdy arise in relation to:

(@) The appropriateness of the selected accouptihges;
(b) The application of the selected accountingqgiesi; or
(c) The appropriateness or adequacy of disclosarg financial statements.

* ISA(NZ) 700, paragraph 11.
> ISA(NZ) 450, “Evaluation of Misstatements Iddieiil during the Audit,” paragraph 11.

10
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Appropriateness of the Selected Accounting Policies

A4.

AS.

In relation to the appropriateness of the antiog policies management has selected,
material misstatements of the financial statemeratg arise when:

(@) The selected accounting policies are not consistéhtthe applicable financial
reporting framework; or

(b) The financial statements, including the relatedesptdo not represent the
underlying transactions and events in a mannerattaeves fair presentation.

Financial reporting frameworks often contaiqugements for the accounting for, and
disclosure of, changes in accounting policies. Whtre entity has changed its
selection of significant accounting policies, a enatl misstatement of the financial
statements may arise when the entity has not cemhplith these requirements.

Application of the Selected Accounting Policies

AG.

In relation to the application of the selectestcounting policies, material
misstatements of the financial statements may:arise

(@) When management has not applied the selected aougyolicies consistently
with the financial reporting framework, includinghen management has not
applied the selected accounting policies consisteme¢tween periods or to
similar transactions and events (consistency iriegdpon); or

(b) Due to the method of application of the selectezbanting policies (such as an
unintentional error in application).

Appropriateness or Adequacy of Disclosures in timafcial Statements

A7.

In relation to the appropriateness or adequatydisclosures in the financial
statements, material misstatements of the finastaéments may arise when:

(@) The financial statements do not include althe# disclosures required by the
applicable financial reporting framework;

(b) The disclosures in the financial statementsnatepresented in accordance with
the applicable financial reporting framework; or

(c) The financial statements do not provide theld®ures necessary to achieve fair
presentation.

Nature of an Inability to Obtain Sufficient Appropr iate Audit Evidence (Ref: Para. 6(b))

A8.

A9.

The auditor’s inability to obtain sufficient pqopriate audit evidence (also referred to
as a limitation on the scope of the audit) mayesitiem:

(@) Circumstances beyond the control of the entity;
(b) Circumstances relating to the nature or tinohthe auditor’s work; or
(c) Limitations imposed by management.

An inability to perform a specific procedureegonot constitute a limitation on the
scope of the audit if the auditor is able to obifficient appropriate audit evidence
by performing alternative procedures. If this ist pmssible, the requirements of
paragraphs 7(b) and 10 apply as appropriate. Limits imposed by management

11
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may have other implications for the audit, suchf@asthe auditor’'s assessment of
fraud risks and consideration of engagement coatioe.

A10. Examples of circumstances beyond the confrtii@entity include when:
. The entity’'s accounting records have been destroyed

. The accounting records of a significant componawvehbeen seized indefinitely
by governmental authorities.

All. Examples of circumstances relating to the meatr timing of the auditor’'s work
include when:

. The entity is required to use the equity methodadounting for an associated
entity, and the auditor is unable to obtain sudinti appropriate audit evidence
about the latter’s financial information to evakiathether the equity method
has been appropriately applied.

. The timing of the auditor’s appointment is suchtttiee auditor is unable to
observe the counting of the physical inventories.

. The auditor determines that performing substanpvecedures alone is not
sufficient, but the entity’s controls are not effee.

Al12. Examples of an inability to obtain sufficieagpropriate audit evidence arising from a
limitation on the scope of the audit imposed by aggament include when:

. Management prevents the auditor from observingcthenting of the physical
inventory.

. Management prevents the auditor from requestingreat confirmation of
specific account balances.

Consequence of an Inability to Obtain Sufficient Apropriate Audit Evidence Due to a
Management Imposed Limitation after the Auditor Has Accepted the Engagemen(ref:
Para. 13(b)-14)

A13. The practicality of withdrawing from the audiiay depend on the stage of completion
of the engagement at the time that management espibe scope limitation. If the
auditor has substantially completed the audit,atnditor may decide to complete the
audit to the extent possible, disclaim an opiniod axplain the scope limitation in
the Basis for Disclaimer of Opinion paragraph ptmwithdrawing.

Al4. In certain circumstances, withdrawal from ¢&uwglit may not be possible if the auditor
is required by law or regulation to continue the&ia@ngagement. This may be the
case for an auditor that is appointed to auditfitencial statements of public sector
entities. It may also be the case in jurisdictioinere the auditor is appointed to audit
the financial statements covering a specific perardappointed for a specific period
and is prohibited from withdrawing before the coetjgn of the audit of those
financial statements or before the end of thatgogrrespectively. The auditor may
also ceonsider it necessary to include an Other eMagtaragraph in the auditor’s
report.

® ISA(NZ) 706, “Emphasis of Matter Paragraphshie ndependent Auditor’s Report,” paragraph A5.

12
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When the auditor concludes that withdrawairfrihe audit is necessary because of a
scope limitation, there may be a professional,llegaegulatory requirement for the
auditor to communicate matters relating to the driglwval from the engagement to
regulators or the entity’s owners.

Other Considerations Relating to an Adverse Opinionor Disclaimer of Opinion (Ref:
Para. 15)

Al6.

The following are examples of reporting cir@tamces that would not contradict the
auditor’s adverse opinion or disclaimer of opinion:

. The expression of an unmodified opinion on finahsiatements prepared under
a given financial reporting framework and, withihet same report, the
expression of an adverse opinion on the same fiaastatements under a
different financial reporting framework.

. The expression of a disclaimer of opinion regarding results of operations,
and cash flows, where relevant, and an unmodifipthion regarding the
financial position (see ISA (NZ) 51D In this case, the auditor has not
expressed a disclaimer of opinion on the finarstialements as a whole.

Form and Content of the Auditor's Report When the Qpinion Is Modified

Basis for Modification ParagraptRref: Para. 16-17, 19(b), 21)

Al7.

Al8.

A19.

A20.

Consistency in the auditor’s report helps tonpote users’ understanding and to
identify unusual circumstances when they occur.ofdingly, although uniformity in
the wording of a modified opinion and in the dgstion of the basis for the
modification may not be possible, consistency ithbithe form and content of the
auditor’s report is desirable.

An example of the financial effects of matkmaisstatements that the auditor may
describe in the basis for modification paragraphthe auditor’s report is the
guantification of the effects on income tax, incolmfore taxes, net income and
equity if inventory is overstated.

Disclosing the omitted information in the sa8r modification paragraph would not
be practicable if:

(@) The disclosures have not been prepared by rear&yg or the disclosures are
otherwise not readily available to the auditor; or

(b) In the auditor’s judgement, the disclosures Molble unduly voluminous in
relation to the auditor’s report.

An adverse opinion or a disclaimer of opinr@hating to a specific matter described
in the basis for qualification paragraph does netify the omission of a description
of other identified matters that would have otheenviequired a modification of the
auditor’s opinion. In such cases, the disclosureswath other matters of which the
auditor is aware may be relevant to users of thenitial statements.

7

See paragraph A32 of ISA (NZ) 700 for a desariptf this circumstance.

8 ISA(NZ) 510, “Initial Audit EngagementsOpening Balances,” paragraph 10.

13
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Opinion ParagraphRef: Para. 22-23)

A21.

A22.

Inclusion of this paragraph heading makeslearcto the user that the auditor's
opinion is modified and indicates the type of mmaifion.

When the auditor expresses a qualified opinibmould not be appropriate to use
phrases such as “with the foregoing explanation™srbject to” in the opinion
paragraph as these are not sufficiently clear iefoll.

lllustrative Auditors’ Reports

A23.

A24.

lllustrations 1 and 2 in the Appendix contauaditors’ reports with qualified and
adverse opinions, respectively, as the financakstents are materially misstated.

lllustration 3 in the Appendix contains an @oids report with a qualified opinion as

the auditor is unable to obtain sufficient apprat@iaudit evidence. lllustration 4
contains a disclaimer of opinion due to an inapitis obtain sufficient appropriate

audit evidence about a single element of the firnstatements. Illustration 5

contains a disclaimer of opinion due to an inapiti obtain sufficient appropriate

audit evidence about multiple elements of the fomnstatements. lllustration 6

contains a disclaimer of opinion due to an inapitis obtain sufficient appropriate

audit evidence about any elements of the finarstalements. In each of the latter
three cases, the possible effects on the finastséments of the inability are both
material and pervasive.

Communication with Those Charged with GovernancegRef: Para. 28)
A25. Communicating with those charged with goven®atihe circumstances that lead to an

expected modification to the auditor’s opinion ati@ proposed wording of the
modification enables:

(@) The auditor to give notice to those chargechvwgbvernance of the intended
modification(s) and the reasons (or circumstanfleshe modification(s);

(b) The auditor to seek the concurrence of thoseged with governance regarding
the facts of the matter(s) giving rise to the expécmodification(s), or to
confirm matters of disagreement with managemestiak; and

(c) Those charged with governance to have an oppityt where appropriate, to
provide the auditor with further information andpé&nations in respect of the
matter(s) giving rise to the expected modificatg)n(

14
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Appendix

(Ref: Para. A23-24)

lllustrations of Auditors’ Reports with Modificatio ns to the Opinion

lllustration 1. An auditor’'s report containing a aified opinion due to a material
misstatement of the financial statements.

lllustration 2: An auditor’s report containing awlv&rse opinion due to a material
misstatement of the financial statements.

lllustration 3: An auditor’s report containing aaiified opinion due to the auditor’s
inability to obtain sufficient appropriate auditi@ence.

lllustration 4: An auditor’s report containing asclaimer of opinion due to the
auditor’s inability to obtain sufficient appropmratudit evidence about a single element
of the financial statements.

lllustration 5: An auditor’s report containing asclaimer of opinion due to the
auditor’s inability to obtain sufficient approprataudit evidence about multiple
elements of the financial statements.

15
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lllustration 1:
Circumstances include the following:

« Audit of a complete set of general purpose financiastatements prepared in
accordance with New Zealand Equivalents to Internabnal Financial Reporting
Standards.

« The terms of the audit engagement reflect the degption of the responsibility of
those charged with governance for the financial staments in ISA (NZ) 210

+ Inventories are misstated. The misstatement is dead to be material but not
pervasive to the financial statements.

« In addition to the audit of the financial statemens, the auditor has other reporting
responsibilities required under local law.

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]

Report on the Financial Statements

We have audited the accompanying financial statésn@nABC Company which comprise
the statement of financial position as at DecemBgr 20X1, and the statement of
comprehensive income, statement of changes inyequod statement of cash flows for the
year then ended, and a summary of significant adooy policies and other explanatory
information.

110

Directors™ Responsibility for the Financial Statements

The directors are responsible for the preparatiod fair presentation of these financial
statements in accordance with New Zealand Equitakeninternational Financial Reporting
Standard® and for such internal control as the directoredeine is necessary to enable the
preparation of financial statements that are freenfmaterial misstatement, whether due to
fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on ¢hfssancial statements based on our audit.
We conducted our audit in accordance with Inteomati Standards on Auditing (New
Zealand). Those standards require that we compilly athical requirements and plan and
perform the audit to obtain reasonable assurancatathether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtauia evidence about the amounts and
disclosures in the financial statements. The prowsd selected depend on the auditor’s
judgement, including the assessment of the riskmaterial misstatement of the financial

® ISA(NZ) 210, “Agreeing the Terms of Audit Engagems.”

19 Or other term that is appropriate in the contxhe legal framework in the particular jurisdamii

Where the directors’ responsibility is to prepin@ncial statements that give a fair and truewidis may
read: “The directors’ are responsible for the prapan of financial statements that give a true faidview

in accordance with New Zealand Equivalents to ha@onal Financial Reporting Standards, and for
such...”

11
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statements, whether due to fraud or error. In npkhose risk assessments, the auditor
considers internal control relevant to the entifyteparation and fair presentattbrof the
financial statements in order to design audit pdoces that are appropriate in the
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the
entity’s internal control’ An audit also includes evaluating the appropriessrof accounting
policies used and the reasonableness of accouesingates made by management, as well
as evaluating the overall presentation of the finarstatements.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a
basis for our qualified audit opinion.

Other than in our capacity as auditor we have natiomship with, or interests in, ABC
Company.

Basis for Qualified Opinion

The company’s inventories are carried in the statémof financial position at xxx.
Management has not stated the inventories at terlof cost and net realisable value but have
stated them solely at cost, which constitutes adege from the New Zealand Equivalents to
International Financial Reporting Standards. Thengany's records indicate that had
management stated the inventories at the loweosif and net realisable value, an amount of
xxx would have been required to write the invem®rdown to their net realisable value.
Accordingly, cost of sales would have been incrédsexxx, and income tax, net income and
shareholders’ equity would have been reduced byxxand xxx, respectively.

Qualified Opinion

In our opinion, except for the effects of the matescribed in the Basis for Qualified
Opinion paragraph the financial statements predamly, in all material respects,o
give a true and fair view pfthe financial position of ABC Company as at DecemBg,
20X1, and ¢f) its financial performance and its cash flows tbe year then ended in
accordance with New Zealand Equivalents to Intésnat Financial Reporting Standards.
Report on Other Legal and Regulatory Requirements

[Form and content of this section of the auditoeport 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]

2 The case of footnote 12, this may read: “In mgkinose risk assessments, the auditor considemiit

control relevant to the entity’s preparation ofaiitial statements that give a true and fair viewrofer to
design audit procedures that are appropriate irciis@mstances, but not for the purpose of expngsan
opinion on the effectiveness of the entity’s intdroontrol.”

In circumstances when the auditor also has resipitity to express an opinion on the effectiveness
internal control in conjunction with the audit dfet financial statements, this sentence would belegdas
follows: “In making those risk assessments, theitaudonsiders internal control relevant to theitgist

preparation of financial statements that give a ttad fair view of the matters to which they reiaterder
to design audit procedures that are appropriatieeircircumstances.”

13
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lllustration 2:
Circumstances include the following:

« Audit of consolidated general purpose financial st@&ments prepared in accordance
with New Zealand Equivalents to International Finarcial Reporting Standards.

« The terms of the audit engagement reflect the degption of the responsibility of
those charged with governance for the financial staments in ISA (NZ) 210

« The financial statements are materially misstated de to the non-consolidation of a
subsidiary. The material misstatement is deemed tbe pervasive to the financial
statements. The effects of the misstatement on tfieancial statements have not been
determined because it was not practicable to do so.

- In addition to the audit of the consolidated finantal statements, the auditor has othel
reporting responsibilities required under local law.

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]

Report on the Consolidated Financial Statements

We have audited the accompanying consolidated diabstatements of ABC Company and

its subsidiaries which comprise the consolidateatestent of financial position as at

December 31, 20X1, the consolidated statement aofpcehensive income, statement of
changes in equity and statement of cash flowsHeryear then ended, and a summary of
significant accounting policies and other explanatoformation.

114

Directors™ Responsibility for the Consolidated Financial 8taents

The directors are responsible for the preparatiwh fair presentation of these consolidated
financial statements in accordance with New Zealqdivalents to International Financial
Reporting Standardy and for such internal control as the directortenigine is necessary to
enable the preparation of consolidated financiateshents that are free from material
misstatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on ¢hesnsolidated financial statements based
on our audit. We conducted our audit in accordamte International Standards on Auditing
(New Zealand). Those standards require that we owmith ethical requirements and plan
and perform the audit to obtain reasonable assarabout whether the consolidated financial
statements are free from material misstatement.

An audit involves performing procedures to obtaudia evidence about the amounts and
disclosures in the consolidated financial statesiehlhe procedures selected depend on the
auditor’s judgement, including the assessment efribks of material misstatement of the

14 Or other term that is appropriate in the contéthe legal framework in the particular jurisdasti

Where the directors’ responsibility is to prepaomsolidated financial statements that give a &mwe fair
view, this may read: “The directors’ are resporesifolr the preparation of consolidated financiatestents
that give a true and fair view in accordance witewNZealand Equivalents to International Financial
Reporting Standards, and for such...”
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consolidated financial statements, whether dueraoidf or error. In making those risk
assessments, the auditor considers internal camfetant to the entity’s preparation and fair
presentatiotf of the consolidated financial statements in otdetesign audit procedures that
are appropriate in the circumstances, but notHerpurpose of expressing an opinion on the
effectiveness of the entity’s internal conttolAn audit also includes evaluating the
appropriateness of accounting policies used anddasonableness of accounting estimates
made by management, as well as evaluating the lbyeesentation of the consolidated
financial statements.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a
basis for our adverse audit opinion.

Other than in our capacity as auditor we have natiomship with, or interests in, ABC
Company or any of its subsidiaries.

Basis for Adverse Opinion

As explained in Note X, the company has not codstdéd the financial statements of
subsidiary XYZ Company it acquired during 20X1 hesm it has not yet been able to
ascertain the fair values of certain of the sulasy material assets and liabilities at the
acquisition date. This investment is therefore aoted for on a cost basis. Under the New
Zealand Equivalents to International Financial Repg Standards, the subsidiary should
have been consolidated because it is controlletidgompany. Had XYZ been consolidated,
many elements in the accompanying financial stamésnevould have been materially

affected. The effects on the consolidated findnstiatements of the failure to consolidate
have not been determined.

Adverse Opinion

In our opinion, because of the significance of th&tter discussed in the Basis for Adverse
Opinion paragraph, the consolidated financial stetets do not present fairlgr(do not give

a true and fair view 9fthe financial position of ABC Company and its sdimiies as at
December 31, 20X1, andf] their financial performance and their cash fldesthe year
then ended in accordance with New Zealand Equitakeninternational Financial Reporting
Standards.

Report on Other Legal and Regulatory Requirements

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

® " The case of footnote 16, this may read: “In mgkinose risk assessments, the auditor considemiit

control relevant to the entity’s preparation ofaiitial statements that give a true and fair viewrfer to
design audit procedures that are appropriate irciis@mstances, but not for the purpose of expngsan
opinion on the effectiveness of the entity’s intdroontrol.”

In circumstances when the auditor also has resipitity to express an opinion on the effectiveness
internal control in conjunction with the audit dfet financial statements, this sentence would belegdas
follows: “In making those risk assessments, theitaudonsiders internal control relevant to theitgist

preparation and fair presentation of the consddididihancial statements in order to design audit@dures
that are appropriate in the circumstances.” The cdfootnote 16, this may read: “In making thoms r
assessments, the auditor considers internal caetelant to the entity’s preparation of finan@tdtements
that give a true and fair view in order to desigdiaprocedures that are appropriate in the cir¢antes.”
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[Auditor’s signature]
[Date of the auditor’s report]
[Auditor’s address]

20
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lllustration 3:
Circumstances include the following:

« Audit of a complete set of general purpose financiastatements prepared in
accordance with New Zealand Equivalents to Internabnal Financial Reporting
Standards.

« The terms of the audit engagement reflect the degption of the responsibility of
those charged with governance for the financial staments in ISA (NZ) 210.

« The auditor was unable to obtain sufficient approprate audit evidence regarding an
investment in a foreign affiliate. The possible effcts of the inability to obtain
sufficient appropriate audit evidence are deemed tbe material but not pervasive to
the financial statements.

« In addition to the audit of the financial statemens, the auditor has other reporting
responsibilities required under local law.

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]

Report on the Financial Statements

We have audited the accompanying financial statésn@hABC Company which comprise
the statement of financial position as at DecemB#r 20X1, and the statement of
comprehensive income, statement of changes inyeqod statement of cash flows for the
year then ended, and a summary of significant adooy policies and other explanatory
information.

118

Directors™ Responsibility for the Financial Statements

The directors are responsible for the preparatiot fair presentation of these financial
statements in accordance with New Zealand Equitakeninternational Financial Reporting
Standard¥, and for such internal control as the directort®igine is necessary to enable the
preparation of financial statements that are freenfmaterial misstatement, whether due to
fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on ¢hiésancial statements based on our audit.
We conducted our audit in accordance with Inteomati Standards on Auditing (New
Zealand). Those standards require that we compily athical requirements and plan and
perform the audit to obtain reasonable assuranocatathether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtairia evidence about the amounts and
disclosures in the financial statements. The proceed selected depend on the auditor’s

18 Or other term that is appropriate in the contéthe legal framework in the particular jurisdasti

Where the directors’ responsibility is to prepfinancial statements that give a true and fainyignis may
read: “The directors’ are responsible for the prapian of financial statements that give a true fidview

in accordance with New Zealand Equivalents to ha#onal Financial Reporting Standards, and for
such...”
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judgement, including the assessment of the riskeaterial misstatement of the financial
statements, whether due to fraud or error. In ntpkhose risk assessments, the auditor
considers internal control relevant to the entityteparation and fair presentati®rof the
financial statements in order to design audit pidoces that are appropriate in the
circumstances, but not for the purpose of exprgsamopinion on the effectiveness of the
entity’s internal controf: An audit also includes evaluating the appropriessrof accounting
policies used and the reasonableness of accouestngates made by management, as well
as evaluating the overall presentation of the finarstatements.

We believe that the audit evidence we have obtamedfficient and appropriate to provide a
basis for our qualified audit opinion.

Other than in our capacity as auditor we have natiomship with, or interests in, ABC
Company.

Basis for Qualified Opinion

ABC Company'’s investment in XYZ Company, a foresgsociate acquired during the year
and accounted for by the equity method, is caraedckxx on the statement of financial
position as at December 31, 20X1, and ABC’s shaieYZ’s net income of xxx is included

in ABC’s income for the year then ended. We werahla to obtain sufficient appropriate
audit evidence about the carrying amount of AB@Gigestment in XYZ as at December 31,
20X1 and ABC'’s share of XYZ's net income for theaydecause we were denied access to
the financial information, management, and the tausliof XYZ. Consequently, we were
unable to determine whether any adjustments t@thesounts were necessary.

Qualified Opinion

In our opinion, except for the possible effectstioé matter described in the Basis for
Qualified Opinion paragraph, the financial statetagresent fairly, in all material respects,
(or give a true and fair view pthe financial position of ABC Company as at Deceniiig
20X1, and ¢f) its financial performance and its cash flows ftbe year then ended in
accordance with New Zealand Equivalents to Intésnat Financial Reporting Standards.

Report on Other Legal and Regulatory Requirements

[Form and content of this section of the auditoeport 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]

2 The case of footnote 20, this may read: “In mgkimose risk assessments, the auditor considemiit

control relevant to the entity’s preparation ofaiitial statements that give a true and fair viewrofer to
design audit procedures that are appropriate irciis@mstances, but not for the purpose of expngsan
opinion on the effectiveness of the entity’s intdroontrol.”

In circumstances when the auditor also has respitity to express an opinion on the effectiveness
internal control in conjunction with the audit dfet financial statements, this sentence would belegbas
follows: “In making those risk assessments, theitaudonsiders internal control relevant to theitgist
preparation and fair presentation of the finanstatements in order to design audit proceduresdiet
appropriate in the circumstances.” The case ofnfatet 20, this may read: “In making those risk
assessments, the auditor considers internal carfelant to the entity’s preparation of finanatdtements
that give a true and fair view in order to desigditiprocedures that are appropriate in the cir¢antes.”
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lllustration 4:
Circumstances include the following:

« Audit of a complete set of general purpose financiastatements prepared in
accordance with New Zealand Equivalents to Internabnal Financial Reporting
Standards.

« The terms of the audit engagement reflect the degption of the responsibility of
those charged with governance for the financial staments in ISA (NZ) 210.

« The auditor was unable to obtain sufficient approprate audit evidence about a singlé
element of the financial statements. That is, theuaitor was also unable to obtain
audit evidence about the financial information of ajoint venture investment that
represents over 90% of the company’s net assets. &lpossible effects of this inability
to obtain sufficient appropriate audit evidence aredeemed to be both material ang
pervasive to the financial statements.

\L*4

« In addition to the audit of the financial statemens, the auditor has other reporting
responsibilities required under local law.

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]

Report on the Financial Statements

We were engaged to audit the accompanying finasteaements of ABC Company which

comprise the statement of financial position aBatember 31, 20X1, and the statement of
comprehensive income, statement of changes inyeqod statement of cash flows for the

year then ended, and a summary of significant adooy policies and other explanatory

information.

122

Directors™“ Responsibility for the Financial Statements

The directors are responsible for the preparatiot fair presentation of these financial
statements in accordance with New Zealand Equitakeninternational Financial Reporting
Standard®, and for such internal control as the directort®igine is necessary to enable the
preparation of financial statements that are freenfmaterial misstatement, whether due to
fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on ¢hi#sancial statements based on conducting
the audit in accordance with International Stanslamal Auditing (New Zealand). Because of

the matter described in the Basis for Disclaime©pfnion paragraph, however, we were not
able to obtain sufficient appropriate audit evidehz provide a basis for an audit opinion.

22 Or other term that is appropriate in the contthe legal framework in the particular jurisdasti

Where the directors’ responsibility is to prepfinancial statements that give a true and fainyignis may
read: “The directors’ are responsible for the prapian of financial statements that give a true fidview

in accordance with New Zealand Equivalents to ha#onal Financial Reporting Standards, and for
such...”
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Other than in our capacity as auditor we have natiomship with, or interests in, ABC
Company.

Basis for Disclaimer of Opinion

The company’s investment in its joint venture XYZolntry X) Company is carried at xxx
on the company’s statement of financial positiorhioh represents over 90% of the
company’s net assets as at December 31, 20X1. We wet allowed access to the
management and the auditors of XYZ, including XYZigitors’ audit documentation. As a
result, the scope of our audit was limited and weremunable to undertake adequate audit
procedures in respect of that aspect of this alldit.were unable to determine whether any
adjustments were necessary in respect of the coyigpproportional share of XYZ's assets
that it controls jointly, its proportional share #fYZ’s liabilities for which it is jointly
responsible, its proportional share of XYZ's incomed expenses for the year, and the
elements making up the statement of changes inyegd cash flow statement.

Disclaimer of Opinion

Because of the significance of the matter describeithe Basis for Disclaimer of Opinion
paragraph, we have not been able to obtain sufti@ppropriate audit evidence to provide a
basis for an audit opinion. Accordingly, we do retpress an opinion on the financial
statements.

Report on Other Legal and Regulatory Requirements

[Form and content of this section of the auditoegort 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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lllustration 5:
Circumstances include the following:

« Audit of a complete set of general purpose financiastatements prepared in
accordance with New Zealand Equivalents to Internabnal Financial Reporting
Standards.

« The terms of the audit engagement reflect the degption of responsibility of those
charged with governance for the financial statemerstin ISA (NZ) 210.

« The auditor was unable to obtain sufficient approprate audit evidence about multiple
elements of the financial statements. That is, thauditor was unable to obtain audit
evidence about the entity’s inventories and accoustreceivable. The possible effect
of this inability to obtain sufficient appropriate audit evidence are deemed to be bot|
material and pervasive to the financial statements.

=)

« In addition to the audit of the financial statemens, the auditor has other reporting
responsibilities required under local law.

INDEPENDENT AUDITOR’S REPORT
[Appropriate Addressee]

Report on the Financial Statements

We were engaged to audit the accompanying finasteaements of ABC Company which

comprise the statement of financial position aB@tember 31, 20X1, and the statement of
comprehensive income, statement of changes inyequod statement of cash flows for the

year then ended, and a summary of significant adooy policies and other explanatory

information.

124

Directors™” Responsibility for the Financial Statements

The directors are responsible for the preparatmahfair presentation of financial statements
in accordance with New Zealand Equivalents to haional Financial Reporting Standattls
and for such internal control as the directors meftge is necessary to enable the preparation
of financial statements that are free from matemestatement, whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on ¢hisancial statements based on conducting
the audit in accordance with International Stanslamal Auditing (New Zealand). Because of

the matters described in the Basis for DisclainfeDpinion paragraph, however, we were

not able to obtain sufficient appropriate auditdewice to provide a basis for an audit
opinion.

24 Or other term that is appropriate in the contthe legal framework in the particular jurisdasti

Where the directors’ responsibility is to prepfinancial statements that give a true and fainyignis may
read: “The directors’ are responsible for the prapian of financial statements that give a true fidview

in accordance with New Zealand Equivalents to ha#onal Financial Reporting Standards, and for
such...”
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Other than in our capacity as auditor we have natiomship with, or interests in, ABC
Company.

Basis for Disclaimer of Opinion

We were not appointed as auditors of the company after December 31, 20X1 and thus
did not observe the counting of physical inven®aé the beginning and end of the year. We
were unable to satisfy ourselves by alternative nee@ncerning the inventory quantities
held at December 31, 20X0 and 20X1 which are statede statement of financial position
at xxx and xxx, respectively. In addition, the aaduction of a new computerised accounts
receivable system in September 20X1 resulted inemaus errors in accounts receivable. As
of the date of our audit report, management wdisirstihe process of rectifying the system
deficiencies and correcting the errors. We wereblengo confirm or verify by alternative
means accounts receivable included in the stateafidimancial position at a total amount of
xxx as at December 31, 20X1. As a result of theattars, the scope of our audit was limited
and we were unable to determine whether any adgrasrmight have been found necessary
in respect of recorded or unrecorded inventorie$ @tounts receivable, and the elements
making up the statement of comprehensive inconagersent of changes in equity and
statement of cash flows.

Disclaimer of Opinion

Because of the significance of the matters desdribéhe Basis for Disclaimer of Opinion
paragraph, we have not been able to obtain sufti@ppropriate audit evidence to provide a
basis for an audit opinion. Accordingly, we do retpress an opinion on the financial
statements.

Report on Other Legal and Regulatory Requirements

[Form and content of this section of the auditoeport 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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ACCOMPANYING ATTACHMENT: CONFORMITY TO THE INTERNAT IONAL STANDARDS ON
AUDITING

This conformity statement accompanies but is nat@aSA (NZ) 705.
Conformity with International Standards on Auditing

This ISA (NZ) conforms to International StandardAwnditing (ISA) 705Modifications to
the Opinion in the Independent Auditor's Rep@sued by the International Auditing and
Assurance Standards Board (IAASB), an independantlard-setting board of the
International Federation of Accountants (IFAC).

Paragraphs that have been added to this ISA (N da not appear in the text of the
equivalent ISA) are identified with the prefix “NZ”

This ISA (NZ) incorporates terminology and defiaits used in New Zealand. References to
“management” and “those charged with governanceéhmeen amended in the ISAs (NZ)
because the statutory responsibility for the prafp@am of the financial statements rests with
those charged with governance. Paragraphs whiemremees to “management” have been
amended have been labelled as NZ paragraphs.

Compliance with this ISA (NZ) enables compliancéhwEBA 705.

Comparison with Australian Auditing Standards

In Australia the Australian Auditing and Assurar8andards Board (AUASB) has issued
Australian Auditing Standard ASA 70Blodifications to the Opinion in the Independent
Auditor’s Report.

ASA 705 conforms to ISA 705.
The following requirements are additional to ISA7nhd ISA (NZ) 705:

. If there is a material misstatement of the finahi@port that relates to the non-
disclosure of information required to be disclogeé, auditor shall:

. Request management and/or those charged withrrggowee to correct the non-
disclosure in the financial report.. [Ref: ParasA19.1]

. Where, under paragraph 19(c) of this Auditing 8tad, the omitted disclosures
are not included in the basis of modification paapd, the auditor shall include
the reasons for the omission from the basis of fitadion paragraph. [Ref: Para.
Aus 19.2]
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