Independent Auditor’s Report: Modified Opinion Examples
[Drafting note, delete before issue: Draft for professional judgment. This template gives four modified-opinion variants for a nonissuer audit of a single-year or comparative set of US GAAP statements under AU-C 705: qualified for a GAAP departure, qualified for a scope limitation, adverse and disclaimer. Pick the variant, delete the others, then replace the bracketed matters with the facts. The auditor decides on the type of opinion from the nature of the matter and whether its effects are material and pervasive; a modified opinion needs the matter described in a separate Basis for [Qualified / Adverse] Opinion or Disclaimer section placed immediately after the opinion section. Compare the wording with the current illustrative reports in the standard before issuing, and tailor titles, dates and framework references. Not legal advice.]
Choosing the modification
	Nature of the matter
	Effects material but not pervasive
	Effects material and pervasive

	Financial statements are materially misstated (departure from the framework)
	Qualified opinion (“except for”)
	Adverse opinion

	Unable to obtain sufficient appropriate audit evidence (scope limitation)
	Qualified opinion (“except for the possible effects”)
	Disclaimer of opinion (or withdraw, where practicable and law permits)



Where the auditor expects to disclaim or give an adverse opinion, consider other required matters, such as communicating with those charged with governance (AU-C 260) and the effect on any other information the auditor must report on. Also consider a Going Concern section, a Basis of Accounting paragraph or other sections that apply, and add them in the order the current AU-C 700 illustrative reports show.
Variant A: qualified opinion, GAAP departure
[Variant A: Qualified Opinion, material misstatement not pervasive (departure from US GAAP).]
To the [Board of Directors and Stockholders / Members / Owners] of [Client Name]
Report on the Audit of the Financial Statements
Qualified Opinion
We have audited the financial statements of [Client Name] (the Company), which comprise the balance sheets as of [MM/DD/YYYY] and [MM/DD/YYYY], and the related statements of [income, changes in stockholders’ equity, and cash flows] for the years then ended, and the related notes to the financial statements.
In our opinion, except for the effects of the matter described in the Basis for Qualified Opinion section of our report, the accompanying financial statements present fairly, in all material respects, the financial position of the Company as of [MM/DD/YYYY] and [MM/DD/YYYY], and the results of its operations and its cash flows for the years then ended in accordance with accounting principles generally accepted in the United States of America.
Basis for Qualified Opinion
We conducted our audit in accordance with auditing standards generally accepted in the United States of America (GAAS). Our responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are required to be independent of the Company and to meet our other ethical responsibilities, in accordance with the relevant ethical requirements relating to our audits. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our qualified audit opinion.
[Describe the departure, e.g. The Company has not capitalized and depreciated its leased equipment, which, in our opinion, is required to be capitalized to conform with US GAAP (ASC 842). If the Company had recorded the leases, assets would be increased by $[Amount] and liabilities by $[Amount] as of [MM/DD/YYYY], and net income would be decreased by $[Amount] for the year then ended. Quantify the effects, or, if impracticable, say so and why.]
Responsibilities of Management for the Financial Statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance with [accounting principles generally accepted in the United States of America], and for the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error.
In preparing the financial statements, management is required to evaluate whether there are conditions or events, considered in the aggregate, that raise substantial doubt about the Company’s ability to continue as a going concern for one year after the date that the financial statements are [issued / available to be issued].
Auditor’s Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a material misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control. Misstatements are considered material if there is a substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a reasonable user based on the financial statements.
In performing an audit in accordance with GAAS, we:
1. Exercise professional judgment and maintain professional skepticism throughout the audit.
1. Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, and design and perform audit procedures responsive to those risks. Such procedures include examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements.
1. Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control. Accordingly, no such opinion is expressed.
1. Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluate the overall presentation of the financial statements.
1. Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise substantial doubt about the Company’s ability to continue as a going concern for a reasonable period of time.
We are required to communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit, significant audit findings, and certain internal control-related matters that we identified during the audit.
[Signature of CPA Firm Name]
[City, State]
[Report date: MM/DD/YYYY]
Variant B: qualified opinion, scope limitation
[Variant B: Qualified Opinion, scope limitation, possible effects material but not pervasive.]
To the [Board of Directors and Stockholders / Members / Owners] of [Client Name]
Report on the Audit of the Financial Statements
Qualified Opinion
We have audited the financial statements of [Client Name] (the Company), which comprise the balance sheets as of [MM/DD/YYYY] and [MM/DD/YYYY], and the related statements of [income, changes in stockholders’ equity, and cash flows] for the years then ended, and the related notes to the financial statements.
In our opinion, except for the possible effects of the matter described in the Basis for Qualified Opinion section of our report, the accompanying financial statements present fairly, in all material respects, the financial position of the Company as of [MM/DD/YYYY] and [MM/DD/YYYY], and the results of its operations and its cash flows for the years then ended in accordance with accounting principles generally accepted in the United States of America.
Basis for Qualified Opinion
We conducted our audit in accordance with auditing standards generally accepted in the United States of America (GAAS). Our responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are required to be independent of the Company and to meet our other ethical responsibilities, in accordance with the relevant ethical requirements relating to our audits. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our qualified audit opinion.
[Describe the limitation, e.g. The Company’s investment in [Affiliate], a foreign affiliate acquired during the year and accounted for by the equity method, is carried at $[Amount] on the balance sheet as of [MM/DD/YYYY], and the Company’s share of [Affiliate]’s net income of $[Amount] is included in net income for the year. We were unable to obtain sufficient appropriate audit evidence about the carrying amount of the investment and the Company’s share of its earnings because we were denied access to the financial information and the auditor of [Affiliate]. As a result, we were unable to determine whether any adjustments to these amounts were necessary.]
Responsibilities of Management for the Financial Statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance with [accounting principles generally accepted in the United States of America], and for the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error.
In preparing the financial statements, management is required to evaluate whether there are conditions or events, considered in the aggregate, that raise substantial doubt about the Company’s ability to continue as a going concern for one year after the date that the financial statements are [issued / available to be issued].
Auditor’s Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a material misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control. Misstatements are considered material if there is a substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a reasonable user based on the financial statements.
In performing an audit in accordance with GAAS, we:
1. Exercise professional judgment and maintain professional skepticism throughout the audit.
1. Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, and design and perform audit procedures responsive to those risks. Such procedures include examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements.
1. Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control. Accordingly, no such opinion is expressed.
1. Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluate the overall presentation of the financial statements.
1. Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise substantial doubt about the Company’s ability to continue as a going concern for a reasonable period of time.
We are required to communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit, significant audit findings, and certain internal control-related matters that we identified during the audit.
[Signature of CPA Firm Name]
[City, State]
[Report date: MM/DD/YYYY]
Variant C: adverse opinion
[Variant C: Adverse Opinion, misstatements both material and pervasive.]
To the [Board of Directors and Stockholders / Members / Owners] of [Client Name]
Report on the Audit of the Financial Statements
Adverse Opinion
We have audited the financial statements of [Client Name] (the Company), which comprise the balance sheets as of [MM/DD/YYYY] and [MM/DD/YYYY], and the related statements of [income, changes in stockholders’ equity, and cash flows] for the years then ended, and the related notes to the financial statements.
In our opinion, because of the significance of the matter discussed in the Basis for Adverse Opinion section of our report, the accompanying financial statements do not present fairly the financial position of the Company as of [MM/DD/YYYY] and [MM/DD/YYYY], or the results of its operations or its cash flows for the years then ended in accordance with accounting principles generally accepted in the United States of America.
Basis for Adverse Opinion
We conducted our audit in accordance with auditing standards generally accepted in the United States of America (GAAS). Our responsibilities under those standards are further described in the Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are required to be independent of the Company and to meet our other ethical responsibilities, in accordance with the relevant ethical requirements relating to our audits. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our adverse audit opinion.
[Describe the matter, e.g. As described in Note [Number], the Company has not consolidated the financial statements of its subsidiary [Name] and has instead accounted for the investment on the cost basis. In our opinion, the subsidiary should be consolidated under ASC 810. Because of the significance of the subsidiary, the effects on the financial statements are both material and pervasive. If the subsidiary were consolidated, many elements in the financial statements would be materially affected. The effects on the financial statements of failing to consolidate have not been determined [or: state the quantified effects].]
Responsibilities of Management for the Financial Statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance with [accounting principles generally accepted in the United States of America], and for the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error.
In preparing the financial statements, management is required to evaluate whether there are conditions or events, considered in the aggregate, that raise substantial doubt about the Company’s ability to continue as a going concern for one year after the date that the financial statements are [issued / available to be issued].
Auditor’s Responsibilities for the Audit of the Financial Statements
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance but is not absolute assurance and therefore is not a guarantee that an audit conducted in accordance with GAAS will always detect a material misstatement when it exists. The risk of not detecting a material misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal control. Misstatements are considered material if there is a substantial likelihood that, individually or in the aggregate, they would influence the judgment made by a reasonable user based on the financial statements.
In performing an audit in accordance with GAAS, we:
1. Exercise professional judgment and maintain professional skepticism throughout the audit.
1. Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, and design and perform audit procedures responsive to those risks. Such procedures include examining, on a test basis, evidence regarding the amounts and disclosures in the financial statements.
1. Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal control. Accordingly, no such opinion is expressed.
1. Evaluate the appropriateness of accounting policies used and the reasonableness of significant accounting estimates made by management, as well as evaluate the overall presentation of the financial statements.
1. Conclude whether, in our judgment, there are conditions or events, considered in the aggregate, that raise substantial doubt about the Company’s ability to continue as a going concern for a reasonable period of time.
We are required to communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit, significant audit findings, and certain internal control-related matters that we identified during the audit.
[Signature of CPA Firm Name]
[City, State]
[Report date: MM/DD/YYYY]
Variant D: disclaimer of opinion
[Variant D: Disclaimer of Opinion. The auditor was unable to obtain sufficient appropriate audit evidence and the possible effects of undetected misstatements could be both material and pervasive.]
To the [Board of Directors and Stockholders / Members / Owners] of [Client Name]
Disclaimer of Opinion
We were engaged to audit the financial statements of [Client Name] (the Company), which comprise the balance sheets as of [MM/DD/YYYY] and [MM/DD/YYYY], and the related statements of [income, changes in stockholders’ equity, and cash flows] for the years then ended, and the related notes to the financial statements.
We do not express an opinion on the accompanying financial statements of the Company. Because of the significance of the matter described in the Basis for Disclaimer of Opinion section of our report, we have not been able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on these financial statements.
Basis for Disclaimer of Opinion
[Describe the matter, e.g. The Company’s records do not permit the application of satisfactory audit procedures to revenue and receivables, and we were unable to obtain sufficient appropriate audit evidence about [amounts] as of and for the year ended [MM/DD/YYYY]. The possible effects on the financial statements of this inability to obtain evidence could be both material and pervasive.]
[If the auditor’s report includes other reportable matters, state them here or in a separate section.]
Responsibilities of Management for the Financial Statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance with [accounting principles generally accepted in the United States of America], and for the design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error.
In preparing the financial statements, management is required to evaluate whether there are conditions or events, considered in the aggregate, that raise substantial doubt about the Company’s ability to continue as a going concern for one year after the date that the financial statements are [issued / available to be issued].
Auditor’s Responsibilities for the Audit of the Financial Statements
Our responsibility is to conduct an audit of the Company’s financial statements in accordance with auditing standards generally accepted in the United States of America (GAAS) and to issue an auditor’s report. However, because of the matter described in the Basis for Disclaimer of Opinion section of our report, we were not able to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on these financial statements.
We are required to be independent of the Company and to meet our other ethical responsibilities, in accordance with the relevant ethical requirements relating to our audits.
[Drafting note: in a disclaimer of opinion the auditor does not state that the audit was conducted in accordance with GAAS or describe the audit procedures, which is why this variant leaves both out.]
[Signature of CPA Firm Name]
[City, State]
[Report date: MM/DD/YYYY]
Free template from CORAA (coraa.ai/us/templates). Draft for professional judgment: adapt it to the engagement and your firm’s methodology, have legal counsel review where needed, and check it against current AICPA, FASB and other applicable requirements before use.
