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The National Audit Office of the Republic of Kosovo is the highest 

institution of financial control, which for its work is accountable to the 

Assembly of Kosovo.  

The reports of the National Audit Office directly promote accountability 

of public institutions as they provide a base for holding managers’ of 

individual budget organisations to account. We are thus building 

confidence in the spending of public funds and playing an active role in 

securing taxpayers’ and other stakeholders’ interests in enhancing public 

accountability.  

This audit is carried out in line with the International Standards of 

Supreme Audit Institutions, and good European practices. 

The Auditor General has decided on the audit opinion on the Annual 

Financial Statements of the Health Insurance Fund in consultation with the 

Assistant Auditor General, Emine Fazliu, who supervised the audit. 

The report issued is a result of the audit carried out by Mirlinda Beqiri and 

Alban Beka, team leader and Neslihane Mati and Arnisa Aliu, team 

members under the management of the Head of Audit Department Faruk 

Rrahmani.  
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Executive Summary  

This report summarises the key issues arising from our audit of Health Insurance Fund for 2019, 

which includes the Opinion of the Auditor General on Annual Financial Statements. Examination 

of 2019 financial statements was undertaken in accordance with the International Standards of 

Supreme Audit Institutions (ISSAIs).  

Our audit focus has been on: 

  

Conclusions  

The Annual Financial Statements were prepared in accordance with the MoF Regulation 

No.01/2017 on Annual Financial Reporting by Budget Organizations.  

Health Insurance Fund has put in place a system of financial management and control, but 

additional actions are still needed that require further improvements in the management of 

subsidies for medical treatment and the management of procurements. There were also weaknesses 

in the management of assets in terms of their registration in the KFMIS and e-Assets systems. 

The response to prior year recommendations shows that of the three recommendations made, one 

was in the process of implementation, one was not addressed, and one recommendation is 

considered closed. 

 Opinion of the Auditor General1 

Unmodified Opinion  

For more details, refer to Section 1 of this report.  

Management’s Response on 2019 audit 
 

The Managemant of the Health Insurance Fund has agreed with audit findings and conclusions 

and has committed to address all given recommendations.  

 

The National Audit Office appreciates the cooperation of the management and personnel of the 

Health Insurance Fund during the audit process.  

                                                      
1 Annex I explains different types of Opinions in line with ISSAIs. 

 
Annual Financial 

Statements 

 

Financial 

Management and 

Control 

Implementation of 

recommendations 
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Audit Scope and Methodology 

The Audit involves examination and evaluation of Financial Statements and other financial records 

in regard to as the following: 

 Whether the financial statements give a true and fair view of the accounts and financial 

matters for the audit period; 

 Whether the financial records, systems and transactions comply with applicable laws 

and regulations;  

 Whether the internal controls and internal audit functions are appropriate and efficient; 

and 

 Whether appropriate actions for implementation of audit recommendations have been 

undertaken. 

The audit was based on risk assessment. We have analysed the Health Insurance Fund’s operations, 

the extent the management controls could be relied to in order to determine the level of in-depth 

testing required to obtain evidence supporting the Auditor General’s opinion. 

Our procedures have included a review of internal controls, accounting systems and interrelated 

substantive tests, as well as related governance arrangements to the extent considered necessary for 

the effective conduct of audit. Audit findings should not be regarded as representing a 

comprehensive overview of all the weaknesses that may exist, or of all improvements that could be 

made to the systems and procedures operated.  

The following chapters provide in detail our audit findings and recommendations in each audited 

area.  
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1 Audit Opinion on Annual Financial Statements  

We have audited the Annual Financial Statements of the Health Insurance Fund for the year ended 

on 31 December 2019 in accordance with the Law on NAO and the International Standards of 

Supreme Audit Institutions (ISSAIs). Audit examinations were carried out in order to allow 

expressing opinions on AFS which comprise the Statement of Cash Receipts and Payments, and 

Budget Execution Statement, provided further in detail.  

Unmodified Opinion  

In our opinion, the Annual Financial Statements for the year ended on 31 December 2019 give a true 

and fair view in all material respects, in accordance with International Public Sector Accounting 

Standards according to cash based accounting. 

Basis for the Opinion 

The audit is carried out in accordance with International Standards of Supreme Audit Institutions 

(ISSAIs). Our responsibilities under those standards are further described in the section ‘Auditor’s 

responsibilities for the audit of the Annual Financial Statements’ of our report. In compliance with 

ISSAI 10 and 30, and other relevant requirements for audit of budget organisations’ AFSs, the NAO 

is independent from the Health Insurance Fund. We believe that the audit evidence we have 

obtained is sufficient and appropriate to provide a basis for our audit opinion. 

Key Audit Matters  

The value of outstanding liabilities for medical treatment outside public health institutions 

(MTOPHI) at the end of 2019 amounted to €10,491,883. 

The high level of liabilities was a result of the lack of financial resources in the category of subsidies 

and transfers. The Heads of HIF have made continuous requests to the Ministry of Finance to 

increase the budget in order to settle the liabilities, but the requests have not been taken into account 

at the required level. 

According to Article 4 of AI 03/2017 on Medical Treatments outside Public Health Institutions, 

“Every citizen/resident of Kosovo has the right to apply in the programme for MTOPHI when a 

certain health service is not provided by public health institutions, in accordance with the provisions 

of this Administrative Instruction”. Medical commissions in UCCK issue consulting opinions for 

patients to be treated outside public institutions, while the Board as an independent body for 

MTOPHI approves the requests and obliges the Director of HIF to issue a decision on compensation. 

As a result of this process, the HIF is obliged to issue decisions for compensation even in the absence 

of funds, increasing the value of liabilities. Under these preconditions, the Ministry of Finance 

should support the HIF with a budget to settle liabilities and prevent their increase.  
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Responsibility of Management for AFS  

HIF Director is responsible for the preparation and fair presentation of financial statements in 

accordance with International Public Sector Accounting Standards – Financial Reporting under the 

Cash based Accounting. The management is also responsible for establishing internal controls 

which the management determines are necessary to enable the preparation of financial statements 

that are free from material misstatement, whether due to fraud or error. This includes the 

application of Law No. 03/L-048 on Public Financial Management and Accountability (as amended 

and supplemented) and Regulation No. 01/2017 on Annual Financial Statements of Budget 

Organisations.  

The Board of Directors is responsible to ensure oversight of Health Insurance Fund’s financial 

reporting process. 

Auditor General’s Responsibility for the audit of the AFS 

Our responsibility is to express an opinion on the AFS based on our audit conducted in accordance 

with ISSAIs. These standards require that we obtain reasonable assurance about whether the 

financial statements are free from material misstatements. 

Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in 

accordance with ISSAIs will detect every material misstatement that might exist. Misstatements may 

arise from fraud or error and are considered material if, individually or in the aggregate, they could 

influence the decisions taken on the basis of these AFS. 

The audit involves performing procedures to obtain evidence about the financial records and 

disclosures in the AFS. The procedures selected depend on the auditor’s judgment, including the 

assessment of the risks of material misstatement in the AFS, whether due to fraud or error. In 

making those risk assessments, the auditor considers internal control relevant to the entity’s 

preparation of the financial statements in order to design audit procedures that are appropriate in 

the entity’s circumstances, but not for the purpose of expressing an opinion on the effectiveness of 

the entity’s internal control.  

The audit also includes evaluating the appropriateness of accounting policies used and the 

reasonableness of accounting estimates made by the Management, as well as evaluating the 

presentation of the financial statements. 

We communicate with the management of the audited entity regarding the audit scope, planned 

time and significant findings including any significant shortcoming in internal control that we have 

identified during the audit.  

The audit report is published on the NAO’s website, except for information classified (as sensitive) 

or other legal or administrative prohibitions in accordance with applicable legislation 
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2 Financial Management and Control 

Our work related to Financial Management and Control (FMC) reflects the detailed audit activities 

undertaken on Revenue and Expenditure Systems within Budget Organisations. Specifically, we 

have handled budget management, procurement, human resources, assets and liabilities and the 

internal audit function. 

Financial Management and Control Conclusion 

In the context of financial systems, controls over budget planning and execution and expenditures 

in general require further improvement to prevent shortcomings. 

The main areas where more improvements are needed are the payment of salary benefits according 

to the Law on Health Insurance, procurement management with a focus on the evaluation process 

and the justification of funds from subsidies and the continuation of the reconciliation process. Asset 

management was not at the required level either as assets were not recorded as required. 

2.1 Budget Planning and Execution 

We have considered the sources of budget funds, and spending of funds by economic categories. 

This is highlighted in the following tables: 

Table 1. Sources of budgetary Funds (in €) 

Description  Initial Budget  
Final 

Budget2 
2019 Outturn  

% of outrun 
2019 

Source funds:  8,697,583 9,544,257  9,408,130 99 % 

Government Grant – Budget  7,797,583 9,484,257 9,376,126  99 % 

PAK revenues  900,000 60,000 32,004 53% 

The final budget compared to the initial budget was increased by €846,674. This increase is a result 

of the increase from the Government Grant. On the other hand, there was a decrease in PAK 

revenues with Government decisions due to the failure to spend the budget. These budget changes 

occurred with Government decisions No. 01/113 dated 05.11.2019 and No. 01/112 dated 17.12.2019. 

  

                                                      
2 Final budget – the budget approved by the assembly, which was subsequently adjusted for by the Ministry of Finance. 
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Table 2. Spending of funds by economic categories - (in €) 

Description  Initial Budget  Final Budget 2019 Outturn  
% of 

outrun 
2019 

Spending of funds by economic 
categories 

8,697,583 9,544,257 9,408,130 99 % 

Wages and Salaries 641,286 357,960 357,960 100 % 

Goods and Services  1,060,137 360,137 266,169 74 % 

Utilities 66,160 36,160 22,218 61 % 

Subsidies and Transfers 6,000,000 8,700,000 8,699,979 100 % 

Capital Investments  930,000 90,000 61,804 69 % 

Explanations for changes in budget categories are given below: 

 The final budget for wages and salaries compared to the initial budget was decreased by 

€283,326. The changes occurred with the Government decision as budget savings due to non-

filling the positions according to the Budget Law; 

 The final budget for goods and services compared to the initial budget was decreased by 

€700,000. The changes occurred with the Government decision as budget savings as a result 

of not spending the budget. According to the responsible officials of the organization, the 

failure to spend funds according to the initial budget occurred due to the non-extension of 

the HIF to the regional offices; 

 The final budget for utilities compared to the initial budget was decreased by €30,000. The 

changes occurred by Government decision as budget savings; 

 The final budget for subsidies and transfers compared to the initial budget was increased by 

€2,700,000. The changes occurred with the Government decision for the payment of liabilities 

for health treatments outside public health institutions; and 

 The final budget for capital investments compared to the initial budget was decreased by 

€840,000. The changes occurred by the Government decision as budget savings as a result of 

the failure to spend the budget for projects planned according to the initial budget. 

2.1.1 Wages and Salaries  

The final budget for wages and salaries is €357,960, which was spent at 100%. The number of 

employees according to the budget was 98, while at the end of the year their number was 44. 

According to the responsible officials of the organization, the failure to fill vacancies occurred in the 

absence of conditions for the extension of HIF to the regional offices. During 2019, six young people 
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were employed. We tested 11 samples for substantive tests in the amount of €6,860, as well as seven 

samples for compliance tests. 

Issue A1 – Application of the benefits for civil servants  

Finding  According to the Government decision of the Republic of Kosovo no. 11/126 

dated 26.05.2010, para 1 states that "All employees categorized as civil 

servants according to the Law on Civil Service approved by the Assembly of 

the Republic of Kosovo shall receive financial resources on a monthly basis, 

in the amount of €30 gross ''. The Law on Health Insurance Article 27.3 states, 

“The employees of the Fund are not part of Kosovo civil service and their 

status is regulated with sub-legal act proposed by the Steering Board and 

approved by the Government.  

In testing the samples from the salary category, we noticed that 44 employees 

of HIF received the benefit for civil servants in the amount of €30 per month, 

despite the fact that they are not civil servants. The total value for the period 

march- december was €13,200. According to HIF officials, the benefits are 

taken by the Ministry of Public Administration and they find it impossible to 

intervene. 

Impact Payment of benefits for employees who are not civil servants is contrary to 

the Government decision but also has a financial impact on the HIF budget.  

Recommendation A1 The Board of Directors and the Fund Director should ensure that the 

necessary measures are taken to ensure that the compensation of salaries for 

HIF staff is done in accordance with the Law on Labour. 

2.1.2 Goods and Services and Utilities  

The final budget for goods and services in 2019 was €396,297 (including the budget for utility costs), 

of which €288,387 was spent. They mainly relate to the costs of rent, maintenance and physical 

security of the building as well as other expenses. We tested nine (9) samples for substantive tests 

in the amount of €34,450 and four (4) samples for compliance tests.  
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Issue A2 – Failure to use the right to request clarifications  

Finding  According to Article 39 of the Rules and Operational Guidelines for Public 

Procurement para 3, “It is permissible for a contracting authority during the 

evaluation to request and receive information or documents that had been 

missing from the original application/tender. Those documents, however, 

must objectively present sufficient evidence which reasonably present the 

existing status before the date of the publication of contract notice”. We have 

noticed that:  

 In the procurement procedure "Translation of official documents of the 

HIF" the requests made regarding professional suitability it required to 

meet three3 criteria, including a reference letter from employers or any 

other document that proves the previous experience of the translator. The 

winning EO had not fully met the requirements as regarding the above 

criteria, only CV or certificates for court interpreter were attached (these 

were special criteria). The tender evaluation commission and the 

procurement officer did not request additional information from the EO 

and continued with the procedure by signing the contract since the bid 

was cheaper. The contract was signed on 24.06.2019 in the amount of 

€4,898; and  

 In the procurement procedure “Hygienic and Technical Maintenance of 

the Facility of HIF” the EO4 was eliminated because it did not provide a 

reference for the project manager regarding previous managerial work. 

According to the procurement manager, EO has presented a letter of 

recommendation but has not provided sufficient evidence. HIF has not 

requested information or documents for tender clarification. The 

Commission was not aware that they could request additional 

information or documents.  

Impact Failure to comply with legal provisions increases the risk of signing contracts 

with irresponsible operators. This undermines the transparency of the 

process and the possibility of discrimination against other competing 

operators and may cause financial losses to the fund. 

Recommendation A2 The Board of Directors and the Fund Director should ensure that the tender 

evaluation commission makes a full examination of the bids, and where there 

is a need for further clarifications on the part of the EO, it should inform them 

by providing the necessary information within the allowed limits.  



ZYRA KOMBËTARE E AUDITIMIT - NACIONALNA KANCELARIJA REVIZIJE -NATIONAL AUDIT OFFICE 

 

12 

2.1.3 Subsidies and Transfers  

The final budget for subsidies was €8,700,000, of which €8,699,979 was spent in 2019. They relate to 

covering the costs of treating patients outside public health institutions. We tested 100 samples for 

substantive tests in the amount of €3,351,852 as well as 100 samples for compliance tests. 

Issue B1 – Failure to justify the funds for subsidised medical treatment  

Finding  Article 5.5 of AI 03/2017 on medical treatment outside public health 

institutions states that the Fund Director shall issue a letter of commitment 

for covering expenses of medical treatment. The letter of commitment issued 

by HIF states that the expense is covered at the time of completion of 

administrative procedures based on the letter of issuance and invoice by the 

institution. We identified that: 

 In 25 samples as emergency cases, no evidence (invoice or receipt) was 

provided for payments made for emergency cases. According to the 

management, these shortcomings come from the inability to obtain these 

documents from health institutions abroad and the shortcomings of the 

AI; and 

 In 50 samples as non-emergency cases, no evidence of treatment was 

provided, which is contrary to the requirements of the decision issued to 

the party, which states that the party is obliged to bring the invoices for 

medical expenses from the responsible institution after the treatment. 

According to Fund officials, the parties did not send invoices of expenses 

after the treatment. 

Impact The lack of a consistent and clear strategy for full justification of expenditures 

for MTOPHI causes difficulties in cost management and may create the 

possibility of irregular payments or payments for services, which have not 

been received. 

Recommendation B1 The Board of Directors and the Fund Director should establish effective 

mechanisms to ensure that the beneficiary parties are complying with the 

obligations for the full reasonableness of the expenditures subsidised by the 

Fund. 

 

                                                      
3 “For translators, • CV, • copy of university degree - English language or act decisions or certificates for court interpreter 

are valid instead of diploma - copy • reference letter from employers or any other document that proves previous 
experience of translators for English - Albanian translation and vice versa - copy.  

4 The bid of the eliminated EO was €12,420, while the contract signed with the EO was €12,720 or €300 higher.  
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Issue C1 – Harmonisation with hospitals where the MTOPHI services are carried out  

Finding  Paragraph 5 of Article 12 of the Administrative Instruction AI no. 03/2017 on 

MTOPHI obliges the division for MTOPHI to maintain regular 

communication with the institutions where patients subsidised are treated, 

and on a quarterly basis, it should provide information on the treatment 

status of them. 

We have noticed progress in this area since the Fund Director established the 

commission for financial reconciliation on 28.02.2019. By the end of 2019, out 

of 274 institutions, reconciliations were performed in 13 of them, where 

available funds in the amount of €383,2225 were identified. The 

reconciliations started with the institutions with which they had the most of 

medical treatments and the commission is still in the process of making the 

reconciliations.  

Impact The reconciliations made directly affect the identification of available funds, 

enabling the treatment of patients who are waiting and consequently also in 

the the decrease of liabilities. 

Recommendation C1 The Board of Directors and the Fund Director should ensure the continuation 

of the reconciliation-harmonisation process with an enhanced intensity in 

order to identify the available funds and increase the possibility for the 

treatment of patients who are waiting.  

2.1.4 Capital Investments  

The final budget for capital investments was €90,000, of which €61,804 was spent in 2019. They are 

related to the purchase of the vehicle and the project-design work for the HIF building. We have 

tested five samples for substantive tests in the amount of €61,804, as well as three (3) samples for 

compliance tests. 

2.2 Capital and Non-capital Assets  

The value of capital assets presented in the 2019 AFS was €140,645, while the value of non-capital 

assets was €94,398. Stocks at the end of the year were €3,353. We tested eight (8) samples for 

substantive tests in the amount of €125,342, as well as compliance tests. 

We have reviewed whether the record keeping process is in compliance with the requirements of 

MoF Regulation - No. 02/2013 on the management of non-financial assets by budget organizations, 

the inventory process and the physical existence of assets.  

                                                      
5 Management decided that available funds should be used to treat patients who are on the waiting list for payment. 
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Issue A3 – Weaknesses in the accounting asset register  

Finding  According to Article 6.3 of Regulation - No. 02/2013 on the management of 

non-financial assets by budget organizations, “Capital assets must be 

registered in KFMIS, while non-capital assets and stocks must be registered 

in the "e-assets" system. 

We identified that capital assets in the amount of €56,5716 were not registered 

in KFMIS (assets purchased in 2019 by HIF in the amount of €31,304 and 

assets in the amount of €25,267 were not transferred from the Ministry of 

Health MoH). As well and assets under €1,000 purchased during 2019 were 

not registered in the e-assets system. However, the HIF had all assets 

recorded in the internal registers and the value presented in the AFS was 

based on the registers.  

Despite the efforts of HIF officials to transfer assets from the MoH this did 

not happen until the publication of the AFS.  

Impact Incomplete registration of assets in KFMIS and in the e-assets system not only 

is contrary to the regulation, but also prevents the Ministry of Finance from 

having information about HIF assets and affects their management. 

Recommendation A3 The Board of Directors and the Fund Director should ensure that all assets are 

recorded in the relevant registers, in order to have an asset management and 

reporting in accordance with the requirements of the regulation on the 

management of non-financial assets.  

2.3 Liabilities  

2.3.1 Outstanding Liabilities  

The statement of liabilities at the end of 2019 was €10,508,520, of which €686,571 was with payment 

deadline of less than 30 days, while €9,821,949 more than 30 days. Most of these liabilities (99.84%) 

belong to health treatments abroad. We tested 100 samples in the amount of €4,411,473.  

2.3.2 Contingent liabilities  

The statement of contingent liabilities at the end of 2019 disclosed in the AFS was estimated at 

around €115,546.  

                                                      
6 According to the AFS of HIF, the net value of assets over € 1,000 was € 140,645, while according to the Annual Financial 

Report of the Budget of the Republic of Kosovo, the value of assets over € 1,000 for HIF was € 84,074 
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2.3.3 Contractual liabilities  

Based on the information received from the HIF, the value of contractual liabilities was €948,974. 

These contractual liabilities relate to the project for the supply of IT equipment and the lease of the 

HIF facility. 

2.4 Internal Audit Function  

The Internal Audit Unit (IAU) operates with one staff member, who is also the Head of the IAU. 

The IAU has drafted the annual work plan where 4 audits were planned, which were conducted 

during the year. 

Internal audit reports have covered the field of treatments abroad, cost management, personnel 

management and pharmaceutical service management. Nine (9) recommendations were made from 

the reports, of which six (6) were implemented and three (3) were in the process of implementation. 

The IAU has reported to the CHU-IA on how the IAU operates in the HIF, including the 

implementation of reports, the number of recommendations made and how many of them have 

been implemented. 

The Audit Committee was established on 11.09.2019 and by the end of 2019 it held four (4) meetings 

where conclusions were drawn and recommendations were made for improving the IAU system.  

3 Progress in implementing recommendations 

During 2018, the Fund operated within the Ministry of Health. In the 2018 AFS report of the Ministry 

of Health, three (3) recommendations were related to HIF. The HIF was established as a budget 

organization in 2019 and the implementation of recommendations has been passed to the 

management of HIF. 

By the end of our 2019 audit, one recommendation is in process, one recommendation was not 

addressed and one recommendation is considered closed. For a more through description of the 

recommendations and how they are addressed, see Table 3 (or Table of recommendations). 
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Table 3. Summary of prior year recommendations and of 2019 

N
o. 

Audit area  Recommendations of 2018  Actions taken  Status 

1 Subsidies 
and 
Transfers  

The Minister should immediately 
establish a commission to conduct 
a reconciliation process which 
would cover all private hospitals, 
in order to ensure that any fund 
paid to the said hospitals in excess 
to the actual treatments costs is 
returned to MoH.  

The Fund Director 
established the commission 
for financial reconciliations 
on 28.02.2019. By the end of 
2019, reconciliations were 
carried out with 13 
institutions where €383,222 
were available funds. The 
commission is still in the 
process of reconciliations. See 
C1. 

Partly 
implement
ed  

2 Subsidies 
and 
Transfers 

The Minister should establish 
mechanisms in order to ensure 
that beneficiaries fully adhere to 
the reasoning provided for 
expenditures subsidised by the 
Ministry.  

In testing the payments this 
year, we have encountered 
the same cases. See B1. 

Unimplem
ented  

3 Outstandi
ng 
liabilities  

The Minister should ensure that 
the Executive Board of TOPHI, 
while approving patients’ 
applications for treatments, 
considers the available budget 
funds and that it does not 
approved any application that 
lead to liabilities for the following 
years.  

Liabilities are at a high level 
this year as well. However, 
this does not depend on the 
HIF. See key issues. 

Closed  

N
o. 

Audit area  Recommendations of 2019 

1 Wages 
and 
Salaries  

The Board of Directors and the Fund Director should ensure that the necessary 
measures are taken to ensure that the compensation of salaries for HIF staff is 
done in accordance with the Law on Labour 

2 Goods 
and 
Services  

The Board of Directors and the Fund Director should ensure that the tender 
evaluation commission makes a full examination of the bids, and where there is 
a need for further clarifications on the part of the EO, it should inform them by 
providing the necessary information within the allowed limits 
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3 Subsidies 
and 
Transfers  

The Board of Directors and the Fund Director should establish effective 
mechanisms to ensure that the beneficiary parties are complying with the 
obligations for the full reasonableness of the expenditures subsidised by the Fund 

4 Subsidies 
and 
Transfers 

The Board of Directors and the Fund Director should ensure the continuation of 
the reconciliation-harmonisation process with an enhanced intensity in order to 
identify the available funds and increase the possibility for the treatment of 
patients who are waiting 

5 Assets  The Board of Directors and the Fund Director should ensure that all assets are 
recorded in the relevant registers, in order to have an asset management and 
reporting in accordance with the requirements of the regulation on the 
management of non-financial assets 

 

*This report is a translation from the Albanian original version. In case of discrepancies, Albanian 

version shall prevail 
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Annex I: Explanation of the Different Types of Opinion 

Applied by NAO  

(extract from ISSAI 200) 

Form of opinion 

147. The auditor should express an unmodified opinion if it is concluded that the financial 

statements are prepared, in all material respects, in accordance with the applicable financial 

framework.  

If the auditor concludes that, based on the audit evidence obtained, the financial statements as a 

whole are not free from material misstatement, or is unable to obtain sufficient appropriate audit 

evidence to conclude that the financial statements as a whole are free from material misstatement, 

the auditor should modify the opinion in the auditor’s report in accordance with the section on 

“Determining the type of modification to the auditor’s opinion”.  

148. If financial statements prepared in accordance with the requirements of a fair presentation 

framework do not achieve fair presentation, the auditor should discuss the matter with the 

management and, depending on the requirements of the applicable financial reporting framework 

and how the matter is resolved, determine whether it is necessary to modify the audit opinion. 

Modifications to the opinion in the auditor’s report 

151. The auditor should modify the opinion in the auditor's report if it is concluded that, based on 

the audit evidence obtained, the financial statements as a whole are not free from material 

misstatement, or if the auditor was unable to obtain sufficient appropriate audit evidence to 

conclude that the financial statements as a whole are free from material misstatement. Auditors may 

issue three types of modified opinions: a qualified opinion, an adverse opinion and a disclaimer of 

opinion. 

Determining the type of modification to the auditor’s opinion  

152. The decision regarding which type of modified opinion is appropriate depends upon:  

 The nature of the matter giving rise to the modification – that is, whether the financial 

statements are materially misstated or, in the event that it was impossible to obtain sufficient 

appropriate audit evidence, may be materially misstated; and  

 The auditor’s judgment about the pervasiveness of the effects or possible effects of the matter 

on the financial statements.  
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153. The auditor should express a qualified opinion if: (1) having obtained sufficient appropriate 

audit evidence, the auditor concludes that misstatements, individually or in the aggregate, are 

material, but not pervasive, to the financial statements; or (2) the auditor was unable to obtain 

sufficient appropriate audit evidence on which to base an opinion, but concludes that the effects on 

the financial statements of any undetected misstatements could be material but not pervasive.  

154. The auditor should express an adverse opinion if, having obtained sufficient appropriate audit 

evidence, the auditor concludes that misstatements, individually or in the aggregate, are both 

material and pervasive to the financial statements. 

155. The auditor should disclaim an opinion if, having been unable to obtain sufficient appropriate 

audit evidence on which to base the opinion, the auditor concludes that the effects on the financial 

statements of any undetected misstatements could be both material and pervasive. If, after accepting 

the engagement, the auditor becomes aware that management has imposed a limitation on the audit 

scope that the auditor considers likely to result in the need to express a qualified opinion or to 

disclaim an opinion on the financial statements, the auditor should request that management 

remove the limitation.  

156. If expressing a modified audit opinion, the auditor should also modify the heading to 

correspond with the type of opinion expressed. ISSAI 170519 provides additional guidance on the 

specific language to use when expressing a modified opinion and describing the auditor’s 

responsibility. It also includes illustrative examples of reports.  

Emphasis of Matter paragraphs and Other Matters paragraphs in the auditor’s report  

157. If the auditor considers it necessary to draw users’ attention to a matter presented or disclosed 

in the financial statements that is of such importance that it is fundamental to their understanding 

of the financial statements, but there is sufficient appropriate evidence that the matter is not 

materially misstated in the financial statements, the auditor should include an Emphasis of Matter 

paragraph in the auditor’s report. Emphasis of Matter paragraphs should only refer to information 

presented or disclosed in the financial statements. 

158. An Emphasis of Matter paragraph should:  

 be included immediately after the opinion;  

 use the Heading “Emphasis of Matter” or another appropriate heading;  

 include a clear reference to the matter being emphasised and indicate where the relevant 

disclosures that fully describe the matter can be found in the financial statements; and  

 indicate that the auditor’s opinion is not modified in respect of the matter emphasised.  
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159. If the auditor considers it necessary to communicate a matter, other than those presented or 

disclosed in the financial statements, which, in the auditor’s judgement, is relevant to users’ 

understanding of the audit, the auditor’s responsibilities or the auditor’s report, and provided this 

is not prohibited by law or regulation, this should be done in a paragraph with the heading “Other 

Matter,” or another appropriate heading. This paragraph should appear immediately after the 

Opinion and any Emphasis of Matter paragraph. 
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Annex II: Letter of Confirmation  

 

 

 


