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ISA 706, Emphasis of Matter Paragraphs and Other Matter Paragraphs in the
Independent Auditor’s Report
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The Saudi Organization for Certified Public Accountants (SOCPA) has endorsed of ISA 706 as
issued by the IAASB taking in consideration the general additions/modifications stated
Endorsement Document
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INTERNATIONAL STANDARD ON AUDITING

706 (REVISED)

EMPHASIS OF MATTER PARAGRAPHS AND

OTHER MATTER PARAGRAPHS IN THE
INDEPENDENT AUDITOR’S REPORT
(Effective for audits of financial statements for
periods ending on or after December 15, 2016)
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Appendix 1: List of ISAs Containing Requirements for
Emphasis of Matter Paragraphs

Appendix 2: List of ISAs Containing Requirements for
Other Matter Paragraphs

Appendix 3:
Includes a Key Audit Matters Section, an Emphasis of
Matter Paragraph, and an Other Matter Paragraph
Appendix 4:
Containing a Qualified Opinion Due to a Departure from
the Applicable Financial Reporting Framework and that
Includes an Emphasis of Matter Paragraph
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International Standard on Auditing (ISA) 706 (Revised), Emphasis
of Matter Paragraphs and Other Matter Paragraphs in the
Independent Auditor’s Report, should be read in conjunction with
ISA 200, Overall Objectives of the Independent Auditor and the
Conduct of an Audit in Accordance with International Standards on
Auditing.
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Introduction

Scope of this ISA
1.

This International Standard on Auditing (ISA) deals with
additional communication in the auditor’s report when the auditor
considers it necessary to:

(a) Draw users’ attention to a matter or matters presented or
disclosed in the financial statements that are of such
importance that they are fundamental to users’ understanding
of the financial statements; or

Draw users’ attention to any matter or matters other than
those presented or disclosed in the financial statements that

(b)
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are relevant to users’ understanding of the audit, the auditor’s
responsibilities or the auditor’s report.
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2. ISA 701! establishes requirements and provides guidance when the
auditor determines key audit matters and communicates them in the
auditor’s report. When the auditor includes a Key Audit Matters
section in the auditor’s report, this ISA addresses the relationship
between key audit matters and any additional communication in the
auditor’s report in accordance with this ISA. (Ref: Para. A1-A3)
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3. ISA 570 (Revised)? establishes requirements and provides guidance
about communication in the auditor’s report relating to going
concern.
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4. Appendices 1 and 2 identify ISAs that contain specific requirements
for the auditor to include Emphasis of Matter paragraphs or Other
Matter paragraphs in the auditor’s report. In those circumstances,
the requirements in this ISA regarding the form of such paragraphs
apply. (Ref: Para. A4)
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Effective Date
5. This ISA is effective for audits of financial statements for periods
beginning on or after December 15, 2009.
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Objective

6. The objective of the auditor, having formed an opinion on the
financial statements, is to draw users’ attention, when in the
auditor’s judgment it is necessary to do so, by way of clear
additional communication in the auditor’s report, to:

(a) A matter, although appropriately presented or disclosed in the
financial statements, that is of such importance that it is
fundamental to wusers’ understanding of the financial
statements; or

(b) As appropriate, any other matter that is relevant to users’
understanding of the audit, the auditor’s responsibilities or the
auditor’s report.
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Definitions
7. For purposes of the ISAs, the following terms have the meanings
attributed below:

(@) Emphasis of Matter paragraph — A paragraph included in the
auditor’s report that refers to a matter appropriately presented
or disclosed in the financial statements that, in the auditor’s
judgment, is of such importance that it is fundamental to users’
understanding of the financial statements.

(b) Other Matter paragraph — A paragraph included in the
auditor’s report that refers to a matter other than those
presented or disclosed in the financial statements that, in the
auditor’s judgment, is relevant to users’ understanding of the
audit, the auditor’s responsibilities or the auditor’s report.
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Requirements
Emphasis of Matter Paragraphs in the Auditor’s
Report

8. If the auditor considers it necessary to draw users’ attention to a
matter presented or disclosed in the financial statements that, in the
auditor’s judgment, is of such importance that it is fundamental to
users’ understanding of the financial statements, the auditor shall
include an Emphasis of Matter paragraph in the auditor’s report
provided: (Ref: Para. A5-A6)

(a) The auditor would not be required to modify the opinion in
accordance with ISA 705 (Revised)3 as a result of the matter;
and
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matter more prominently than other matters in the Key Audit
Matters section (e.g., as the first matter) or by including additional
information in the description of the key audit matter to indicate the
importance of the matter to users’ understanding of the financial
statements.
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A3. There may be a matter that is not determined to be a key audit matter
in accordance with ISA 701 (i.e., because it did not require
significant auditor attention), but which, in the auditor’s judgment,
is fundamental to users’ understanding of the financial statements
(e.g., a subsequent event). If the auditor considers it necessary to
draw users’ attention to such a matter, the matter is included in an
Emphasis of Matter paragraph in the auditor’s report in accordance
with this ISA.
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Circumstances in Which an Emphasis of Matter

Paragraph May Be Necessary (Ref: Para. 4, 8)

A4. Appendix 1 identifies ISAs that contain specific requirements for
the auditor to include Emphasis of Matter paragraphs in the
auditor’s report in certain circumstances. These circumstances
include:

* When a financial reporting framework prescribed by law or
regulation would be unacceptable but for the fact that it is
prescribed by law or regulation.

« To alert users that the financial statements are prepared in
accordance with a special purpose framework.

»  When facts become known to the auditor after the date of the
auditor’s report and the auditor provides a new or amended
auditor’s report (i.e., subsequent events).®
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A5. Examples of circumstances where the auditor may consider it

necessary to include an Emphasis of Matter paragraph are:

* An uncertainty relating to the future outcome of exceptional
litigation or regulatory action.

» Asignificant subsequent event that occurs between the date of
the financial statements and the date of the auditor’s report.®

» Early application (where permitted) of a new accounting
standard that has a material effect on the financial statements.

» A major catastrophe that has had, or continues to have, a
significant effect on the entity’s financial position.
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A6. However, a widespread use of Emphasis of Matter paragraphs may
diminish the effectiveness of the auditor’s communication about
such matters.
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Including an Emphasis of Matter Paragraph in the

Auditor’s Report (Ref: Para. 9)

A7. The inclusion of an Emphasis of Matter paragraph in the auditor’s
report does not affect the auditor’s opinion. An Emphasis of Matter
paragraph is not a substitute for:

(a) A modified opinion in accordance with ISA 705 (Revised) when
required by the circumstances of a specific audit engagement;

(b) Disclosures in the financial statements that the applicable
financial reporting framework requires management to make, or
that are otherwise necessary to achieve fair presentation; or

(c) Reporting in accordance with ISA 570 (Revised)7 when a
material uncertainty exists relating to events or conditions that
may cast significant doubt on an entity’s ability to continue as a
going concern.
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AB8. Paragraphs A16-A17 provide further guidance on the placement of
Emphasis of Matter paragraphs in particular circumstances.
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Other Matter Paragraphs in the Auditor’s Report

(Ref: Para. 10-11)

Circumstances in Which an Other Matter Paragraph May Be Necessary

Relevant to Users’ Understanding of the Audit

A9. ISA 260 (Revised) requires the auditor to communicate with those
charged with governance about the planned scope and timing of the
audit, which includes communication about the significant risks
identified by the auditor.® Although matters relating to significant
risks may be determined to be key audit matters, other planning and
scoping matters (e.g., the planned scope of the audit, or the
application of materiality in the context of the audit) are unlikely to
be key audit matters because of how key audit matters are defined
in ISA 701. However, law or regulation may require the auditor to
communicate about planning and scoping matters in the auditor’s
report, or the auditor may consider it necessary to communicate
about such matters in an Other Matter paragraph.

o) gl all i B s AT gl i 88
Ay AT ol 558 g 555 6 il Cig LI
m\fﬂ u.md;.\...ml\ NJJ ‘)A\}” Ada
LS sally (pilCall £30) aalal) (g (Y10 ) dral ) jlae llayy A
oe &)\Jy‘ Cranialy Ls.ﬂ\} ‘LgJ Laladl u.ﬁ}\lb m\)d\ dU:.u
D5V ol et ) ey (Ogalsall aaas 3 degall i)
Jaa) e jeal oS Baaaa (6K a8 dagall lalaally ANl culd
(JBl o o) @aill s Ialadill (5 AY) 5 saY) (3 st
Ghv b Al Laal) Guki gl daalall Lhaall @il
oy Axa)pall Ay el 0585 O Jainall e (g (Raal sl
(V) Al el Jlre (8 Aral pall At )l gaY) Gy e 45 5k
sl e Y aad el e gl U1 Akt bl g Gl aa
LJSJ_")"AH w‘\_li c;\‘)‘d\ L5,):.‘.-\§ :5‘ ‘oﬁ)ﬁ‘;‘&M\_’w\
A el 58 ) sed) i e g3

(\\c\~u_u)ss]\

A10. In the rare circumstance where the auditor is unable to withdraw
from an engagement even though the possible effect of an inability
to obtain sufficient appropriate audit evidence due to a limitation on
the scope of the audit imposed by management is pervasive,® the
auditor may consider it necessary to include an Other Matter
paragraph in the auditor’s report to explain why it is not possible for
the auditor to withdraw from the engagement.
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Relevant to Users’” Understanding of the Auditor’s Responsibilities or

the Auditor’s Report

All. Law, regulation or generally accepted practice in a jurisdiction
may require or permit the auditor to elaborate on matters that
provide further explanation of the auditor’s responsibilities in the
audit of the financial statements or of the auditor’s report thereon.
When the Other Matter section includes more than one matter that,
in the auditor’s judgment, is relevant to users’ understanding of the
audit, the auditor’s responsibilities or the auditor’s report, it may be
helpful to use different sub-headings for each matter.
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Al12. An Other Matter paragraph does not deal with circumstances
where the auditor has other reporting responsibilities that are in
addition to the auditor’s responsibility under the ISAs (see Other
Reporting Responsibilities section in ISA 700 (Revised)™), or
where the auditor has been asked to perform and report on additional
specified procedures, or to express an opinion on specific matters.
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Reporting on more than one set of financial statements

Al13. An entity may prepare one set of financial statements in
accordance with a general purpose framework (e.g., the national
framework) and another set of financial statements in accordance
with another general purpose framework (e.g., International
Financial Reporting Standards), and engage the auditor to report on
both sets of financial statements. If the auditor has determined that
the frameworks are acceptable in the respective circumstances, the
auditor may include an Other Matter paragraph in the auditor’s
report, referring to the fact that another set of financial statements
has been prepared by the same entity in accordance with another
general purpose framework and that the auditor has issued a report
on those financial statements.
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Restriction on distribution or use of the auditor’s report

Al4. Financial statements prepared for a specific purpose may be
prepared in accordance with a general purpose framework because
the intended users have determined that such general purpose
financial statements meet their financial information needs. Since
the auditor’s report is intended for specific users, the auditor may
consider it necessary in the circumstances to include an Other
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Matter paragraph, stating that the auditor’s report is intended solely
for the intended users, and should not be distributed to or used by
other parties.

S A Y Gy Omite (perdial Ll 4 s pal )
oAl Gkl U8 e daladii

Including an Other Matter Paragraph in the Auditor’s Report

A15. The content of an Other Matter paragraph reflects clearly that such
other matter is not required to be presented and disclosed in the
financial statements. An Other Matter paragraph does not include
information that the auditor is prohibited from providing by law,
regulation or other professional standards, for example, ethical
standards relating to confidentiality of information. An Other
Matter paragraph also does not include information that is required
to be provided by management.
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Placement of Emphasis of Matter Paragraphs and

Other Matter Paragraphs in the Auditor’s Report

(Ref: Para. 9, 11)

Al6. The placement of an Emphasis of Matter paragraph or Other
Matter paragraph in the auditor’s report depends on the nature of the
information to be communicated, and the auditor’s judgment as to
the relative significance of such information to intended users
compared to other elements required to be reported in accordance
with ISA 700 (Revised). For example:

Emphasis of Matter Paragraphs

* When the Emphasis of Matter paragraph relates to the applicable
financial reporting framework, including circumstances where the
auditor determines that the financial reporting framework
prescribed by law or regulation would otherwise be unacceptable,'*
the auditor may consider it necessary to place the paragraph
immediately following the Basis of Opinion section to provide
appropriate context to the auditor’s opinion.

¢ When a Key Audit Matters section is presented in the auditor’s
report, an Emphasis of Matter paragraph may be presented either
directly before or after the Key Audit Matters section, based on the
auditor’s judgment as to the relative significance of the information
included in the Emphasis of Matter paragraph. The auditor may also
add further context to the heading “Emphasis of Matter”, such as
“Emphasis of Matter — Subsequent Event”, to differentiate the
Emphasis of Matter paragraph from the individual matters described
in the Key Audit Matters section.

Other Matter Paragraphs

* When a Key Audit Matters section is presented in the auditor’s
report and an Other Matter paragraph is also considered necessary,
the auditor may add further context to the heading “Other Matter”,
such as “Other Matter — Scope of the Audit”, to differentiate the
Other Matter paragraph from the individual matters described in the
Key Audit Matters section.

* When an Other Matter paragraph is included to draw users’ attention
to a matter relating to Other Reporting Responsibilities addressed in
the auditor’s report, the paragraph may be included in the Report on
Other Legal and Regulatory Requirements section.

* When relevant to all the auditor’s responsibilities or users’
understanding of the auditor’s report, the Other Matter paragraph
may be included as a separate section following the Report on the
Audit of the Financial Statements and the Report on Other Legal
and Regulatory Requirements.
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A17. Appendix 3 is an illustration of the interaction between the Key
Audit Matters section, an Emphasis of Matter paragraph and an
Other Matter paragraph when all are presented in the auditor’s
report. The illustrative report in Appendix 4 includes an Emphasis
of Matter paragraph in an auditor’s report for an entity other than a
listed entity that contains a qualified opinion and for which key
audit matters have not been communicated.
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Communication

Governance (Ref. Para. 12)
Al18. The communication required by paragraph 12 enables those

with  Those Charged with

charged with governance to be made aware of the nature of any
specific matters that the auditor intends to highlight in the auditor’s
report, and provides them with an opportunity to obtain further
clarification from the auditor where necessary. Where the inclusion
of an Other Matter paragraph on a particular matter in the auditor’s
report recurs on each successive engagement, the auditor may
determine that it is unnecessary to repeat the communication on
each engagement, unless otherwise required to do so by law or
regulation.
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Appendix 1

(Ref: Para. 4, A4)

List of ISAs Containing Requirements for Emphasis of Matter
Paragraphs

This appendix identifies paragraphs in other ISAs that require the
auditor to include an Emphasis of Matter paragraph in the auditor’s
report in certain circumstances. The list is not a substitute for
considering the requirements and related application and other
explanatory material in ISAs.

*ISA 210, Agreeing the Terms of Audit Engagements — paragraph 19(b)

« ISA 560, Subsequent Events — paragraphs 12(b) and 16
« ISA 800, Special Considerations—Audits of Financial Statements

Prepared in Accordance with Special Purpose Frameworks —
paragraph 14

‘ :(V) Gl

(£1558 5 ¢ 5,8 :aal )

A3 grdd) 4y o) ASlaal) B Sadinal) dag jall 43 gall juleally 4aild

soli) il ) 881 et o (g gias

Gl il 5 o5 AV daal yall yulaa 853 ) 0 <l il Salall 138 sasy

23 Yy Al g yla 8oy 58 8 ol il 3 58 () (o gl jall (e

Ayl o) sall 5 (Baadail) 5 lllaiall Glasadl 3 3331 (e Sy Al

Faal el julea 8505l 28 <3 5 AY)

- e pall bl )l Lo g g o GLEYP (V) ) Aaal ) Jxa e
.(L._a)\‘\ 3_yaall

T s (@)VY G - i Sa Y (010 ) daal el Jlma e

f‘j/}'d/ mqu uLl.la.c - dals u/JLﬁc/‘ c(/\~: );fu;\)d\ )l,.\su .
N gl oMl e Gl b [ saed Lullal/

Appendix 2
(Ref: Para. 4)
List of
Paragraphs

This appendix identifies paragraphs in other ISAs that require the
auditor to include an Other Matter paragraph in the auditor’s report in
certain circumstances. The list is not a substitute for considering the
requirements and related application and other explanatory material in
ISAs.

» ISA 560, Subsequent Events — paragraphs 12(b) and 16

* ISA 710, Comparative Information—Corresponding Figures and
Comparative Financial Statements — paragraphs 13-14, 16-17 and
19

e ISA 720, The Auditor’s Responsibilities Relating to Other
Information in Documents Containing Audited Financial Statements
— paragraph 10(a)

ISAs Containing Requirements for Other Matter
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Appendix 3

(Ref: Para. A17)

Illustration of an Auditor’s Report that Includes a Key Audit
Matters Section, an Emphasis of Matter Paragraph, and an Other
Matter Paragraph

For purposes of this illustrative auditor’s report, the following
circumstances are assumed:

Audit of a complete set of financial statements of a listed entity
using a fair presentation framework. The audit is not a group audit
(i.e., ISA 600" does not apply).

The financial statements are prepared by management of the entity
in accordance with International Financial Reporting Standards
(IFRSs) (a general purpose framework).

(Y @l

(O VT8 aal )

Ai ) gl Lewd el M) palpall 88 s gigsal
<) AT yal 5488 9 (oLl cudl 5 88 g cdaal yall

ASbaal) b Apallatl Al e (35 ey e AN sl e s Jlmall 138 853 ) 5l Jiiasal

ealoal) o il At ba Glo 0l Gany JA2) 5 @)

e JS Al Lo s Jiusall gl pall o 5 S (e panl A (e gl i ol 5 A sadl Ay yal)
303 Gulaa e 3 paliall alaie W) A 5 L 5 s gad) Ay yal) ASLaall 8 Baainall Ana pall 4 gl julnall - 350 eyl - Granl el julas llanae Jimy )

IFAC © v

53] Cppndaall 3 e gl

O N Cplaall 303 srdl Agl



"

4 = "Eall aal pall 55 3 s Al sel il a5 colill il ol i
’
‘ SOCPA

d g euldld gl

* The terms of the audit engagement reflect the description of
management’s responsibility for the financial statements in ISA
210.

*  The auditor has concluded an unmodified (i.e., “clean”) opinion is
appropriate based on the audit evidence obtained.

» The relevant ethical requirements that apply to the audit are those
of the jurisdiction.

+ Based on the audit evidence obtained, the auditor has concluded
that a material uncertainty does not exist related to events or
conditions that may cast significant doubt on the entity’s ability to
continue as a going concern in accordance with ISA 570 (Revised).

+ Between the date of the financial statements and the date of the
auditor’s report, there was a fire in the entity’s production facilities,
which was disclosed by the entity as a subsequent event. In the
auditor’s judgment, the matter is of such importance that it is
fundamental to users’ understanding of the financial statements.
The matter did not require significant auditor attention in the audit
of the financial statements in the current period.

* Key audit matters have been communicated in accordance with
ISA 701.

* Corresponding figures are presented, and the prior period’s
financial statements were audited by a predecessor auditor. The
auditor is not prohibited by law or regulation from referring to the
predecessor auditor’s report on the corresponding figures and has
decided to do so.

» Those responsible for oversight of the financial statements differ
from those responsible for the preparation of the financial
statements.

+ In addition to the audit of the financial statements, the auditor has
other reporting responsibilities required under local law.
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INDEPENDENT AUDITOR’S REPORT

To the Shareholders of ABC Company [or Other Appropriate
Addressee]

Report on the Audit of the Financial Statements2

Opinion

We have audited the financial statements of ABC Company (the
Company), which comprise the statement of financial position as at
December 31, 20X1, and the statement of comprehensive income,
statement of changes in equity and statement of cash flows for the year
then ended, and notes to the financial statements, including a summary
of significant accounting policies.

In our opinion, the accompanying financial statements present fairly, in
all material respects, (or give a true and fair view of) the financial
position of the Company as at December 31, 20X1, and (of) its financial
performance and its cash flows for the year then ended in accordance
with International Financial Reporting Standards (IFRSs).
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Basis for Opinion s b
We conducted our audit in accordance with International Standards on Ayl ASLeal) 3 dacinall dxal yall 4 gal) yulaall ﬁié} Gaal jally Licd 5l

Auditing (ISAs). Our responsibilities under those standards are further PO T . e Gl o ™3 i
described in the Auditor’s Responsibilities for the Audit of the Financial 02 s s e

Statements section of our report. We are independent of the Company O sline Gty Uy 5 (B Dllal] il sdl] dral so e C‘*/J“J/ S 5 e

in accordance with the ethical requirements that are relevant to our audit | 4!l 4Sleal) 3 sacinal) Zigall ol Hslu 2ol 58 (e 4S50 e
of the financial statements in [jurisdiction], and we have fulfilled our | <illkie L Lid g LS cddlall Q30 58l Liima joy Aleall il 253 grdl)

other ethical responsibilities in accordance with these requirements. We | i) daal jall a1 ojf a5 ac ) gal) ltil Gaa 5 5 Al digd) lal 5 & L

believe that the audit evidence we have obtained is sufficient and Ll ) Gl g8l Aulia 5 4818 Lede Wl
appropriate to provide a basis for our opinion. T i ’ i i
Emphasis of Matter® (s} il 5,88

We draw attention to Note X of the financial statements, which o5 ) Al il i) e 38yl X Ly ) ol caili of 2 g

describes the effects of a fire in the Company’s production facilities. Y1 138 2l Ll S ad Al Al 5 -l
Our opinion is not modified in respect of this matter. . oo ol ) et o o5 S 2] G se Goom 4

Key Audit Matters sdan yall Aol ga¥)
Key audit matters are those matters that, in our professional judgment, igall LiaSa Caeny (cilS u_.j\ J}Ay\ S & Jaal yall 4 ) ))Ay\

were of most significance in our audit of the financial statements of the L5 5 o du\ AL 0 il Liea) e die A&IL) uead)
current period. These matters were addressed in the context of our audit dj Lu\ 2 < ub)"jlss A_JLJT )iﬂ )‘A o 9l L:f
of the financial statements as a whole, and in forming our opinion et ) S Pl Al Lina je Blaws (3 ) 5eY 0
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For purposes of this illustrative auditor’s report, the following

circumstances are assumed:

* Audit of a complete set of financial statements of an entity
other than a listed entity using a fair presentation framework.
The audit is not a group audit (i.e., ISA 600 does not apply).

*  The financial statements are prepared by management of the
entity in accordance with IFRSs (a general purpose
framework).

*  The terms of the audit engagement reflect the description of
management’s responsibility for the financial statements in
ISA 210.

*  Adeparture from the applicable financial reporting framework
resulted in a qualified opinion.

*  The relevant ethical requirements that apply to the audit are
those of the jurisdiction.

+ Based on the audit evidence obtained, the auditor has
concluded that a material uncertainty does not exist related to
events or conditions that may cast significant doubt on the
entity’s ability to continue as a going concern in accordance
with ISA 570 (Revised).

. Between the date of the financial statements and the date of the
auditor’s report, there was a fire in the entity’s production
facilities, which was disclosed by the entity as a subsequent
event. In the auditor’s judgment, the matter is of such
importance that it is fundamental to users’ understanding of the
financial statements. The matter did not require significant
auditor attention in the audit of the financial statements in the
current period.

«  The auditor is not required, and has otherwise not decided, to
communicate key audit matters in accordance with ISA 701.

»  Those responsible for oversight of the financial statements
differ from those responsible for the preparation of the
financial statements

. In addition to the audit of the financial statements, the auditor
has other reporting responsibilities required under local law.
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INDEPENDENT AUDITOR’S REPORT
To the Shareholders of ABC Company [or Other Appropriate
Addressee]

Jbwal) aal jall A
[(ebia) LAT4) s 50 5f] & 14855 atba

Report on the Audit of the Financial Statements16

Qualified Opinion

We have audited the financial statements of ABC Company (the
Company), which comprise the statement of financial position as at
December 31, 20X1, and the statement of comprehensive income,
statement of changes in equity and statement of cash flows for the year
then ended, and notes to the financial statements, including a summary
of significant accounting policies.

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, (or give a true and fair
view of) the financial position of the Company as at December 31,
20X1, and (of) its financial performance and its cash flows for the year
then ended in accordance with International Financial Reporting
Standards (IFRSs).
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