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Summary of Significant Comments and Task Force Recommendations—
Exposure Drafts of Proposed ISA 705 (Revised and Redrafted), 
“Modifications to the Opinion in the Independent Auditor’s Report” and 
Proposed ISA 706 (Revised and Redrafted), “Emphasis of Matter Paragraphs 
and Other Matter(s) Paragraphs in the Independent Auditor’s Report” 
PROPOSED ISA 705 (REVISED AND REDRAFTED), “MODIFICATIONS TO THE OPINION IN 
THE INDEPENDENT AUDITOR’S REPORT” 
A. Background 
1. Forty-seven1 comment letters were received. Overall, respondents were in agreement with 

the application of the clarity conventions. Suggestions for improvement focused on relatively 
few areas. 

2. A preliminary analysis of the significant comments were discussed at the March 3-4, 2008 
IAASB Consultative Advisory Group (CAG) meeting. The IAASB CAG Representatives did 
not have significant comments on the matters highlighted for their consideration. 

B. Responses to Requests for Specific Comments – Definition of Pervasive  

3. The explanatory memorandum that accompanied ED-ISA 7052 requested respondents to 
comment on the inclusion of the definition of the term “pervasive.” 

4. ED-ISA 705 included the following definition of pervasive: “in the context of misstatements 
or an inability to obtain sufficient appropriate audit evidence, the term pervasive is used to 
describe the effects or possible effects on the financial statements of a matter that, in the 
auditor’s judgment, are not confined to specific elements, accounts or items of the financial 
statements, or, if confined, represent or could represent a substantial proportion of the 
financial statements.” 

5. Twenty-six respondents specifically commented on the inclusion of the term pervasive. The 
majority of respondents supported inclusion of a definition in the ISA. 3   Respondents 
commented that a definition enhances the clarity of the ISA and that it is fundamental to 
understanding the ISA.    

6. While a number of respondents supported the proposed definition, a few found the definition 
complex and internally contradictory. 4  Some respondents also commented that the 
application material supporting the discussion of adverse and disclaimer of opinions seemed 
to repeat the definition of pervasive as opposed to enhancing it.5 One respondent6 thought 
that the drafting of the definition was not consistent with other definitions in the ISAs and it 

                                                 
1  A list of respondents to ED-ISA 705 is included at Appendix A. 
2  The explanatory memorandum formed part of the exposure draft of proposed ISA 705 (Revised and Redrafted), 

which can be found at http://www.ifac.org/Guidance/EXD-Details.php?EDID=0091. 
3  ACCA, AIA, APB, AUASB, BASEL, BDO, BE, CNCC-CSOEC, CPAB, DTT, FEE, GAO, HC, HKICPA, IBR-

IRE, ICAEW, IDW, IOSCO, NZICA, PWC, SAICA, SNAO 
4  APB, BASEL, HC 
5  CEBS, EYG, GT, NIVRA, NZICA 
6  AICPA 
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was not clear how this definition would be incorporated into the “Glossary of Terms.” Two 
respondents7 were of the view that the concept of materiality should be embedded into the 
definition of pervasive.     

7. As far as suggested improvements to the definition:   

• A number of respondents suggested breaking the definition down into sentences or 
bullets.8  

• One respondent9 believed the current definition was confusing because it incorporates 
two distinct concepts – diffuseness and significance – and two distinct issues – 
misstatements and the inability to obtain sufficient appropriate evidence. This respondent 
suggested that the definition would be clearer if these distinct concepts and issues were 
described in a manner more consistent with paragraph 9-11 of the close off document. 

• A few respondents10 suggested it would be useful if the definition incorporated the phrase 
“fundamental to users’ understanding” included in paragraph 10 of the close off 
document in the context of disclosures.  Another respondent (APB) suggested the 
following revised definition:   
…the term pervasive is used to describe the effects or possible effects on the financial 
statements of a matter that, in the auditor’s judgment either; 

(a)  are not confined to specific elements, accounts or items of the financial statements; or 

(b)  if so confined, represent or could represent a substantial proportion of the financial 
statements or is fundamental to users’ understanding of the financial statements. 

•  One respondent11 suggested that the definition clearly state that, when used in the context 
of a modified opinion, the term “pervasive” would apply to a misstatement, an 
aggregation of misstatements, or an inability to obtain sufficient appropriate audit 
evidence that a) could cause the financial statements taken as a whole to be misleading, 
or b) is so widespread that the auditor cannot determine if the financial statements taken 
as a whole are fairly presented. This respondent recommended that the definition be 
expanded as follows:   

… in the context of misstatements or an inability to obtain sufficient appropriate audit 
evidence,the term pervasive is used to describe the effects or possible effects on the 
financial statements of a misstatement, or aggregation of misstatements, or an inability to 
obtain sufficient appropriate audit evidence matter that, in the auditor’s judgment, are 
not confined to specific elements, accounts or items of the financial statements, or, if 
confined, represent or could represent a substantial proportion of the financial 
statements: 

(a) cause the financial statements taken as a whole to be misleading, or 

                                                 
7  GT, IDW 
8  APB, FEE, IBR-IRE, ICAEW, IDW, NZICA 
9  IOSCO 
10  BDO, FEE, IBR-IRE, ICAI, IDW, NZICA 
11  GAO 
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(b) are so widespread that the auditors cannot determine if the financial statements 
taken as a whole are fairly presented. 

Task Force’s Recommendations 

8. The Task Force, as well as the IAASB CAG, has considered the comments on the definition. 
Many of the same concerns were raised by the IAASB in developing the proposed definition; 
at the time it was acknowledged that, due to the underlying concept of the auditor’s judgment 
as it relates to pervasiveness, it was difficult to develop a definition in the same form as that 
which has been included in other ISAs. 

9. The definition has been revised to incorporate the concept of the effects of a matter being 
fundamental to users’ understanding of the financial statements, a point that was supported 
by CAG, and also to include the reference to the financial statements as a whole. 
Additionally, the Task Force accepted the suggestion that the definition could be broken 
down into bullets. 

10. Given the change to the definition described in paragraph 9, the Task Force concluded it was 
not necessary to also include the concept that the financial statements could be misleading 
The Task Force also did not support the view that the concept of materiality should be 
incorporated into the definition; in developing the requirements in ED-ISA 705, the IAASB 
had previously considered whether the word “material” should be subsumed into 
“pervasive, ” however, the IAASB agreed that in practice the phrase “material and 
pervasive” was frequently used and well-understood.   

11. The Task Force also determined that the material contained in the Application and Other 
Explanatory Material in paragraphs A11-A13 of ED-ISA 705 duplicates the definition and 
should be deleted. 

Matters for IAASB Consideration 

The IAASB is asked for its views on the following: 

• Whether the revised definition included in paragraph 7 of Agenda Item 14-B appropriately 
responds to the comments received, and 

• Whether the IAASB agrees that the duplicative Application and Other Explanatory Material 
should be deleted. 

C. Objective 

12. ED-ISA 705 contained the following objective: 

“The objective of the auditor is to express clearly an appropriate modified opinion on the 
financial statements that is necessary: 

(a) When the auditor concludes that the financial statements are not free from material 
misstatement; or  

(b) When the auditor is unable to obtain sufficient appropriate audit evidence to conclude 
that the final statements are free from material misstatement.” 
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13. The majority of respondents supported the objective.12 One respondent13 noted their final 
position on the appropriateness of the objective would depend on the outcome of the ongoing 
revision to proposed ISA 200 (Revised and Redrafted). One respondent14  suggested that the 
objective be reworded to be more outcome oriented, but did not offer alternative wording.  

14. One respondent 15  was of the view that the objective should stress that the auditor’s 
conclusion about whether the financial statements are free from material misstatement is 
contingent upon the auditor having obtained audit evidence to support this conclusion.  

Task Force’s Recommendations 

15. The Task Force concurred with this view, noting that this concept was highlighted in 
paragraph 9 of ED-ISA 705, and as a result, the phrase “based on the audit evidence 
obtained” has been included in the revised objective. The phrase “as a whole” has also been 
added in the context of the financial statements are not free from material misstatement in 
order to align the ISA with the concepts in proposed ISA 700 (Redrafted).16 Given the 
overwhelming support for the objective, no other changes are proposed. 

D. Requirements 

16. The majority of respondents were of the view that the criteria identified by the IAASB for 
determining whether a requirement should be specified have been applied appropriately and 
consistently, such that the resulting requirements promote consistency in performance and 
reporting, and the use of professional judgment by auditors. 

17. Although some respondents commented on the appropriateness of some of the requirements 
or suggested refinement, no single requirement received a significant number of comments. 
Comments that resulted in changes to ED-ISA 705 and matters for the IAASB’s further 
consideration are discussed below. 

D.1 Circumstances Where a Modification to the Auditor’s Opinion Is Required 

18. In revising the ISA, the Task Force discussed that the requirement in paragraph 9 of ED-ISA 
705 (now paragraph 8) is duplicative of what is contained in the objective. The Task Force 
considered whether to delete this requirement but determined that it should be retained, as 
respondents did not comment unfavorably on the duplication and it was a bold-letter 
requirement in the close off document. 

D.2 Determining the Type of Modification to the Auditor’s Opinion 

19. One respondent17 was of the view that language should be added to the requirements in 
paragraphs 10-12 of ED-ISA 705 (now paragraphs 9-11) to more clearly differentiate the 
three types of opinions. For example, the respondent suggested language to indicate to the 

                                                 
12  ACAG, ACCA, AG-NZ, AIA, AICPA, APB, AUASB, BASEL, BDO, BE, CEBS, CICA, CIPFA, CNCC-

CSOEC, DTT, EYG, FEE, GT, HKICPA< IBR-IRE, ICAEW, ICAI, ICJCE, CPAI, ICPAS, IDW, IOSCO, 
IRBA, JICPA, HC, PA-SK, KPMG, NAO, NIVRA, PWC, SAICA, SNAO 

13  EC 
14  NZICA 
15  KPMG, 
16  ISA 700 (Redrafted), “Forming an Opinion and Reporting on Financial Statements.” 
17  NZICA 
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auditor that a qualified opinion was expressed when the misstatements were “not so material 
or pervasive as to require an adverse opinion.” The Task Force, while acknowledging that 
these suggestions may have some benefit, did not believe such a change was necessary as it 
represented a departure from the bold-letter requirements in the close off document and may 
serve to unnecessarily complicate the requirements. 

20. However, another respondent18 suggested that the requirement in paragraph 11 of ED-ISA 
705 should be clarified to incorporate the presumption that the auditor has obtained sufficient 
appropriate audit evidence. The Task Force agreed, as this would more clearly differentiate 
the difference between an adverse opinion and a disclaimer of opinion. 

21. One respondent19 did not believe it was appropriate to classify a disclaimer of opinion as a 
type of opinion, as in this type of report the auditor has not expressed an opinion but has 
rather disclaimed the ability to form an opinion. This respondent was of the view that the 
standard would be clearer and translation into other languages would be facilitated if the ISA 
consistently referred to modifications to the auditor’s report rather than modifications to the 
auditor’s opinion. The Task Force notes that the close off document described a disclaimer of 
opinion as a type of opinion, and characterized these as modified opinions (this is also the 
case in extant ISA 70120). A modified auditor’s report also encompasses the inclusion of an 
Emphasis of Matter paragraph or Other Matters paragraph, and the Task Force is of the view 
that changing the ISA in response to this comment would not be beneficial in light of the 
changes it would have on a number of ISAs. 

22. Two respondents21 believed ED-ISA 705 inappropriately describes an inability to obtain 
sufficient appropriate audit evidence as having “possible effects on the financial statements.” 
In their view, an inability to obtain sufficient appropriate audit evidence results in the auditor 
not having sufficient information to form an opinion as to whether particular items in the 
financial statements are in accordance with the applicable financial reporting framework. 
Further, they stressed the inability to obtain sufficient appropriate audit evidence does not, by 
itself, have any effect on the financial statements; rather, it is because possible misstatements 
having material effects on the financial statements may not be detected by the auditor as a 
result of this inability. The respondent proposed changes be incorporated throughout the 
document to replace the phrase “possible effects of the scope limitation on the financial 
statements” with “effects on the financial statements of the possible material misstatements 
that may not be detected by the auditor.” 

Task Force’s Recommendations 

23. The Task Force agreed that changes should be made to distinguish that the auditor would 
have to obtain sufficient appropriate audit evidence in order to issue an adverse opinion. See 
changes to paragraph 10 of Agenda Item 14-B. 

                                                 
18  GT 
19  IOSCO 
20  Extant ISA 701, “Modifications to the Independent Auditor’s Report`” was revised to enhance the standards and 

guidance on modifications to the auditor’s opinion and Emphasis of Matter paragraphs. In revising and 
redrafting the standard, it was divided into two standards, i.e., ISA 705 (Revised) and ISA 706 (Revised). 

21  CICA, KPMG 
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24. The Task Force also agreed that the concept of the possible effects of an inability to obtain 
sufficient appropriate evidence could be clarified. See changes to paragraphs 9(b), 11, and 
15(a)-(b) of Agenda Item 14-B. 

D.3 Consequence of an Inability to Obtain Sufficient Appropriate Audit Evidence Due to a 
Management-imposed Limitation after the Auditor Has Accepted the Engagement 

25. Three respondents22 questioned whether it was necessary to mandate the order of the actions 
that the auditor follows if management imposes a limitation of the scope of the audit. They 
questioned whether it was necessary in all circumstances to inform those charged with 
governance to determine whether it is possible to perform alternative procedures. The 
respondent suggested restructuring paragraphs 13-15 of ED-ISA to provide direction without 
mandating a specific order. 

26. The Task Force, in discussing whether restructuring was appropriate, noted that in the close-
off document in a bold-letter requirement, the auditor was to request the removal of the scope 
limitation, and, if management refuses, then the auditor was required to communicate with 
those charged with governance and to determine whether it is possible to perform alternative 
procedures.  It could be argued that the phrasing of the requirement allowed for the auditor to 
determine whether alternative procedures could be performed prior to communicating with 
those charged with governance. As a result, the Task Force agreed to revert to the wording in 
the close-off document to allow for some flexibility; if the auditor is able to determine that 
alternative procedures can be performed, when communicating with those charged with 
governance the auditor would then be able to not only inform them of management’s refusal, 
but also suggest how the scope limitation could be remedied. 

27. The Task Force continues to believe that communication with those charged with governance 
is necessary in all cases when management refuses to remove a scope limitation, even though 
it may be that those charged with governance are already aware of such limitation. 

28. Two respondents 23 expressed concerns that the requirement in paragraph 16 of ED-ISA 705 
(now paragraph 15) for the auditor to communicate any matters of which the auditor has 
become aware that would have given rise to a modification of the opinion regarding 
misstatements identified during the audit may give rise to problems in practice.  They 
suggested that while the auditor may have become aware of such matters before resigning, 
the auditor may not necessarily have been able to obtain sufficient appropriate audit evidence 
to allow the auditor to determine whether such matters would actually have given rise to a 
modification of the auditor’s opinion.  Accordingly, they were of the view that it would be 
appropriate to require the communication of such matters only if the auditor has obtained 
sufficient appropriate audit evidence prior to resignation. 

29. The Task Force, while accepting the point that it would be necessary for the auditor to have 
obtained audit evidence to make this assessment, was concerned that by limiting the auditor’s 
disclosure in this way may lead to the avoidance of disclosure to those charged with 
governance when in fact such disclosure may be of value to them. To elaborate, if the ISA 
specifically spelled out the requirement for the auditor to have obtained sufficient appropriate 
audit evidence, it could be that some auditors would then be restricted in disclosing matters 

                                                 
22  PWC, CNCC-CSOEC, BE 
23  IDW, FEE 
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for which they had some evidence, but not sufficient appropriate audit evidence. The Task 
Force believed this flexibility was in the public interest and, as a result, no change was made 
to the requirement. 

D.4 Prohibition on Issuing a Piecemeal Opinion 

30. A number of respondents24 found the concept of “piecemeal opinion” confusing, despite the 
explanation in paragraph A18 of ED-ISA 705. Some 25  were concerned that what was 
prohibited by the ISA was in fact common practice in their particular jurisdictions, and 
another26 was concerned that what is permitted, as outlined in the first bullet of paragraph 
A20 of ED-ISA 705 is not permitted in their jurisdictions. Others27 were unsure of the 
interaction between piecemeal opinions, split opinion as explained in ISA 510 (Redrafted),28 
and what is permitted under ISA 805 (Revised and Redrafted).29 

Task Force’s Recommendations 

31. In evaluating the respondents’ concerns, the Task Force concluded that the use of the term 
“piecemeal opinions” was driving the confusion, and further clarification within both the 
Requirements and the Application and Other Explanatory Material could help to alleviate 
these concerns. The Task Force has changed the requirement to highlight that what is 
prohibited is a combination of an adverse opinion or a disclaimer of opinion on the financial 
statements as a whole and an unmodified opinion on a single financial statement or on one or 
more specific elements in the same report and with respect to the same applicable financial 
reporting framework.   

32. The table below highlights the position taken in the ISAs with respect to these positions: 

Assumption – Auditor concludes it is appropriate to issue an adverse opinion or disclaimer of opinion on the 
financial statements as a whole.  Is it appropriate to issue: 

 In the 

same report 

Ref ISA 705 

In a separate 

Report 

Ref ISA 805 

Reasoning 

An unmodified opinion 
on a single financial 
statement 

No No Unmodified opinion considered contradictory 
since a single financial statement constitutes a 
major portion of a complete set of financial 
statements.   

An unmodified opinion 
on one or more specific 
elements  

No Yes  

(depends) 

Unmodified opinion in the same report 
considered  contradictory.  May be appropriate in 
a separate report assuming not prohibited by law 
and specific element(s) does not constitute a 
major portion of the complete set financial 

                                                 
24  APB, AUASB, BE, EC, GT, IOSCO, NIVRA, NZICA 
25  APB, NZICA 
26  CNCC-CSOEC 
27  APB, EC, GT, NIVRA 
28  ISA 510 (Redrafted), “Initial Audit Engagements—Opening Balances.” 
29  ISA 805 (Revised and Redrafted), “Special Considerations—Audits of Special Purpose Financial Statements 

and Specific Elements, Accounts or Items of a Financial Statement.” 
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statements. 

 

33.  The requirement is now placed under the heading “Other Considerations Relating to an 
Adverse Opinion or Disclaimer of Opinion” as the Task Force believed that ED-ISA 705 
may have given too much prominence to the topic. Further clarification of what is not 
prohibited have been added in paragraph A16-A17of the revised ISA. 

34. The above position can be contrasted from ISA 510 (Redrafted) which for practical reasons 
in the case of a first time audit permits a disclaimer of opinion regarding results of operations 
and cash flows (as opposed to a disclaimer on the financial statements as a whole) and an 
unmodified opinion on financial position in the same auditor’s report. 

Matters for IAASB Consideration 

The IAASB is asked for its views on whether the changes to the requirements in Agenda Item 
14-B are appropriate, and, in particular, whether the changes relating to piecemeal opinions are 
adequate to respond to comments received on ED-ISA 705. 

E. Application and Other Explanatory Material 
35. Changes have been made as follows: 

• Additional guidance has been included to provide a link between how misstatements are 
defined in ISA 450 (Revised and Redrafted) 30 and how they are described in ISA 705 
(Revised and Redrafted).   

• Additional guidance on what is not prohibited with regard to what was previously termed 
“piecemeal opinions” – see further discussion in paragraph 33 above. 

F. Significant Comments that Do Not Relate to the Application of the Clarity Conventions 

F.1 The Auditor’s Actions in the Case of a Management-imposed Scope Limitation 

36. Two respondents31 did not agree with paragraph 15 of ED-ISA 705 (now paragraph 15) 
which essentially enables the auditor to resign from the audit, when practicable and possible, 
without issuing a report if the possible effects of a management-imposed scope limitation 
imposed by management are both material and pervasive to the financial statements and the 
auditor is unable to obtain the necessary evidence by performing alternative procedures.  

37. One respondent in particular was of the view that resignation without issuing a report is not 
consistent with the objective of the ISA since it requires the auditor to express an appropriate 
modified opinion when the auditor is unable to obtain sufficient appropriate audit evidence to 
conclude that the financial statements are free of material misstatement. The requirement in 
the ISA for communication of the scope limitation to those charged with governance before 
resigning is not enough. This respondent believed it is important that  the auditor 
communicate to those charged with governance the intention to disclaim an opinion and, 
where the management-imposed limitation still remains, to issue a report that includes:  

                                                 
31  AUASB, NZICA 
31  AUASB, NZICA 
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• a disclaimer of opinion; and  

• a basis of modification paragraph that describes, as required by proposed paragraph 23, 
the reasons (and effects thereof) for any other matters that would have required a 
modification to the opinion (even if the auditor has disclaimed an opinion). 

38. This respondent was of the view that not communicating (via a disclaimer of opinion) was 
not in line with the notion that “a qualification of the opinion would be inadequate to 
communicate the gravity of the situation.”  

Task Force’s Recommendation(s) 

39. The IAASB is reminded that this requirement, in particular the fact that the auditor would 
resign from the audit rather than issue a disclaimer, was a bold-letter requirement in the close 
off document and was deliberated extensively in finalizing the close off document. For this 
reason, the Task Force is not proposing to change the order of the requirement. 

40. The Task Force notes that in some jurisdictions there is a responsibility for the auditor to 
communicate publicly (e.g., via filings with securities regulators and other) when resigning 
from an audit engagement. In those jurisdictions that do not have such a requirement, when 
an auditor resigns from an audit engagement, there is no transparency as to why.  Therefore, 
the Task Force would suggest that this matter be considered further in the IAASB’s future 
project to determine actions to be taken with regard to the auditor’s report. 

F.2 Multiple Uncertainties Leading to a Disclaimer 

41. A few respondents32 commented that the guidance included regarding multiple uncertainties 
was not aligned with the requirements and suggested that this be addressed.  This guidance, 
included as paragraph A14 of ED-ISA 705, indicates: “In cases involving multiple 
uncertainties, the auditor may conclude in extremely rare circumstances that it is not 
possible to form an opinion on the financial statements as a whole due to the interaction and 
cumulative possible effects of uncertainties, even though the auditor has obtained sufficient 
appropriate audit evidence about management’s assertions regarding each of the individual 
uncertainties. The auditor is not precluded from disclaiming an opinion in such a situation.” 
One33 supported the inclusion of this guidance, but believed that ED-ISA 705 needed to 
clarify how a disclaimer of opinion for multiple uncertainties fits within the framework of 
ED-ISA 705 (Revised and Redrafted) since the ISA requires a disclaimer of opinion to be 
expressed when the auditor has been unable to obtain sufficient appropriate audit evidence 
and this inability relates to matters which are both material and pervasive.  

42. Two respondents34 proposed that the requirement in paragraph 12 be expanded as follows to 
specifically recognize multiple uncertainties as another circumstance when a disclaimer of 
opinion can be expressed  [proposed additional text is underlined]: 

“The auditor shall disclaim an opinion on the financial statements when the auditors is 
unable to obtain sufficient appropriate audit evidence on which to base the audit opinion, 
and the possible effects on the financial statements of that inability are both material and 
pervasive or when the auditor concludes that it is not possible to form an opinion on the 

                                                 
32  APB, EC, FEE, IDW 
33  KPMG 
34  IDW, CPAB 
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financial statements as a whole due to the interaction and cumulative possible effects of 
multiple uncertainties, even though the auditor has obtained sufficient appropriate audit 
evidence about management’s assertions regarding each of the individual uncertainties.” 

43. Paragraph 28 of the Basis for Conclusions: Close Off Documents—ISA 705 (Revised) and 
ISA 706 (Revised) explains that given that a situation involving multiple uncertainties would 
likely be rare in practice, the IAASB decided not to give the issue undue prominence that 
would detract from the general principles pertaining to disclaimers of opinion in the ISA.  
Accordingly, the IAASB concluded that no new requirement should be imposed in such a 
situation and included the guidance in paragraph A14 of ED-ISA 705. 

Task Force’s Recommendation(s) 

44. The Task Force agrees with the views raised by respondents that the discussion of multiple 
uncertainties only in the Application and Other Explanatory Material is not appropriate, as 
when such circumstances exist, (even though they are expected to be rare) the Task Force is 
of the view that the auditor should always be required to disclaim an opinion on the financial 
statements. As a result, the Task Force is proposing to elevate the material in paragraph A14 
of ED-ISA to a new requirement, paragraph 12 of Agenda Item 14-B. 

F.3 Disclosure of Omitted Information in the Auditor’s Report 

45. A few respondents35 commented that parts of the requirement in paragraph 21of ED-ISA 705 
are inappropriate.  The requirement states: 

“If there is a material misstatement of the financial statements that relates to the non-
disclosure of information required to be disclosed, the auditor shall describe in the basis for 
modification paragraph the nature of the omitted information and, unless prohibited by law 
or regulation, include the omitted disclosures, provided it is practicable to do so and the 
auditor has obtained sufficient appropriate audit evidence about the omitted information.” 

46. These respondents were of the view that, as the preparation of the financial statements is the 
responsibility of management and those charged with governance, it is inappropriate for the 
auditor to take on management’s role and use the auditor’s report as a vehicle for disclosures 
that should otherwise be in the financial statements. One respondent believed that the 
Application and Other Explanatory Material, which highlighted that this would be 
impracticable if the auditor would be assuming management’s responsibility for the 
preparation of the omitted disclosures, was contradictory to the requirement. Others 
suggested this matter should be discussed with those charged with governance. 

47. One respondent36 was concerned that disclosures by the auditor could potentially confuse 
investors and the public as to the respective responsibilities of management and auditors, 
may violate confidentiality principles and rules, and harm the legitimate interests of the 
audited entity. In support of this view the respondent cited the fact that the European 
Directive on market abuse enables an issuer to “under his own responsibility delay the public 
disclosure of inside information, such as not to prejudice his legitimate interests provided that 
such omission would not be likely to mislead the public and provided that the issuer is able to 
ensure the confidentiality of that information.” 

                                                 
35  AUASB, CNCC-CSOEC, EALIC,  
36  EALIC 
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48. Paragraphs 33 and 34 of the Basis for Conclusions: Close Off Documents—ISA 705 
(Revised) and ISA 706 (Revised) explains that after lengthy debate, the IAASB believed that 
it would be in the public interest for this requirement to be included in the ISA. One 
respondent37 expressly supported this provision. The IAASB also concluded that the auditor 
would not be assuming management’s role if the information were readily available. The 
IAASB believed the additional Application and Other Explanatory Material that was added 
in the close off document clarified the concept of practicability and adequately addressed 
concerns that the auditor would be seen to be assuming management’s responsibilities. 

Task Force’s Recommendation(s) 

49. Two respondents38 suggested that the ISA should require the auditor to discuss the omitted 
disclosures with those charged with governance. The Task Force accepted this point, and 
revised the requirement to require the auditor to first discuss the non-disclosure with 
management and those charged with governance (see paragraph 21(a) of Agenda Item 14-B. 
While the Task Force notes that this may be duplicative of the requirement in paragraph 30 
of the revised ISA, it was seen as a matter of emphasis given the sensitivity around the 
requirement for the auditor to include the omitted information in the auditor’s report.  

50. Given the extensive debate previously, and in light of the public interest considerations, the 
Task Force does not propose any further changes to the requirement, nor does it agree that 
the requirement to include the omitted disclosures in the auditor’s report be removed. 

Matters for IAASB Consideration 

The IAASB is asked for its views on the following: 

• Whether the elevation of the material relating to multiple uncertainties leading to a 
disclaimer, included in paragraph 12 of Agenda Item 14-B appropriately responds to the 
comments received,  

• Whether the change in paragraph 21(a) of Agenda Item 14-B is appropriate, and  

• Whether the Task Force’s recommendations on the remaining comments that go beyond the 
application of the Clarity conventions are appropriate. 

PROPOSED ISA 706 (REVISED AND REDRAFTED), “EMPHASIS OF MATTER PARAGRAPHS 
AND OTHER MATTER(S) PARAGRAPHS IN THE INDEPENDENT AUDITOR'S REPORT” 

51. Forty-six39 comment letters were received. Overall, respondents were in agreement with the 
application of the clarity conventions. Suggestions for improvement focused on relatively 
few areas. 

52. A preliminary analysis of the significant comments were discussed at the March 3-4, 2008 
IAASB Consultative Advisory Group (CAG) meeting. The IAASB CAG Representatives did 
not have significant comments on the matters highlighted for their consideration. 

                                                 
37  EC 
38  EALIC, EC 
39  A list of respondents to ED-ISA 706 is included at Appendix B. 
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G. Objective 

53. ED-ISA 706 contained the following objective: 

“The objective of the auditor is to include clear additional communication in the auditor’s 
report when, in the auditor’s judgment, such communication is appropriate to draw users’ 
attention to a matter presented or disclosed in the financial statements or to any other matter 
which may be relevant to their understanding of the financial statements or the audit.” 

54. Half of the respondents40 who expressly commented on the objective supported the objective 
as drafted in ED-ISA 706. Two respondents,41 while supporting the objective, believed it was 
important to include reference to the fact that the inclusion of an Emphasis of Matter (EOM) 
paragraph or an Other Matter(s) paragraph does not affect the auditor’s opinion.    

55. Many42 who did not support the objective believed that the word “appropriate” should be 
replaced with “necessary.” Others43 believed the concept of communicating other matters 
that are “fundamental to users’ understanding” should be incorporated into the objective. A 
few44 felt the objective should include the notion that in some circumstances the auditor is 
required to include an EOM paragraph.  A few45 recommended “information” be used rather 
than “communication,” as the auditor’s report as a whole constitutes a means of 
communication.  

Task Force’s Recommendation(s) 

56. In light of the respondents’ comments, the objective has been revised to bring in the 
following concepts: 

• The auditor has formed an opinion on the financial statements as a whole, before 
considering whether additional communication is necessary. 

• An Emphasis of Matter paragraph is only to be included when the information is 
fundamental to the users’ understanding of the financial statements as a whole. 

• An Other Matter(s) paragraph includes the communication as appropriate of matters other 
than those presented or disclosed in the financial statements that are relevant to the user’s 
understanding of the audit or auditors’ responsibilities. 

57. The objective was also separated into bullets to address concerns over the length and 
complexity in the objective in ED-ISA 706. 

Matters for IAASB Consideration 

The IAASB is asked for its views on the whether the changes to the objective, included as 
paragraph 4 of Agenda Item 14-D, are appropriate in light of comments received. 

                                                 
40  ACAG, ACCA, AIA, CEBS, CIPFA, CNCC-CSOEC, CPAI, DTT, EYG, GT, HKICPA, ICAI, ICPAS, IDW, 

IOSCO, JICPA, HC, PAS, PWC, SAICA, SNAO 
41  IRBA, KPMG, NIVRA 
42  APB, BE, CPAB, EALIC, EC, FEE, IBR-IRE 
43  BE, ICAEW, NAO 
44  AICPA,EC 
45  BE, FEE 
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H. Responses to Requests for Specific Comments – New Requirement to Include an 
Emphasis of Matter Paragraph  

58. The explanatory memorandum that accompanied ED-ISA 70646 requested respondents to 
comment on the inclusion of a new requirement in paragraph 7 of ED-ISA 706 that provides 
for the auditor to use an Emphasis of Matter paragraph only if the auditor has obtained 
sufficient appropriate audit evidence that the matter is not materially misstated in the 
financial statements. It also requires that an Emphasis of Matter paragraph only refer to 
information presented or disclosed in the financial statements. 

59. While respondents47 generally supported the proposal to include a requirement that provides 
for the auditor to use an EOM paragraph to draw users’ attention to information presented or 
disclosed in the financial statements (paragraph 7 of the exposure draft), one48 believed that 
this requirement did not set precise boundaries around the use of EOM paragraphs and may 
impose an additional reporting responsibility on the auditor that exceeds the objective of 
expressing an opinion on the financial statements. Some49 also believed that the requirement 
should note that in certain specified circumstances the auditor is required to include an EOM, 
and requested that the requirement distinguish this (this is also the case for Other Matter(s) 
paragraphs). 

Task Force’s Recommendations 

60. Based on the respondents’ support, the Task Force agreed that the new requirement should be 
retained.  The requirement was, however, strengthened to require the auditor to determine 
whether such a paragraph is necessary; and the Application and Other Explanatory Material 
highlights that such a paragraph is necessary when required by other ISAs. The Task Force 
discussed an alternative presentation to the requirement, broken down into bullet points to 
address concerns over its lengthiness, but concluded that the manner in which the 
requirement was presented in ED-ISA 706 was appropriate. 

61. The other ISAs which require the auditor to include an Emphasis of Matter paragraph have 
been listed in Appendix 1 of Agenda Item 14-D. 

I. Definitions 

62. A few respondents50 were concerned with the level of detail in the Scope paragraph of the 
ISA. These respondents suggested the IAASB include definitions of Emphasis of Matter 
paragraphs and Other Matter(s) paragraphs in the ISA, using the material in paragraphs 3-4 
of ED-ISA 706. The Task Force accepted this suggestion and has included definitions in the 
revised ISA.  See paragraph 5 of Agenda Item 14-D. 

                                                 
46  The explanatory memorandum formed part of the exposure draft of proposed ISA 705 (Revised and Redrafted), 

which can be found at http://www.ifac.org/Guidance/EXD-Details.php?EDID=0092. 
47  APB, BDO, CICA, CPAB, FEE, HKICPA, IDW, NZICA, PWC, SNAO 
48  AUASB 
49  AUASB, EC, IBR-IRE, IDW, IOSCO, PWC 
50  ACCA, BE, IRBA 
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J. Requirements 

63. The majority of respondents were of the view that the criteria identified by the IAASB for 
determining whether a requirement should be specified have been applied appropriately and 
consistently, such that the resulting requirements promote consistency in performance and 
reporting, and the use of professional judgment by auditors. 

64. Although some respondents commented on the appropriateness of some of the requirements 
or suggested refinement, no single requirement received a significant number of comments. 
Comments that resulted in changes to ED-ISA 706 and matters for the IAASB’s further 
consideration are discussed below. 

J.1 Other Matter(s) in the Auditor’s Report 

65. Some respondents51 believed the presentation of the requirement for the auditor to include an 
Other Matter(s) Paragraph should mirror the two requirements included in the ISA relating to 
Emphasis of Matter paragraphs. The Task Force debated whether this was appropriate and 
concluded that due to the differences between an Emphasis of Matter paragraph and an Other 
Matter(s) paragraph, the requirements did not need to be parallel.  However, the Application 
and Other Explanatory Material was modified to highlight that the auditor is required to 
include an Other Matter(s) paragraph in certain specified circumstances, as noted by a few 
respondents. 52  The other ISAs which require the auditor to include an Other Matter(s) 
paragraph have been listed in Appendix 3 of Agenda Item 14-D. 

66. A few respondents 53  did not believe that the distinction between an Other Matter(s) 
paragraph as required by this ISA and that which is required by proposed ISA 700 
(Redrafted) was clear. The Task Force agreed with the ISA 700 Task Force that the 
requirement to include in Other Matter(s) paragraph in the auditor’s report in prescribed 
circumstances, including its presentation and position, should be dealt with solely in ISA 706 
(Revised and Redrafted). As such, the material in paragraph 34 of ED-ISA 700 has been 
subsumed into the requirement in paragraphs 8 and A5 of Agenda Item 14-D.  

67. The revised ISA 700 (Redrafted) that will be discussed by the IAASB at the June meeting 
now includes two new paragraphs that provide guidance on circumstances in which an Other 
Matter(s) paragraph may be necessary. The ISA 700 Task Force considered it appropriate to 
deal with these circumstances in ISA 700 (Redrafted) as they are closely related to the maters 
dealt with in ISA 700 (Redrafted). However, to note the interaction between the two ISAs, 
these paragraphs have been included as examples of guidance on when the auditor may 
include an Other Matter(s) paragraph in Appendix 3 of Agenda Item 14-D. 

                                                 
51  KPMG, NIVRA 
52  AUASB, CNCC-CSOEC, EC, KPMG 
53  AICPA, AUASB, CNCC-CSOEC, FEE, IBR-IRE, IDW  
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APPENDIX A 

List of Respondents to ED-ISA 705 

Organization  Member Body Organization 

ACCA The Association of Chartered Certified Accountants 

AICPA American Institute of Certified Public Accountants 

CICA The Canadian Institute of Chartered Accountants 

CIPFA Chartered Institute of Public Finance and Accountancy 

CNCC-CSOEC Compagnie Nationale des Commissaires aux Comptes + Conseil 
Superieur de l’Ordre des Experts-Comptables 

CPAI The Institute of Certified Public Accountants in Ireland 

HKICPA Hong Kong Institute of Certified Public Accountants 

IBR-IRE Institut des Reviseurs d'Entreprises/ Instituut der Bedrijfsrevisoren 

IDW Institut der Wirtschaftsprufer 

ICPAS Institute of Certified Public Accountants of Singapore 

ICAEW The Institute of Chartered Accountants in England and Wales 

ICAI The Institute of Chartered Accountants in Ireland 

ICAP Institute of Chartered Accountants of Pakistan 

ICJCE Instituto de Censores Jurados de Cuentas de España 

JICPA The Japanese Institute of Certified Public Accountants 

NIA National Institute of Accountants in Australia   

NZICA New Zealand Institute of Chartered Accountants  

NIVRA Koninklijk Nederlands Instituut van Registeraccountants (Royal 
NIVRA) 

SAICA The South African Institute of Chartered Accountants 

Organization  Government Organization 

ACAG Australasian Council of Auditors-General 

AG-NZ Office of the Auditor-General of New Zealand 

Au AASB Australian Government, Auditing and Assurance Standards Board 

GAO United States Government Accountability Office 

NAO National Audit Office 

Provincial Auditor-
SK 

Provincial Auditor Saskatchewan 
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SNAO Swedish National Audit Office 

Organization  Regulator 

Basel Basel Committee on Banking Supervision 

CEBS Committee of European Banking Supervisors 

EC European Commission 

IOSCO International Organization of Securities Commissions 

Organization  Firm 

BDO BDO Global Coordination B.V. 

DTT Deloitte Touche Tohmatsu 

EYG Ernst & Young Global 

GT Grant Thornton International 

KPMG KPMG 

Pitcher Pitcher Partners 

PwC PricewaterhouseCoopers 

Organization  Regional Organizations, Preparers, Standard Setters and Users 
(Others) 

APB Auditing Practices Board (United Kingdom) 

AIA The Association of International Accountants 

BE BUSINESSEUROPE 

CPAB Canadian Public Accountability Board 

EALIC European Association of Listed Companies 

FEE Federation des Experts Comptables Europeens 

HC Hunter College (Academics) 

Joseph Maresca Joseph Maresca (Individual) 

ICABC Institute of Chartered Accountants of British Columbia 

IRBA  Independent Regulatory Board for Auditors 

Ahmadi Mansour Shamsahmadi (Individual) 
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APPENDIX B 

List of Respondents to ED-ISA 706 

Organization  Member Body Organization 

ACCA The Association of Chartered Certified Accountants 

AICPA American Institute of Certified Public Accountants 

CICA The Canadian Institute of Chartered Accountants 

CIPFA Chartered Institute of Public Finance and Accountancy 

CNCC-CSOEC Compagnie Nationale des Commissaires aux Comptes + Conseil 
Superieur de l’Ordre des Experts-Comptables 

CPAI The Institute of Certified Public Accountants in Ireland 

HKICPA Hong Kong Institute of Certified Public Accountants 

IBR-IRE Institut des Reviseurs d'Entreprises/ Instituut der Bedrijfsrevisoren 

IDW Institut der Wirtschaftsprufer 

ICPAS Institute of Certified Public Accountants of Singapore 

ICAEW The Institute of Chartered Accountants in England and Wales 

ICAI The Institute of Chartered Accountants in Ireland 

ICAP Institute of Chartered Accountants of Pakistan 

ICJCE Instituto de Censores Jurados de Cuentas de España 

JICPA The Japanese Institute of Certified Public Accountants 

NIA National Institute of Accountants in Australia   

NZICA New Zealand Institute of Chartered Accountants  

NIVRA Koninklijk Nederlands Instituut van Registeraccountants (Royal 
NIVRA) 

SAICA The South African Institute of Chartered Accountants 

Organization  Government Organization 

ACAG Australasian Council of Auditors-General 

Au AASB Australian Government, Auditing and Assurance Standards Board 

GAO United States Government Accountability Office 

NAO National Audit Office 

Provincial Auditor-
SK 

Provincial Auditor Saskatchewan 

SNAO Swedish National Audit Office 
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Organization  Regulator 

CEBS Committee of European Banking Supervisors 

EC European Commission 

IOSCO International Organization of Securities Commissions 

Organization  Firm 

BDO BDO Global Coordination B.V. 

DTT Deloitte Touche Tohmatsu 

EYG Ernst & Young Global 

GT Grant Thornton International 

KPMG KPMG 

Pitcher Pitcher Partners 

PwC PricewaterhouseCoopers 

Organization  Regional Organizations, Preparers, Standard Setters and Users 
(Others) 

APB Auditing Practices Board (United Kingdom) 

AIA The Association of International Accountants 

BE BUSINESSEUROPE 

CPAB Canadian Public Accountability Board 

EALIC European Association of Listed Companies 

FEE Federation des Experts Comptables Europeens 

FICPA Florida Institute of Certified Public Accountants 

HC Hunter College (Academics) 

ICABC Institute of Chartered Accountants of British Columbia 

IRBA  Independent Regulatory Board for Auditors 

Kevin Wilson Kevin Wilson (Individual) 

 

 


