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ISA 260 – Communication with Those Charged with Governance
ISA Implementation Support Module

Notes for Select Slides

	The following supporting notes accompany the PowerPoint slides for this module and do not amend or override the ISAs, the texts of which alone are authoritative. Reading these notes is not a substitute for reading the ISAs. The notes are not meant to be exhaustive and reference to the ISAs themselves should always be made. In conducting an audit in accordance with ISAs, the auditor is required to comply with all the ISAs that are relevant to the engagement.
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· The context for revising the standard

· Changing expectations of those charged with governance (TCWG) and the public regarding communication between auditor and TCWG arising from

· Renewed emphasis on corporate governance as a result of major corporate scandals

· Increased public focus on roles and responsibilities of TCWG

· New laws, regulations or guidelines in many jurisdictions to strengthen corporate governance

· Development of best practices at national level
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· Recognizes that TCWG are an important source of information for conduct of effective audit
· For example

· Information that helps enhance auditor’s understanding of entity and its environment, such as business risks
· Sources of appropriate audit evidence

· Information about specific transactions or events
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· Communicate form, timing and expected general content of communications

· Communication with TCWG should be on a timely basis

· Standard provides guidance on circumstances and factors that affect the form and timing of the communications (see paragraphs A38-A41)

· Purpose of communications
· Explaining the purpose of the communications enables both sides to have a mutual understanding of the relevant issues and the expected actions arising from the communication process
· How the feedback mechanism will work between the parties
· The feedback mechanism operates to enable either party to take action and report back, as appropriate, on matters communicated by the other party
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· Greater formality may be necessary with greater size and complexity of entity
· More formal communications may take the form of structured presentations and written reports.
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· However, make sure that communication with individuals with management responsibilities informs all of those in a governance role

· The auditor may communicate with some individuals with management responsibilities but not necessarily all individuals with governance responsibilities. For example, in an entity where all directors are involved in managing the entity, some of the directors may be unaware of significant matters the auditor has discussed with another director.
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· Significant findings from the audit 

· For example

· The auditor’s views about qualitative aspects of the entity’s accounting practices, including why a significant accounting practice is not the most appropriate in the circumstances
· Significant difficulties arising from the audit
· Significant matters arising from the audit discussed with management
· Will enhance quality and effectiveness of auditor’s communication with TCWG

· The important matters to communicate are covered
· The auditor is also more thorough in the communication
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· Helps TCWG better understand the audit and what to expect from it

· It opens up a dialogue between the auditor and TCWG regarding such matters as areas where there are significant risks of material misstatement (e.g. significant accounting estimates), significant reporting requirements, and reporting deadlines.
· Assists TCWG in understanding such matters as materiality in the audit and the auditor’s approach to internal control

· Assists auditor in better understanding the entity and its environment through dialogue with TCWG, consistent with the two-way communication principle

· For example

· What are the views of TCWG on business risks that may result in material misstatements?
· Have there been significant communications with regulatory authorities?
· The two-way dialogue enables the auditor to understand the importance that TCWG give to internal control, and their attitudes and actions in that regard
· Standard provides guidance on planning matters that may be communicated (see para A14)

· Care needed not to compromise effectiveness of audit

· E.g., by making the nature and timing of specific audit procedures too predictable
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· Significant difficulties encountered during audit

· Standard provides guidance on what these might be (see para A18)

· Significant matters discussed with management and other matters of significance to oversight of financial reporting process

· Standard provides guidance on what these might be (see paras A19-A20)
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· Recognizes need for open and constructive dialogue on these matters
· For example

· The accounting for significant transactions outside the normal course of business
· Sensitive financial statements disclosures such as those relating to going concern and related party transactions
· Accounting estimates that involve significant management judgment
· Provides opportunity to resolve significant difficulties arising during audit

· For example

· Disagreement with management on accounting matters 
· Management-imposed scope limitations
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