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Introduction

Application and Other Explanatory Material
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Scope of this ISA

1. AHEEOHH)

1. This International Standard on Auditing (ISA) deals with
the auditor’s responsibility to communicate with those
charged with governance in an audit of financial
statements. Although this ISA applies irrespective of an
entity’s governance structure or size, particular
considerations apply where all of those charged with
governance are involved in managing an entity, and for
listed entities. This ISA does not establish requirements
regarding the auditor’s communication with an entity’s
management or owners unless they are also charged with a

governance role.
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2. This ISA is written in the context of an audit of financial
statements, but may also be applicable, adapted as
necessary in the circumstances, to audits of other historical
financial information when those charged with governance
have a responsibility to oversee the preparation of the other

historical financial information.
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3. Recognizing the importance of effective two-way
communication in an audit of financial statements, this
ISA provides an overarching framework for the auditor’s
communication with those charged with governance, and
identifies some specific matters to be communicated with
them. Additional matters to be communicated, which
complement the requirements of this ISA, are identified in
other ISAs (see Appendix 1). In addition, ISA 265!
establishes  specific  requirements regarding the
communication of significant deficiencies in internal
control the auditor has identified during the audit to those

charged with governance. Further matters, not required by

this or other ISAs, may be required to be communicated by
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law or regulation, by agreement with the entity, or by
additional requirements applicable to the engagement, for
example, the standards of a national professional
accountancy body. Nothing in this ISA precludes the
auditor from communicating any other matters to those
charged with governance. (Ref: Para. A33—-A36)

"' IS4 265, Communicating Deficiencies in Internal Control to

Those Charged with Governance and Management
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The Role of Communication

(2. aIa=F—varoRE)

4.This ISA focuses primarily on communications from the
auditor to those charged with governance. Nevertheless,
effective two-way communication is important in
assisting:

(a) The auditor and those charged with governance in
understanding matters related to the audit in context, and
in developing a constructive working relationship. This
relationship is developed while maintaining the auditor’s
independence and objectivity;

(b) The auditor in obtaining from those charged with
governance information relevant to the audit. For
example, those charged with governance may assist the
auditor in understanding the entity and its environment,
in identifying appropriate sources of audit evidence, and
in providing information about specific transactions or
events; and

(c¢) Those charged with governance in fulfilling their
responsibility to oversee the financial reporting process,
thereby reducing the risks of material misstatement of

the financial statements.
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5. Although the auditor is responsible for communicating
matters required by this ISA, management also has a
responsibility to communicate matters of governance
interest to those charged with governance. Communication
by the auditor does not relieve management of this
responsibility. Similarly, communication by management
with those charged with governance of matters that the
auditor is required to communicate does not relieve the
auditor of the responsibility to also communicate them.

Communication of these matters by management may,
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suspected, illegal act. In some circumstances, potential
conflicts

legal advice.

obligations
confidentiality and obligations to communicate may be

however, affect the form or timing of the auditor’s
communication with those charged with governance.

Clear communication of specific matters required to be
communicated by ISAs is an integral part of every audit.
ISAs do not, however, require the auditor to perform

procedures specifically to identify any other matters to

communicate with those charged with governance.
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law or regulation may restrict the auditor’s communication

of certain matters with those charged with governance. For
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example, Law or regulation may specifically prohibit a
communication, or other action, that might prejudice an

investigation by an appropriate authority into an actual, or

between the auditor’s

of
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Objectives

9. The objectives of the auditor are:

complex. In such cases, the auditor may consider obtaining

(a) To communicate clearly with those charged with

governance the responsibilities of the auditor in relation

to the financial statement audit, and an overview of the
planned scope and timing of the audit;

(b) To obtain from those charged with governance
information relevant to the audit;
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(¢) To provide those charged with governance with

B9 oEAANDEME, K OGHH LA

timely observations arising from the audit that are

significant and relevant to their responsibility to
oversee the financial reporting process; and

(d) To promote effective two-way communication between
the auditor and those charged with governance.
Definitions

10.For purposes of the ISAs, the following terms have the
meanings attributed below:

(a) Those charged with governance — The person(s) or
organization(s) (e.g.,

trustee)
responsibility for overseeing the strategic direction of the

a corporate

with
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entity and obligations related to the accountability of the
entity. This includes overseeing the financial reporting
process. For some entities in some jurisdictions, those
charged with governance may include management
personnel, for example, executive members of a
governance board of a private or public sector entity, or
an owner-manager. For discussion of the diversity of
governance structures, see paragraphs A1-AS8.

(b) Management

The person(s) with executive
responsibility for the conduct of the entity’s operations.
For some entities in some jurisdictions, management
includes some or all of those charged with governance,
for example, executive members of a governance board,

Oor an owner-manager.
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Requirements

(I ERFIE)

Those Charged with Governance

Those Charged with Governance (Ref: Para. 11)

1. BEEEKRSE)
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11.The auditor shall determine the appropriate person(s)
within the entity’s governance structure with whom to
communicate. (Ref: Para. A1-A4)

Al. Governance structures vary by jurisdiction and by entity,
reflecting influences such as different cultural and legal
backgrounds, and size and ownership characteristics. For
example:

In some jurisdictions, a supervisory (wholly or mainly
non-executive) board exists that is legally separate from
an executive (management) board (a “two-tier board”
structure). In other jurisdictions, both the supervisory
and executive functions are the legal responsibility of a
single, or unitary, board (a “one-tier board” structure).

In some entities, those charged with governance hold
positions that are an integral part of the entity’s legal
structure, for example, company directors. In others, for
example, some government entities, a body that is not
part of the entity is charged with governance.

In some cases, some or all of those charged with
governance are involved in managing the entity. In
others, those charged with governance and management
comprise different persons.

In some cases, those charged with governance are
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responsible for approving® the entity’s financial
statements (in other cases management has this

responsibility).

* As described in paragraph A68 of ISA 700 (Revised),
Forming an Opinion and Reporting on Financial
Statements, having responsibility for approving in this
context means having the authority to conclude that all the
statements that comprise the financial statements,

including the related notes, have been prepared.

A2.In most entities, governance is the collective
responsibility of a governing body, such as a board of
directors, a supervisory board, partners, proprietors, a
committee of management, a council of governors,
trustees, or equivalent persons. In some smaller entities,
however, one person may be charged with governance, for
example, the owner-manager where there are no other
owners, or a sole trustee. When governance is a collective
responsibility, a subgroup such as an audit committee or
even an individual, may be charged with specific tasks to
assist the governing body in meeting its responsibilities.
Alternatively, a subgroup or individual may have specific,
legally identified responsibilities that differ from those of
the governing body.

A2, TAEIZEWTE, Wi, EiEk, BEARR.

EASEAES, BEAZAES, Ith L RFEOKES
NERE L THNRTFT U RAOEEEZBA LTS, ZD7-
B, BEEKFECRS T, LT XD RGEICHLEITS
U, #A € OMOIEEBFITIRR S ba I =
== a BT ENERRIERD D,

(1) BEHEORBRENEDILO N ELZFRA LTSS, X
I AREIC L D2EBEREBRROREN DD &Y
L7856

(2) BEE & DBEfE - PR S & OEEEIC
IR 20 [ % 7= 6D FRSEATRA A% D AR IC
MEFRMNT AN IR ) DSRE STV S 5E

(3) Witk LER L 2L TV D5H
k. ANFT AN EOETER T L L)

N ok i A Y NS 3 | [N A7

— T RRFEOMBE ZH > TNDZERD D,

"%
£

A3.Such diversity means that it is not possible for this ISA to
specify for all audits the person(s) with whom the auditor
is to communicate particular matters. Also, in some cases
the appropriate person(s) with whom to communicate may
not be clearly identifiable from the applicable legal
framework or other engagement -circumstances, for
example, entities where the governance structure is not
formally defined, such as some family-owned entities,
some not-for-profit organizations, and some government
entities. In such cases, the auditor may need to discuss and
agree with the engaging party the relevant person(s) with
whom to communicate. In deciding with whom to
communicate, the auditor’s understanding of an entity’s

governance structure and processes obtained in accordance
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with ISA 315 is relevant. The appropriate person(s) with
whom to communicate may vary depending on the matter

to be communicated.

* ISA 315 (Revised), Identifying and Assessing the Risks of
Material Misstatement through Understanding the Entity

and Its Environment.

A4. ISA 600 includes specific matters to be communicated
by group auditors with those charged with governance.’
When the entity is a component of a group, the appropriate
person(s) with whom the component auditor

communicates depends on the engagement circumstances

and the matter to be communicated. In some cases, a

number of components may be conducting the same

businesses within the same system of internal control and
using the same accounting practices. Where those charged

with governance of those components are the same (e.g.,

common board of directors), duplication may be avoided

by dealing with these components concurrently for the

purpose of communication.

7 ISA 600, Special Considerations—Audits of Group
Financial Statements (Including the Work of Component
Auditors), paragraph 49
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Communication with a Subgroup of Those Charged with

Governance

Communication with a Subgroup of Those Charged with
Governance (Ref: Para. 12)
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12.If the auditor communicates with a subgroup of those

charged with governance, for example, an audit

committee, or an individual, the auditor shall determine
whether the auditor also needs to communicate with the
governing body. (Ref: Para. A5-A7)

AS5.When considering communicating with a subgroup of
those charged with governance, the auditor may take into
account such matters as:

The respective responsibilities of the subgroup and the
governing body.

The nature of the matter to be communicated.

Relevant legal or regulatory requirements.

Whether the subgroup has the authority to take action in
relation to the information communicated, and can
provide further information and explanations the auditor

may need.
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communicate information, in full or in summary form,
with the governing body, the auditor may be influenced by
the assessment of how effectively and
the

information with the governing body. The auditor may

auditor’s

appropriately subgroup communicates relevant
make explicit in agreeing the terms of engagement that,
unless prohibited by law or regulation, the auditor retains

the right to communicate directly with the governing body.
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A7.Audit committees (or similar subgroups with different
names) exist in many jurisdictions. Although their specific
authority and functions may differ, communication with
the audit committee, where one exists, has become a key
element in the auditor’s communication with those charged
with governance. Good governance principles suggest that:

The auditor will be invited to regularly attend meetings
of the audit committee.

+ The chair of the audit committee and, when relevant, the
other members of the audit committee, will liaise with
the auditor periodically.

The audit committee will meet the auditor without

management present at least annually.
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When All of Those Charged with Governance Are Involved in
Managing the Entity

When All of Those Charged with Governance Are Involved in
Managing the Entity (Ref: Para.13)

13.In some cases, all of those charged with governance are
involved in managing the entity, for example, a small
business where a single owner manages the entity and no
one else has a governance role. In these cases, if matters
required by this ISA are communicated with person(s)
with management responsibilities, and those person(s) also
have governance responsibilities, the matters need not be
communicated again with those same person(s) in their
governance role. These matters are noted in paragraph
16(c). The auditor shall nonetheless be satisfied that
communication with person(s) with management
responsibilities adequately informs all of those with whom
the auditor would otherwise communicate in their

governance capacity. (Ref: Para. A8)

A8.In some cases, all of those charged with governance are
involved in managing the entity, and the application of
communication requirements is modified to recognize this
position. In such cases, communication with person(s) with
management responsibilities may not adequately inform all
of those with whom the auditor would otherwise
communicate in their governance capacity. For example, in
a company where all directors are involved in managing
the entity, some of those directors (for example, one
responsible for marketing) may be unaware of significant

discussed with another director (e.g.,

matters one

responsible for the preparation of the financial statements).

Matters to Be Communicated

Matters to Be Communicated
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The Auditor’s Responsibilities in Relation to the Financial

The Auditor’s Responsibilities in Relation to the Financial
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Statement Audit

Statement Audit (Ref: Para. 14)

HE M)

14.The auditor shall communicate with those charged with
governance the responsibilities of the auditor in relation to
the financial statement audit, including that:

(a) The auditor is responsible for forming and expressing
an opinion on the financial statements that have been
prepared by management with the oversight of those
charged with governance; and

(b) The audit of the financial statements does not relieve
management or those charged with governance of their
responsibilities. (Ref: Para. A9-A10)

A9. The auditor’s responsibilities in relation to the financial
statement audit are often included in the engagement letter
or other suitable form of written agreement that records the
agreed terms of the engagement.® Law, regulation or the
governance structure of the entity may require those
charged with governance to agree the terms of the
engagement with the auditor. When this is not the case,
providing those charged with governance with a copy of
that engagement letter or other suitable form of written
agreement may be an appropriate way to communicate
with them regarding such matters as:

The auditor’s responsibility for performing the audit in
accordance with ISAs, which is directed towards the
expression of an opinion on the financial statements. The
matters that ISAs require to be communicated, therefore,
include significant matters arising during the audit of the
financial statements that are relevant to those charged
with governance in overseeing the financial reporting
process.

The fact that ISAs do not require the auditor to design
procedures for the purpose of identifying supplementary
matters to communicate with those charged with
governance.

When ISA 7017 applies, the auditor’s responsibilities to
determine and communicate key audit matters in the
auditor’s report.

When applicable, the auditor’s responsibility for
communicating particular matters required by law or
regulation, by agreement with the entity or by additional
requirements applicable to the engagement, for example,
the standards of a national professional accountancy
body.

% See paragraph 10 of ISA 210, Agreeing the Terms of Audit
Engagements.

7 ISA 701, Communicating Key Audit Matters in the
Independent Auditor’s Report

12. B NI, MG RERICBEET 2EEAOEMTIZ
ONT, BEERGE L ala=r—va vy EfTbhitn
X7 6720, M REEICBEEST 2EAE NOEMTIC
ONWTOEERELDaI a=r—va Zid, T
DOHFEEEFZDRTIUXR B2,

(1) BEANIL, REEPERT D2MBHRICRT LT
EAERLTIERL, AT BEZ2HFTLHZ L
(2) MBEREAIT, REH UIEERFOEMLEY
REFET2HOTIHARWI & (ASIE M VFAYIHS )

A8. WM RERICEET 2EEANDOEMIL, Z< 08
A BERES OS2 ED AN EIZD
ORI LS GEFICRE#H SN D BEhRYE
ZEEWEE210 EAEFSOZRNEMEOEE] 8
HEM), BEEANI, UTOFEHEIIOWTERRES L
W asa=br—3 g 052795 FEE LT, BEAEY
FICEERNETZOMOBEY 2L E6E
FEOFBLERMETHZ b H D,
c—RICAIERY RO LD B O AT HERL L

A OFENEIZRE T A NDOBMLIL, MEHERIC
NI HEROEXATHLZ &

sk BAERELZBESWREFEN I = —T
Y OFEfEEFERT HEEHIL, ME#EREENLAEL
7o, MEWE 7 v R Z BT A AR BE T
HEBREFHEHTHDH &

BRI ERY LR LN EEOENE T, BEEA
2, BEEALELa o= —Ta U EITI 2D,
BB OB T ae M ET DL E2ERL T
AANPS

C B HER B WIS ETL MSTEEE N OB
FIZBIT OEE FOFELRREFFHORE ) 12D
X, ESMEE CEE Lo TR E MM FIHEA B
WEZICEEHT 256, BE LOFELMFFEHRY
WEL., HETHEEANDEM

YT LA, B BRELOAE, UIAARAR
SR EHEOREELSOEBICHEA SN DB
RMERFIHIZE > TROOND, ZI2=F—T3=
NI DR NDOEMT

Al10.Law or regulation, an agreement with the entity or

additional requirements applicable to the engagement may
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provide for broader communication with those charged
with governance. For example, (a) an agreement with the
entity may provide for particular matters to be
communicated when they arise from services provided by
a firm or network firm other than the financial statement
audit; or (b) the mandate of a public sector auditor may
provide for matters to be communicated that come to the
auditor’s attention as a result of other work, such as

performance audits.

IOV THESNTWAS Z 2R3 H D, BlziE, B
BEHEFT IR Y MU —7 « 77— AR 5 I E
HERERLINOEZEDSECUTEHEDOFHIZOWT
ERESELala=r—va v afrol L ahEL
BETLHERH D,

Planned Scope and Timing of the Audit Planned Scope and Timing of the Audit (Ref: Para. 15) €2 FEL-EEOHF L £ O FEhmkRE) (@) #HmEL7-BEEOHE L Z0EMRH) G5 131
ZH)
Al1l.Communication regarding the planned scope and timing A10. FHE L7 BEEOHPH & £ OFEfuRFIZ >\ T =

of the audit may:

(a) Assist those charged with governance to understand
better the consequences of the auditor’s work, to discuss
issues of risk and the concept of materiality with the
auditor, and to identify any areas in which they may
request the auditor to undertake additional procedures;
and

(b) Assist the auditor to understand better the entity and its

environment.

2= =3 a &) ZEIE LR DRI KIL> D
ERD D,

(1) BEAEEEN, EEANOIEEN OGO DHROM
Hae Xy RSHMEL, VA7 LHEMEOEZIZOW
TEEEAN &k L, B NIBINFHe D I & 2k
5 ATREMED & D ik A Rk D Z &

(2) BEBEAND, K OEREREEZ L VRS L2 L

Al12. Communicating significant risks identified by the
auditor helps those charged with governance understand
those matters and why they require special audit

consideration. The communication about significant risks

may assist those charged with governance in fulfilling their

responsibility to oversee the financial reporting process.

All. BEEREFE & O ERREIc OV TEERSE L o 3
2 == a VEITOEAIE, BEEOA AR

DIRWTZDDERENLETH D,

Al2. Feplieipata B &35V 27 ODNE K OCEEA A
NYFY A7 L LTHB LB HRICETsala=
r—a A, BEERENUHRE T 0t R BT
HEEER-TOIRIOZ END D,

15. The auditor shall communicate with those charged with
governance an overview of the planned scope and timing
of the audit, which includes communicating about the
significant risks identified by the auditor. (Ref: Para.
Al1-Al16)

A13. Matters communicated may include:

* How the auditor plans to address the significant risks of
material misstatement, whether due to fraud or error.

* How the auditor plans to address areas of higher assessed
risks of material misstatement.

* The auditor’s approach to internal control relevant to the
audit.

* The application of the concept of materiality in the
context of an audit.®

* The nature and extent of specialized skill or knowledge

13. BEAS NIE, FHil U 7= B2 O aPH & 2 O SRR o4
FIZOWTC, EERELaIa=r—Ta rafThn
FIUEZR B, ZHUCIEREEE A K iR STk
Bt E LB TV A7 NEEND, (ALOEND
AISTEZHR)

NZAN

Al3. aala=b—3 g U&THOFHEITIL, BIIEL. B
THREEND,
c NEXITREBIC L D, BEREBR IR DR
MR Z VB L T8 U 27 ~DER N DX
KRR A LB L 35 U R 7 PISMTERE L T
HEERELERY A7 PEOEEA~ O N D
PO
- BRI BT 5 NERREH IC DWW T OBEA N DA
T 7a—F
CERICEA S HEEROME BEEEELZESW
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needed to perform the planned audit procedures or
evaluate the audit results, including the use of an
auditor’s expert.’

* When ISA 701 applies, the auditor’s preliminary views
about matters that may be areas of significant auditor
attention in the audit and therefore may be key audit
matters.

* The auditor’s planned approach to addressing the
implications on the individual statements and the
disclosures of any significant changes within the
applicable financial reporting framework or in the

entity’s environment, financial condition or activities.

¥ IS4 320, Materiality in Planning and Performing an Audit
? See ISA 620, Using the Work of an Auditor’s Expert.

HE320 TEEEOFE K OEMICKB T HEEM &
)

- EENOFIAT 2 EMFEOEBEORH &G T, 3
U 72 BE 2 T 0 it 132 OFE R OFHlIZ B\ T
ME L5 BEDE TORBE TR ONE KO
P (EAREZBSWEF20 THMFEOEEKD
FIH 2R

CERRLERESWEETOINEM L R BA . B
ICBWTEEAPNFICERZL )T THY | B
FOFHELRRFTFEEL 2D RN D D FIHEIZE
T AN D FRf#

- W S0 MBS OFSHAOWIE, W ONTAR 3R
i, FEEEHEOMBRGUCK T 2 EEREE)R
il 2 DB FE ORI G- 2 DB KT 5
B ADSEHE LR T e —F

Al4. Other planning matters that it may be appropriate to
discuss with those charged with governance include:

* Where the entity has an internal audit function, how the
external auditor and internal auditors can work together
in a constructive and complementary manner, including
any planned use of the work of the internal audit
function, and the nature and extent of any planned use of
internal auditors to provide direct assistance.!”

* The views of those charged with governance about:

o The appropriate person(s) in the entity’s governance
structure with whom to communicate.

o The allocation of responsibilities between those
charged with governance and management.

o The entity’s objectives and strategies, and the related
business risks that may result in material
misstatements.

0o Matters those charged with governance consider
warrant particular attention during the audit, and any
areas where they request additional procedures to be
undertaken.

o Significant communications between the entity and
regulators.

o Other matters those charged with governance consider
may influence the audit of the financial statements.

* The attitudes, awareness, and actions of those charged

Al4. EEAGFHE EOFHT, BEAKE LR T D52 &0
U2 OMOFHIIL, Flz X, UTFAEEND,
- EENPNITEEREL AT 250, BEEADBNEE
BEFHTHRE, KOEAN & NEHEEAE AR
I DR B U CEB AT H DDk
- LB 2 BE A5 o fLfR
- IR F U AOEICRO LTEEAN I 2=

—a U EITO Y e A
- BEARFELREFEOENENDOEML
- AR OMIEIE NS Z S ICBE L CEER
JEARRY AT LR DA RO S L FE LD Y R
7
- BEAREN, BEAOF IR kA
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PILBEE B 2 DI, R ONBIN Tt D Ffi & 2
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with governance concerning (a) the entity’s internal

control and its importance in the entity, including how

those charged with governance oversee the effectiveness
of internal control, and (b) the detection or possibility of
fraud.

* The actions of those charged with governance in response
to developments in accounting standards, corporate
governance practices, exchange listing rules, and related
matters, and the effect of such developments on, for
example, the overall presentation, structure and content
of the financial statements, including:

o The relevance, reliability, comparability and
understandability of the information presented in the
financial statements; and

o Considering whether the financial statements are
undermined by the inclusion of information that is not
relevant or that obscures a proper understanding of the
matters disclosed.

+ The responses of those charged with governance to
previous communications with the auditor.

* The documents comprising the other information (as
defined in ISA 720 (Revised)) and the planned manner
and timing of the issuance of such documents. When the
auditor expects to obtain other information after the date
of the auditor’s report, the discussions with those
charged with governance may also include the actions
that may be appropriate or necessary if the auditor
concludes that a material misstatement of the other
information exists in other information obtained after the

date of the auditor’s report.

10 ISA 610 (Revised 2013), Using the Work of Internal
Auditors, paragraph 20 and 31

AT D b 35 FEE K ONBEE 9~ 2 FIA O @) [a) J OVY 54 8)
M £ DBk T B 7o O OB SEOITE), 3
ZIE, Mz, Lo LT, HEEED
AR 7e TR, FERR ORI Z RITT 2 &7
H 5,

- MWERERICE RSN DERO B RS, S,
PR RTREE K ONBRAE ATREME DS HELCR S AL TUN D 2,
- B L2 WE SR UTBER e fE A G0 5 Z LI &
D MBSl R RO B 72 BRAR 2 15 17 T U2,
cLIHNCER N EfToTmala=lhr—2 g U ~DE

AL D KT

Al15. While communication with those charged with

governance may assist the auditor to plan the scope and
timing of the audit, it does not change the auditor’s sole
responsibility to establish the overall audit strategy and the
audit plan, including the nature, timing and extent of
procedures necessary to obtain sufficient appropriate audit

evidence.

A1, BEERELIT Y ala=lr—ra id, BEBEAMN

A O#IPH & 2 O FE R A2 I3 5 2 &I
ZENRDD, L, oot AL A AT
T2 IO BT, € O E iR e O 2
Ete, BB OIEARN 2 8 L S A 2 R E T
LHEEANBH OBELENEEIR S LD DT TR,
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A16. Care is necessary when communicating with those
charged with governance about the planned scope and
timing of the audit so as not to compromise the
effectiveness of the audit, particularly where some or all of
those charged with governance are involved in managing
the entity. For example, communicating the nature and
timing of detailed audit procedures may reduce the
effectiveness of those procedures by making them too

predictable.

Significant Findings from the Audit

Significant Findings from the Audit (Ref: Para. 16)

() BELOEELRRREIER)

(B BEELOEEZRBEREFER) (F 14HSZHR)

Al17. The communication of findings from the audit may
include requesting further information from those charged
with governance in order to complete the audit evidence
obtained. For example, the auditor may confirm that those
charged with governance have the same understanding of
the and circumstances relevant to

facts specific

transactions or events

Al6. AR FORRFHICOWTITI) aIa=r— g
NZHRWT, BEEANL, AF UICERIEL A RS 2
e, BEAERFITBMOERE RO L Z DD 5, Hi
X, BEAENT, FREORS| IFFERICEE T 5 FHE
ERPUZDOWTEEARFITERM L, BEAKRFEOBEN
EEANLFRCTHDLIEEMNIDDLZENDD,

16. The auditor shall communicate with those charged with
governance: (Ref: Para. A17-A18)

(a) The auditor’s views about significant qualitative aspects
of the entity’s accounting practices, including accounting
policies, accounting estimates and financial statement
disclosures. When applicable, the auditor shall explain to
those charged with governance why the auditor
considers a significant accounting practice, that is
acceptable under the applicable financial reporting
framework, not to be most appropriate to the particular
circumstances of the entity; (Ref: Para. A19-A20)

(b) Significant difficulties, if any, encountered during the
audit; (Ref: Para. A21)

(c) Unless all of those charged with governance are
involved in managing the entity:

(i) Significant matters arising during the audit that were
discussed, or subject to correspondence, with
management; and (Ref: Para. A22)

(i1) Written representations the auditor is requesting;

(d) Circumstances that affect the form and content of the
auditor’s report, if any; and (Ref: Para. A23—A25)

(e) Any other significant matters arising during the audit
that, in the auditor’s professional judgment, are relevant

to the oversight of the financial reporting process. (Ref:

A18. When ISA 701 applies, the communications with those
charged with governance required by paragraph 16, as well
as the communication about the significant risks identified
by the auditor required by paragraph 15, are particularly
relevant to the auditor’s determination of matters that
required significant auditor attention and which therefore

may be key audit matters.!!

'ISA 701, paragraphs 9-10

4. BEAENZ, LTIZOWT, BEAgRELaIa=F—
Va s ETDRITIIIR LR, (A6 R UALTHES
)

(1) =FHH#E, 2FF EORME Y KO BEROF T K
WERRHEA G, BEORFHIEBOEMMIHED H
HEIEREDIZHONTOEER A D RLiF
Bitr NIX, SFFEBE, WA Sh 2 W5 #HE o
MAD T TZARGETH D0, REOREDRIIC
BWTEKELR D DT RWEBZ L5, €0
L 2 B A CH L2 i 5720, (A18IA
K OAL9IEZ )

(2) EEAEBIF PN EE 2R BB m L7255 813, £ 0
Rt (A205E5 )

(3) EEEDWMB TR S, BEH &k L7203
PREE I nE Lo HERFIH (A21HES )

(4) BEEE ANDERE LT Bl E0 R

(5) EHEMEEOH AL NI EL LT IR0
(A22TH K D23TEHZ )

(6) BsEOIMFR TR I, BEAAD, MEMFMZE
ELTOHErIcB N THBRE e R1cx4 5
BRI L AEHICE s TEHELHW L-ZFD
fhOHIH (A24THS M)

Al7. BEEEAER B SWMEETOINEH S %A, A
FOFEERRFFEITEE AN RFICEREE Lo F
HNDIRET L7280, LT OFRHEIZET HEEXRS &
Dala=br—asid EE LOFELRBRFFHEY
RET DB, FRZAEHTH %,

WO LT R e R A MR L T 5 Y A (B5135)
- A FOBEERFEAEE (B145H)

12




B L 260

Para. A26-A28)

Significant Qualitative Aspects of Accounting Practices (Ref:
Para. 16(a))

(@) 2FFEHOEBEZEMOME) G5 14 1) 2R

A19. Financial reporting frameworks ordinarily allow for the
entity to make accounting estimates, and judgments about
accounting policies and financial statement disclosures, for
example, in relation to the use of key assumptions in the
development of accounting estimates for which there is
significant measurement uncertainty. In addition, law,
regulation or financial reporting frameworks may require
disclosure of a summary of significant accounting policies
or make reference to “critical accounting estimates” or
“critical accounting policies and practices” to identify and
provide additional information to users about the most
difficult, subjective or complex judgments made by

management in preparing the financial statements.

A18. WMESHE OFS AW T, EE ., BEETSFH L
DRFEY 2170, XEHT#E & MEBER O FHIZ D
WCHIETZT S 2 ERRO LN TN D, Bl L, BE
Flx, REFEMEORWRE EOREY IZH T 2 EER
RENZ BT DR FHOZ LI OWNTHIB 21T 5
DS, A O X > TiE, AHEFEMICET 5
HRLFIH & L C, MR A ERRT 5 L TREFE T
oot b REE, FEEIA SUIAEHEZR BN BT 580
RERICONWTRETDHZENROOENDZ LD
%o REORFEBOEELEMMEIZ OV TEAR
BLRBEICaAIa=r—Ta UETOBICIE, EEA
DEFEBNZAFREDE D M T A A 0 FLfiF
MEENDZ DD D, 8210, KFFEFOERERER
BIHEIZOWT, ala=r—vary&ftH 2l &n
bHEHEETLH L TV D,

A20. As a result, the auditor’s views on the subjective
aspects of the financial statements may be particularly
relevant to those charged with governance in discharging
their responsibilities for oversight of the financial reporting
process. For example, in relation to the matters described
in paragraph A19, those charged with governance may be
interested in the auditor’s evaluation of the adequacy of
disclosures of the estimation uncertainty relating to
accounting estimates that give rise to significant risks.
Open and constructive communication about significant
qualitative aspects of the entity’s accounting practices also
may include comment on the acceptability of significant
accounting practices and the quality of the disclosures.
Appendix 2 identifies matters that may be included in this

communication.

A19. [P EEER DO E D L 5 7 FBLIN 72 I BT 2 B
AN RFRIT, BEEREDNUGHRE 7 7 AT 58
REBEEZR-TBEICRRICERZRZ RS 5, Bl IE,
AISTHIZ R S ATV A FHIC B L T, BE i I,
BRI 2 LB E T A7 AL SH L5 1
DRFEVIZHONT, BFEY ORI T DG F
HOZYMEIZBET DB A N OFHEIC B L& FF 256
N D, ORGSO EERLEWARE IOV CE
BRELREICTI 2= —2a U ETOBIIE, &
B DG RBE N Z ANATREN E D MoBROZ BT
LDEBNDORMBENGEND LR D, (T2, &
FHEBOEELEIMEICONWT, 23 a=r— 3
VEATOZEND L FEHETE L TV D,

Significant Difficulties Encountered during the Audit (Ref:
Para. 16(b))

((6) BEHMPICER L-REERRE) (F 14 H(2)
Z M)

A21. Significant difficulties encountered during the audit
may include such matters as:

* Significant delays by management, the unavailability of

entity personnel, or an unwillingness by management to

provide information necessary for the auditor to perform

the auditor’s procedures.

A20. EEAHIRIICE R L2 REE 2RI, B 203,
UTOFRENEGEND,
Y O ARTE AT E T ORI 72 BB LD |
BB B D OB THE D LM VB 72 s AR R
FLBEST S &
c REFICENBNICEEZK TT25 2 808Kk
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* An unreasonably brief time within which to complete the
audit.

» Extensive unexpected effort required to obtain sufficient
appropriate audit evidence.

* The unavailability of expected information.

* Restrictions imposed on the auditor by management.

* Management’s unwillingness to make or extend its
assessment of the entity’s ability to continue as a going
concern when requested.

In some circumstances, such difficulties may constitute a

scope limitation that leads to a modification of the auditor’s

opinion.'?

12 IS4 705 (Revised), Modifications to the Opinion in the
Independent Auditor’s Report

bbb &

s+ oE Y R B A REL A AT 5 7o O I A Hi P
THENDIEENRLE L 725 2 &

cHEL TWEERBAFTERN &

- REFE DG NCHNERTZ &
CEBEANTRLIZICH 06T, B E Dk
EOFHRICEET D a i AT 720 SUZE-m T 23
WE TR IERIZIS UV &

BRI XTI, 2O OREEZRILIL, BRIV FIE
MRERIZO N D EEHFAOHK R GE1H 5,
(BB HEER B AW ETS [ISIEER N DA RE
FIZBIT DAV FIEMAE R 2 8)

Significant Matters Discussed, or Subject to Correspondence

with Management (Ref: Para. 16(c)(i))

(BEELOHBBFENIMCELLEREZRFR) B
14 IH (3) Z 1)

A22. Significant matters discussed, or subject to
correspondence with management may include such
matters as:

* Significant events or transactions that occurred during the
year.

* Business conditions affecting the entity, and business
plans and strategies that may affect the risks of material
misstatement.

» Concerns about management’s consultations with other
accountants on accounting or auditing matters.

* Discussions or correspondence in connection with the
initial or recurring appointment of the auditor regarding
accounting practices, the application of auditing
standards, or fees for audit or other services.

* Significant matters on which there was disagreement with
management, except for initial differences of opinion
because of incomplete facts or preliminary information
that are later resolved by the auditor obtaining additional

relevant facts or information.

A21. e & O FH I IBE L EE AR IS,
Bl ziE, UTFOFENEGEND,
« DEHEERICRAE LI mEE R TR OUTEG]
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FERRFEIEIIAREERFERICE SN TWZ2D
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Circumstances that Affect the Form and Content of the
Auditor’s Report (Ref: Para 16(d))

(BEEHREEFEORAROCARTICEET R G5 14
H (5) &)

A23. ISA 210 requires the auditor to agree the terms of the

audit engagement with management or those charged with

A22. BERHVET BAMEE2101T, BEEL O,
WCOWTREEZEEABET A EEZERANIZERLT

14




B L 260

governance, as appropriate.'* The agreed terms of the audit
engagement are required to be recorded in an audit
engagement letter or other suitable form of written
agreement and include, among other things, reference to
the expected form and content of the auditor’s report.'* As
explained in paragraph A9, if the terms of engagement are
not agreed with those charged with governance, the auditor
may provide those charged with governance with a copy of
the engagement letter to communicate about matters
relevant to the audit. The communication required by
paragraph 16(d) is intended to inform those charged with
governance about circumstances in which the auditor’s
report may differ from its expected form and content or
may include additional information about the audit that

was performed.

3ISA 210, paragraph 9
“ISA 210, paragraph 10

W5 (BEEEER210%5 7 ) . B SN BEAZER DRKY
SHFE, BEEREZORE SNHIHRALOCNEE S
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A24. Circumstances in which the auditor is required or may
otherwise consider it necessary to include additional
information in the auditor’s report in accordance with the
ISAs, and for which communication with those charged
with governance is required, include when:

* The auditor expects to modify the opinion in the auditor’s
report in accordance with ISA 705 (Revised)."

* A material uncertainty related to going concern is
reported in accordance with ISA 570 (Revised).'®

+ Key audit matters are communicated in accordance with
ISA 701.7

* The auditor considers it necessary to include an Emphasis
of Matter paragraph or Other Matter paragraph in
accordance with ISA 706 (Revised)'® or is required to do
so by other ISAs.

* The auditor has concluded that there is an uncorrected
material misstatement of the other information in
accordance with ISA 720 (Revised)."

In such circumstances, the auditor may consider it useful to
provide those charged with governance with a draft of the
auditor’s report to facilitate a discussion of how such

matters will be addressed in the auditor’s report.

A23. BEEAD, BEAEREEITBINMNREREZD 52
EMELRI AL D T EE LW D700 B s &
DaAI 2= —a UPREEINDGEITIE A
X, LFREENRD,

- EEAEER B SWMIEFT5H29HITNE - T, BEAR
HEICBWTESAINSEEMER RIS 556
- BEAELMER B R EBT05E 2450 (4) IZ0E - T, ikt
REOHTRICEAT 5 BEERAHEEZHRET 25

PAN
=

- BEAEREZESWEEFETOIFI6HIIWE - T, EA L
O EELRFFHARET 555
- BEAEREZESWEEFETOHIIHIIWE- T, UEE
DM OEEIEEZ S SWMEFEDOERIZLY | T7HH
FIE| RoyXE (Z0moFHE ) RKgyrEgbhd b
R NDLE LW 255
EREO LD R B WL TE, BEERIEEICBWT
BHFHE LD X SIS TENCET 5 ik
DEFELE LT, BEREEOREZERRLICRAT
D2 ENERHEEBENPHWT 255085 5,

15




B L 260

5 ISA 705 (Revised), paragraph 30

16 ISA 570 (Revised), Going Concern, paragraph 25(d)

'71SA 701, paragraph 17

8 ISA 706 (Revised), Emphasis of Matter Paragraphs and
Other Matter Paragraphs in the Independent Auditor’s
Report, paragraph 12

YISA 720 (Revised), The Auditor’s Responsibilities Relating
to Other Information, paragraph 18(a)

A25. In the rare circumstances that the auditor intends not to
include the name of the engagement partner in the
auditor’s report in accordance with ISA 700 (Revised), the
auditor is required to discuss this intention with those
charged with governance to inform the auditor’s
assessment of the likelihood and severity of a significant
personal security threat.? The auditor also may
communicate with those charged with governance in
circumstances when the auditor elects not to include the
description of the auditor’s responsibilities in the body of

the auditor’s report as permitted by ISA 700 (Revised).!

20 ISA 700 (Revised), paragraphs 46 and A63
2L ISA 700 (Revised), paragraph 41

Other Significant Matters Relevant to the Financial Reporting
Process (Ref: Para. 16(¢))

(HBERE7nEXCHES S OMOEELRER)
(5 14 1H(6) Z 1)

A26. ISA 30022 notes that, as a result of unexpected events,
changes in conditions, or the audit evidence obtained from
the results of audit procedures, the auditor may need to
modify the overall audit strategy and audit plan and
thereby the resulting planned nature, timing and extent of
further audit procedures, based on the revised
consideration of assessed risks. The auditor may
communicate with those charged with governance about
such matters, for example, as an update to initial
discussions about the planned scope and timing of the

audit.

22 ISA 300, Planning an Audit of Financial Statements,
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paragraph A15

A27. Other significant matters arising during the audit that
are directly relevant to those charged with governance in
overseeing the financial reporting process may include
such matters as material misstatements of the other

information that have been corrected.

A24. BEAOWMFETRA I, MBEME 7 12 2K
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A28. To the extent not already addressed by the requirements
in paragraphs 16(a)—(d) and related application material,
the auditor may consider communicating about other
matters discussed with, or considered by, the engagement
quality control reviewer, if one has been appointed, in
accordance with ISA 220.%3

23 See paragraphs 19-22 and A23-A33 of ISA 220, Quality

Control for an Audit of Financial Statements.

Auditor Independence

Auditor Independence

((4) BEE AWMLY

((6) BEEADMILME) (5F 156 THSH)

>~ i

17. In the case of listed entities, the auditor shall

communicate with those charged with governance:

(a) A statement that the engagement team and others in the
firm as appropriate, the firm and, when applicable,
network firms have complied with relevant ethical
requirements regarding independence; and
(i) All relationships and other matters between the firm,

network firms, and the entity that, in the auditor’s
professional judgment, may reasonably be thought to
bear on independence. This shall include total fees
charged during the period covered by the financial
statements for audit and non-audit services provided
by the firm and network firms to the entity and
components controlled by the entity. These fees shall

be allocated to categories that are appropriate to assist

A29. The auditor is required to comply with relevant ethical
requirements, including those pertaining to independence,

relating to financial statement audit engagements.?*

24 ISA 200, Overall Objectives of the Independent Auditor
and the Conduct of an Audit in Accordance with

International Standards on Auditing, paragraph 14
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those charged with governance in assessing the effect
of services on the independence of the auditor; and

(i1) The related safeguards that have been applied to
eliminate identified threats to independence or reduce
them to an acceptable level. (Ref: Para. A29—-A32)
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A30. The relationships and other matters, and safeguards to
be communicated, vary with the circumstances of the
engagement, but generally address:

(a) Threats to independence, which may be categorized as:
self-interest threats, self-review threats, advocacy
threats, familiarity threats, and intimidation threats; and

(b) Safeguards created by the profession, legislation or
regulation, safeguards within the entity, and safeguards

within the firm’s own systems and procedures.
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A31. Relevant ethical requirements or law or regulation may
also specify particular communications to those charged
with governance in circumstances where breaches of
independence requirements have been identified. For
example, the International Ethics Standards Board for
Accountants’ Code of Ethics for Professional Accountants
(IESBA Code) requires the auditor to communicate with
those charged with governance in writing about any breach

and the action the firm has taken or proposes to take.?

25 See Section 290.39—49 of the IESBA Code, which

addresses breaches of independence.
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A32. The communication requirements relating to auditor
independence that apply in the case of listed entities may
also be appropriate in the case of some other entities,

including those that may be of significant public interest,
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for example, because they have a large number and wide
range of stakeholders and considering the nature and size
of the business. Examples of such entities may include
financial institutions (such as banks, insurance companies,
and pension funds), and other entities such as charities. On
the hand,

communications regarding independence may not be

other there may be situations where
relevant, for example, where all of those charged with
governance have been informed of relevant facts through
their management activities. This is particularly likely
where the entity is owner-managed, and the auditor’s firm
and network firms have little involvement with the entity

beyond a financial statement audit.
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Supplementary Matters (Ref: Para. 3)
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A33. The oversight of management by those charged with
governance includes ensuring that the entity designs,
implements and maintains appropriate internal control with
regard to reliability of financial reporting, effectiveness
and efficiency of operations and compliance with

applicable laws and regulations.
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A34. The auditor may become aware of supplementary
matters that do not necessarily relate to the oversight of the
financial reporting process but which are, nevertheless,
likely to be significant to the responsibilities of those
charged with governance in overseeing the strategic
direction of the entity or the entity’s obligations related to
accountability. Such matters may include, for example,
significant issues regarding governance structures or
processes, and significant decisions or actions by senior

management that lack appropriate authorization.
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A35. In determining whether to communicate supplementary
matters with those charged with governance, the auditor
may discuss matters of this kind of which the auditor has
become aware with the appropriate level of management,

unless it is inappropriate to do so in the circumstances.
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A36. If a supplementary matter is communicated, it may be
appropriate for the auditor to make those charged with
governance aware that:

(a) Identification and communication of such matters is
incidental to the purpose of the audit, which is to form
an opinion on the financial statements;

(b) No procedures were carried out with respect to the
matter other than any that were necessary to form an

opinion on the financial statements; and
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(c) No procedures were carried out to determine whether

other such matters exist.
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The Communication Process

The Communication Process
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Establishing the Communication Process

Establishing the Communication Process (Ref: Para. 18)
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A37. Clear communication of the auditor’s responsibilities,
the planned scope and timing of the audit, and the expected
general content of communications helps establish the

basis for effective two-way communication.
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A38. Matters that may also contribute to effective two-way
communication include discussion of:

* The purpose of communications. When the purpose is
clear, the auditor and those charged with governance are
better placed to have a mutual understanding of relevant
issues and the expected actions arising from the
communication process.

* The form in which communications will be made.

* The person(s) in the engagement team and among those
charged with governance who will communicate

regarding particular matters.

* The auditor’s expectation that communication will be
two-way, and that those charged with governance will
communicate with the auditor matters they consider
relevant to the audit, for example, strategic decisions that
may significantly affect the nature, timing and extent of
audit procedures, the suspicion or the detection of fraud,
and concerns with the integrity or competence of senior
management.

* The process for taking action and reporting back on
matters communicated by the auditor.

* The process for taking action and reporting back on
matters those

communicated by charged with

governance.
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18. The auditor shall communicate with those charged with
governance the form, timing and expected general content

of communications. (Ref: Para. A37-A45)

A39. The communication process will vary with the
circumstances, including the size and governance structure
of the entity, how those charged with governance operate,

and the auditor’s view of the significance of matters to be
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communicated. Difficulty in establishing effective
two-way communication may indicate that the
communication between the auditor and those charged
with governance is not adequate for the purpose of the

audit (see paragraph AS2).
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Considerations Specific to Smaller Entities
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A40. In the case of audits of smaller entities, the auditor may
communicate in a less structured manner with those
charged with governance than in the case of listed or larger

entities.
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Communication with Management
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A41. Many matters may be discussed with management in
the ordinary course of an audit, including matters required
by this ISA to be communicated with those charged with
governance. Such discussions recognize management’s
executive responsibility for the conduct of the entity’s
operations and, in particular, management’s responsibility

for the preparation of the financial statements.
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A42. Before communicating matters with those charged with
governance, the auditor may discuss them with
management, unless that is inappropriate. For example, it
may not be appropriate to discuss questions of
management’s competence or integrity with management.
In addition to recognizing management’s executive
responsibility, these initial discussions may clarify facts
and issues, and give management an opportunity to
provide further information and explanations. Similarly,
when the entity has an internal audit function, the auditor
may discuss matters with appropriate individuals within
the function before communicating with those charged

with governance.
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Communication with Third Parties
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A43. Those charged with governance may be required by law
or regulation, or may wish, to provide third parties, for
example, bankers or certain regulatory authorities, with
copies of a written communication from the auditor. In
some cases, disclosure to third parties may be illegal or
otherwise inappropriate. When a written communication
prepared for those charged with governance is provided to

third parties, it may be important in the circumstances that
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the third parties be informed that the communication was

not prepared with them in mind, for example, by stating in

written communications with those charged with
governance:

(a) That the communication has been prepared for the sole
use of those charged with governance and, where
applicable, the group management and the group auditor,
and should not be relied upon by third parties;

(b) That no responsibility is assumed by the auditor to third
parties; and

(¢) Any restrictions on disclosure or distribution to third

parties.
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A44. In some jurisdictions the auditor may be required by
law or regulation to, for example:

* Notify a regulatory or enforcement body of certain

matters communicated with those charged with
governance. For example, in some countries the auditor
has a duty to report misstatements to authorities where
management and those charged with governance fail to
take corrective action;

* Submit copies of certain reports prepared for those
charged with governance to relevant regulatory or
funding bodies, or other bodies such as a central
authority in the case of some public sector entities; or

* Make reports prepared for those charged with governance

publicly available.
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A45. Unless required by law or regulation to provide a third
party with a copy of the auditor’s written communications
with those charged with governance, the auditor may need
the prior consent of those charged with governance before

doing so.
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Forms of Communication

Forms of Communication (Ref: Para. 19)
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19. The auditor shall communicate in writing with those
charged with governance regarding significant findings
from the audit if, in the auditor’s professional judgment,
oral communication would not be adequate. Written
communications need not include all matters that arose

during the course of the audit. (Ref: Para. A46—A48)

A46. Effective communication may involve structured
presentations and written reports as well as less structured
communications, including discussions. The auditor may
communicate matters other than those identified in

paragraphs 19-20 either orally or in writing. Written

communications may include an engagement letter that is

provided to those charged with governance.
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A47. In addition to the significance of a particular matter, the
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form of communication (e.g., whether to communicate

orally or in writing, the extent of detail or summarization

in the communication, and whether to communicate in a

structured or unstructured manner) may be affected by

such factors as:

* Whether a discussion of the matter will be included in the
auditor’s report. For example, when key audit matters
are communicated in the auditor’s report, the auditor
may consider it necessary to communicate in writing
about the matters determined to be key audit matters.

* Whether the matter has been satisfactorily resolved.

* Whether management has previously communicated the
matter.

» The size, operating structure, control environment, and
legal structure of the entity.

* In the case of an audit of special purpose financial
statements, whether the auditor also audits the entity’s
general purpose financial statements.

* Legal requirements. In some jurisdictions, a written
communication with those charged with governance is
required in a prescribed form by local law.

* The expectations of those charged with governance,
including arrangements made for periodic meetings or
communications with the auditor.

» The amount of ongoing contact and dialogue the auditor
has with those charged with governance.

* Whether there have been significant changes in the

membership of a governing body.
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20.The auditor shall communicate in writing with those
charged with governance regarding auditor independence

when required by paragraph 17.
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Timing of Communications

Timing of Communications (Ref: Para. 21)
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21. The auditor shall communicate with those charged with

governance on a timely basis. (Ref: Para. A49—A50)

A49. Timely communication throughout the audit contributes
to the achievement of robust two-way dialogue between
those charged with governance and the auditor. However,
the appropriate timing for communications will vary with
the of the

circumstances include the significance and nature of the

circumstances engagement. Relevant

matter, and the action expected to be taken by those
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charged with governance. For example:

» Communications regarding planning matters may often be
made early in the audit engagement and, for an initial
engagement, may be made as part of agreeing the terms
of the engagement.

* It may be appropriate to communicate a significant
difficulty encountered during the audit as soon as
practicable if those charged with governance are able to
assist the auditor to overcome the difficulty, or if it is
likely to lead to a modified opinion. Similarly, the
auditor may communicate orally to those charged with
governance as soon as practicable significant
deficiencies in internal control that the auditor has
identified, prior to communicating these in writing as
required by ISA 265.2

* When ISA 701 applies, the auditor may communicate
preliminary views about key audit matters when
discussing the planned scope and timing of the audit (see
paragraph A13), and the auditor also may have more
frequent communications to further discuss such matters
when communicating about significant audit findings.

* Communications regarding independence may be
appropriate whenever significant judgments are made
about threats to independence and related safeguards, for
example, when accepting an engagement to provide
non-audit services, and at a concluding discussion.

* Communications regarding findings from the audit,
including the auditor’s views about the qualitative
aspects of the entity’s accounting practices, may also be
made as part of the concluding discussion.

* When auditing both general purpose and special purpose
financial statements, it may be appropriate to coordinate

the timing of communications.

26 ISA 265, paragraphs 9 and A14

CEAFEICET A FHO I 2= —va T B
HEGOPM ORI ATOND Z &N, PIFE
BEEOLGA, BEAEBEORNFMEOGEICEE L TT
bhdZtndd,

- AWM ICE R L R AR LT 5 72
ICEEBERENEREANZ IR TE 256, IR FE
A RIS D723 5 ATREME R M WIEEITIE, 3o,
WZaa=r—arx2fTH 2 R &R
o5,

AR, B AR, 50 L 7= INERFEH o B 22 R
fii . BEAALET B wRiEF265 5 8H K UA14H(C
o TEEIEIY aI 2=l —T 3 VEITIRND,
EAESEICOETHESNIaIa=r—va %
1ITH5Z2 0355,
CEERERESWEETOINEM L RS, B
NI, FHE L7z B O fiPH & SR ic>nwT=
2= —a VETOBRIC, BE Lo FELRGE
HERDAREREN S L FHIZONWTHAI 2=
—TarETOZENHD AL2IEBZH), £72, Y
FMEHIZOWT, B ORI A EEA WSS
LER. RESDWigaITo 7o, HEICaIa=F
—TarE{TolENnD D,
NIRRT A a R a = —va U, BlxE,
Bt ZEAUNOEGR Z MG T 255 0mA
DI PE T OWES . MO EER K O —
7 I — RIZOW T OEE W 23T o 5 BRI
HATO 2 EDNMEYRZ EndH 5,

- RFEOZFIFEFOEMEICEET DA A D RLF
Ew, EROBREHEIIOVWTOII 2= —
a2 UE, BEORKEM COm®RIZB O THIThb
HTENDHD,

- — i BRI O M BTG ER &R E O M SRS R O T
DMBHREZERT DA, 23a=Fr—va o0
TR 2 RS 5 Z LN @R S b D,

AS50. Other factors that may be relevant to the timing of
communications include:
» The size, operating structure, control environment, and
legal structure of the entity being audited.

* Any legal obligation to communicate certain matters

A9, I 2= — g L OEEREICEE T S Z O
DERNTIZ, LTOFEERS D,
- RFEOBIE, FEEEE O, KHIBREE, K OVER
3
CHBEOREEICOWT —EOHMNICTZ I 2=/ —

26




B L 260

within a specified timeframe.

* The expectations of those charged with governance,
including arrangements made for periodic meetings or
communications with the auditor.

e The time at which the auditor identifies certain matters,
for example, the auditor may not identify a particular
matter (e.g., noncompliance with a law) in time for
preventive action to be taken, but communication of the

matter may enable remedial action to be taken.
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Adequacy of the Communication Process

Adequacy of the Communication Process (Ref: Para. 22)
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AS51. The auditor need not design specific procedures to
support the evaluation of the two-way communication
between the auditor and those charged with governance;
rather, that evaluation may be based on observations
resulting from audit procedures performed for other
purposes. Such observations may include:

» The appropriateness and timeliness of actions taken by
those charged with governance in response to matters
raised by the auditor. Where significant matters raised in
previous communications have not been dealt with
effectively, it may be appropriate for the auditor to
inquire as to why appropriate action has not been taken,
and to consider raising the point again. This avoids the
risk of giving an impression that the auditor is satisfied
that the matter has been adequately addressed or is no
longer significant.

* The apparent openness of those charged with governance
in their communications with the auditor.

* The willingness and capacity of those charged with
governance to meet with the auditor without
management present.

* The apparent ability of those charged with governance to
fully comprehend matters raised by the auditor, for
example, the extent to which those charged with
governance probe issues, and question recommendations
made to them.

» Difficulty in establishing with those charged with
governance a mutual understanding of the form, timing
and expected general content of communications.

* Where all or some of those charged with governance are

involved in managing the entity, their apparent
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awareness of how matters discussed with the auditor
affect their broader governance responsibilities, as well
as their management responsibilities.

» Whether the two-way communication between the auditor
and those charged with governance meets applicable

legal and regulatory requirements.

A52. As
communication assists both the auditor and those charged

with governance. Further, ISA 315 (Revised) identifies

noted in paragraph 4, effective two-way

participation by those charged with governance, including
their interaction with the internal audit function, if any, and
external auditors, as an element of the entity’s control
environment.?” Inadequate two-way communication may
indicate an unsatisfactory control environment and
influence the auditor’s assessment of the risks of material
misstatements. There is also a risk that the auditor may not
have obtained sufficient appropriate audit evidence to form

an opinion on the financial statements.

27 ISA 315(Revised), paragraph A78
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22. The auditor shall evaluate whether the two-way
communication between the auditor and those charged
with governance has been adequate for the purpose of the
audit. If it has not, the auditor shall evaluate the effect, if
any, on the auditor’s assessment of the risks of material
misstatement and ability to obtain sufficient appropriate
audit evidence, and shall take appropriate action. (Ref:
Para. A5S1-AS53)

AS53. If the two-way communication between the auditor and
those charged with governance is not adequate and the
situation cannot be resolved, the auditor may take such
actions as:

* Modifying the auditor’s opinion on the basis of a scope
limitation.

* Obtaining legal advice about the consequences of
different courses of action.

» Communicating with third parties (e.g., a regulator), or a
higher authority in the governance structure that is
outside the entity, such as the owners of a business (e.g.,
shareholders in a general meeting), or the responsible
government minister or parliament in the public sector.

* Withdrawing from the engagement, where withdrawal is

possible under applicable law or regulation.
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Documentation

Documentation (Ref: Para. 23)

(4. BEERED

(4. BEEAE) (F225HZMH)

23. Where matters required by this ISA to be communicated
are communicated orally, the auditor shall include them in

the audit documentation, and when and to whom they were

A54. Documentation of oral communication may include a

copy of minutes prepared by the entity retained as part of

the audit documentation where those minutes are an
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communicated. Where matters have been communicated in
writing, the auditor shall retain a copy of the
communication as part of the audit documentation.? (Ref:
Para. A54)

2ISA 230, Audit Documentation, paragraphs 8-11 and A6

appropriate record of the communication.
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Effective Date

(v A

8.This ISA is effective for audits of financial statements for periods beginning on or after December 15, 2016.
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Appendix 1 (Ref: Para. 3)

Specific Requirements in ISQC 1 and Other ISAs that Refer to Communications with Those Charged With

Governance
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This appendix identifies paragraphs in ISQC 1' and other ISAs that require communication of specific matters with those

charged with governance. The list is not a substitute for considering the requirements and related application and other
explanatory material in ISAs.

ISQC 1, Quality Control for Firms that Perform Audits and Reviews of Financial Statements, and Other Assurance and
Related Services Engagements — paragraph 30(a)

1ISA 240, The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements — paragraphs 21, 38(c)(i)
and 40-42

IS4 250, Consideration of Laws and Regulations in an Audit of Financial Statements — paragraphs 14, 19 and 22-24

ISA 265, Communicating Deficiencies in Internal Control to Those Charged with Governance and Management —
paragraph 9

ISA 450, Evaluation of Misstatements Identified during the Audit — paragraphs 12-13

1S4 505, External Confirmations — paragraph 9
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ISA 510, Initial Audit Engagements—Opening Balances — paragraph 7

ISA 550, Related Parties — paragraph 27

1SA 560, Subsequent Events — paragraphs 7(b)-(c), 10(a), 13(b), 14(a) and 17
ISA 570(Revised), Going Concern — paragraph 25

1S4 600, Special Considerations—Audits of Group Financial Statements (Including the Work of Component Auditors) —

paragraph 49

ISA 610(Revised), Using the Work of Internal Auditors — paragraph 18, I1SA 610(Revised 2013), Using the Work of

Internal Auditors — paragraph 20 and 31
ISA 700(Revised), Forming an Opinion and Reporting on Financial Statements — paragraphs 46
1SA 701, Communicating Key Audit Matters in the Independent Auditor’s Report — paragraphs 17
ISA 705(Revised), Modifications to the Opinion in the Independent Auditor’s Report — paragraphs 12, 14, 23 and 30

ISA 706(Revised), Emphasis of Matter Paragraphs and Other Matter Paragraphs in the Independent Auditor’s Report —

paragraph 12
1SA 710, Comparative Information—Corresponding Figures and Comparative Financial Statements — paragraph 18
ISA 720(Revised), The Auditor’s Responsibilities Relating to Other Information — paragraphs 17 and 19

'ISOC 1, Quality Control for Firms that Perform Audits and Reviews of Financial Statements, and Other Assurance and

Related Services Engagements.
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Appendix 2 (Ref: Para. 16(a), A17)

Qualitative Aspects of Accounting Practices

(Frég 2 L3EBOBRIAIEY (B 141 (1) WONT AI8 I L TN AL9 HHE M)

The communication required by paragraph 16(a), and discussed in paragraph A17, may include such matters as:
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Accounting Policies (=3t
The appropriateness of the accounting policies to the particular circumstances of the entity, having regard to the need to | * et 2y 2R E MBS RFHA D/ ONLEIE L ZBRE LI LT, il % OREORIUTIE Uz it
Tt o mE eI

balance the cost of providing information with the likely benefit to users of the entity’s financial statements. Where
acceptable alternative accounting policies exist, the communication may include identification of the financial statement

items that are affected by the choice of significant accounting policies as well as information on accounting policies used

HZ g8
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by similar entities. R HOE L DR & Z D IFIENBUE & FRROEIRICE X D58, KOSBRARN TR IN L Hast T
The initial selection of, and changes in significant accounting policies, including the application of new accounting B L= it 2 AR T 02 5002 8 nd D,
pronouncements. The communication may include: the effect of the timing and method of adoption of a change in * Weam S 3 D SUTHTZ AR I 1T D BB 5t TdE OU, FESL SN IREHEN o SERVRrA O 7§
accounting policy on the current and future earnings of the entity; and the timing of a change in accounting policies in PR
relation to expected new accounting pronouncements. P G| ORAERIADIRRIRI G 2 5
The effect of significant accounting policies in controversial or emerging areas (or those unique to an industry,
particularly when there is a lack of authoritative guidance or consensus).
The effect of the timing of transactions in relation to the period in which they are recorded.
Accounting Estimates (ZFEDOREY)
« For items for which estimates are significant, issues discussed in ISA 540, including, for example: - ARBYPEETHLHEAICEL T, FIE, BEEEEZESWMEES (25 LAY oA IZR#INT
o How management identifies those transactions, events and conditions that may give rise to the need for accounting WHLLTO &5 7258
- REED MR TR UIFRT 572010, 2 O R S0BE & 2 D 05| TR KL ORI 2 4

estimates to be recognized or disclosed in the financial statements.

o Changes in circumstances that may give rise to new, or the need to revise existing, accounting estimates.
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0 Whether management’s decision to recognize, or to not recognize, the accounting estimates in the financial statements
is in accordance with the applicable financial reporting framework.

0 Whether there has been or ought to have been a change from the prior period in the methods for making the accounting
estimates and, if so, why, as well as the outcome of accounting estimates in prior periods.

0 Management’s process for making accounting estimates (e.g., when management has used a model), including whether
the selected measurement basis for the accounting estimate is in accordance with the applicable financial reporting
framework.

0 Whether the significant assumptions used by management in developing the accounting estimate are reasonable.

o0 Where relevant to the reasonableness of the significant assumptions used by management or the appropriate application
of the applicable financial reporting framework, management’s intent to carry out specific courses of action and its
ability to do so.

o Risks of material misstatement.

o Indicators of possible management bias.

o How management has considered alternative assumptions or outcomes and why it has rejected them, or how
management has otherwise addressed estimation uncertainty in making the accounting estimate.

o The adequacy of disclosure of estimation uncertainty in the financial statements.

P'ISA 540, Auditing Accounting Estimates, Including Fair Value Accounting Estimates, and Related Disclosures
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Financial Statement Disclosures

(BB R DFR K OVEFLER)

* The issues involved, and related judgments made, in formulating particularly sensitive financial statement disclosures (e.g.,
disclosures related to revenue recognition, remuneration, going concern, subsequent events, and contingency issues).

* The overall neutrality, consistency and clarity of the disclosures in the financial statements.
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Related Matters (BE$ 5 HEH)
« The potential effect on the financial statements of significant risks, exposures and uncertainties, such as pending litigation, | * FRFH DI, MBHRICIH RSN TOWDIHER ) A7 Ry AR—V v —, RORHEREDUBRERIZS

that are disclosed in the financial statements.

» The extent to which the financial statements are affected by significant transactions that are outside the normal course of
business for the entity, or that otherwise appear to be unusual. This communication may highlight:

o The non-recurring amounts recognized during the period.

o The extent to which such transactions are separately disclosed in the financial statements.

o Whether such transactions appear to have been designed to achieve a particular accounting or tax treatment, or a
particular legal or regulatory objective. o Whether the form of such transactions appears overly complex or where
extensive advice regarding the structuring of the transaction has been taken.

0o Where management is placing more emphasis on the need for a particular accounting treatment than on the underlying
economics of the transaction.

* The factors affecting asset and liability carrying values, including the entity’s bases for determining useful lives assigned to
tangible and intangible assets. The communication may explain how factors affecting carrying values were selected and
how alternative selections would have affected the financial statements.

» The selective correction of misstatements, for example, correcting misstatements with the effect of increasing reported

earnings, but not those that have the effect of decreasing reported earnings.
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