FACT SHEET FOR AUDIT PRACTITIONERS

ASA 260 Communication of Audit Matters
with Those Charged With Governance

(Conformity with ISA 260 Communication of Audit Matters with Those Charged With Governance)
(Superseded Australian auditing standard — AUS 710 Communicating with Management on Matters Arising
from an Audit)

OBJECTIVE

The objective of ASA 260 Communication of Audit Matters with Those Charged With Governance is to prescribe mandatory requirements
in relation to communication of audit matters arising from the audit of the financial report between the auditor and those charged with
governance of an entity.

EXTENT OF CHANGE FROM AUS 710
No change Major Change
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. Amount of change f

KEY ASA 260 ASPECTS TO NOTE

e Bold-letter paragraphs: 7 compared to 5 previously, and of the previous 5, equivalents of 2 now appear in ASA 230 Audit Documentation.

* Requirements of a professional accounting body, legislation or regulation may impose obligations of confidentiality or requirements to
report to a regulatory authority certain matters.

¢ Definitions have changed from AUS 710, particularly in relation to “management”. In ASA 260, “management” includes officers and
others who also perform senior managerial functions. Management includes those charged with governance only in those instances
when they perform such functions. However, in AUS 710 ‘management’ meant the governing body, audit committee, individual
members of the governing body, officer(s) and/or other person(s) having responsibility for planning and directing the activities of an
entity.

¢ Audit matters of governance interest are ordinarily reported in writing to the governing body or audit committee. The auditor ordinarily
considers attending a meeting of the governing body or audit committee, when all members are present, to discuss such matters
as appropriate; and any guidelines established by the governing body for reporting issues to, for example, an audit committee, or
individuals with particular responsibility for audit issues.

¢ Audit matters of governance interest include only those matters that have come to the attention of the auditor as a result of the
performance of the audit. The auditor is not required to design audit procedures for the specific purpose of identifying matters of
governance interest.

e When audit matters of governance interest are communicated orally, under ASA 230 Audit Documentation, the auditor needs to
document the matters communicated and any responses to those matters.

¢ Uncorrected misstatements aggregated by the auditor during the audit that were determined by management to be immaterial, both
individually and in the aggregate, to the financial report taken as a whole, must be reported to those charged with governance.

e |f concern exists that a written report intended for those charged with governance has not been, or may not be distributed to all
members of that group, the auditor must implement an approach whereby all members are appropriately informed of the contents of
the report.

¢ Audit matters of governance interest previously communicated that continue to be a matter of governance interest may need to be
communicated again with those charged with governance.

e Communications between the auditor and those charged with governance cannot be regarded as a substitute for a modified auditor’s
report.

APPLICATION

Financial reporting periods commencing on or after 1 July 2006.
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MAIN FEATURES

COMMUNICATING AUDIT MATTERS OF GOVERNANCE INTEREST

ASA 260.5

GUIDANCE

AUS 710.02

‘The auditor shall communicate audit matters of governance interest arising from the audit of the
financial report with those charged with governance of an entity.’

The explanatory guidance in ASA 260 explains that “audit matters of governance interest” means those
matters that arise from the audit of the financial report and, in the opinion of the auditor, are both
important and relevant to those charged with governance in overseeing the financial reporting and
disclosure process. Audit matters of governance interest include only those matters that have come

to the attention of the auditor as a result of the performance of the audit. The auditor is not required
to design audit procedures for the specific purpose of identifying matters of governance interest. It
explains also that “those charged with governance” includes those persons accountable for ensuring
that the entity achieves its objectives with regard to reliability of financial reporting, effectiveness and
efficiency of operations, compliance with applicable laws, and reporting to interested parties. Those
charged with governance include management only when it performs such functions.

‘The auditor should communicate significant matters relating to the audit, or identified as a result of the
audit procedures performed, to an appropriate level of management on a timely basis.’

DETERMINING WHO TO COMMUNICATE WITH

ASA 260.9

GUIDANCE

'The auditor shall determine the relevant persons who are charged with governance and with whom
audit matters of governance interest are communicated.’

The explanatory guidance in ASA 260 explains that professional judgement is required to determine
those persons with whom audit matters of governance interest are communicated, taking into account
the governance structure, the circumstances of the engagement, relevant legislation and the legal
responsibilities of those persons.

CONSIDERING AUDIT MATTERS OF GOVERNANCE INTEREST

ASA 260.15

GUIDANCE

'The auditor shall consider audit matters of governance interest that arise from the audit of the
financial report and communicate them with those charged with governance.’

The explanatory guidance in ASA 260 explains that audit matters of governance interest include,

for instance, the general approach and overall scope of the audit, the selection of, or changes in,
significant accounting policies and practices that have, or could have, a material effect, the potential
effect on the financial report of any material risks and exposures, audit adjustments, whether or not
recorded by the entity that have, or could have, a material effect on the financial report, material
uncertainties related to events and conditions that may cast significant doubt on the entity’s ability
to continue as a going concern, disagreements with management about matters that, individually
or in aggregate, could be significant to the entity’s financial report or the auditor’s report, expected
modifications to the auditor’s report, and any other matters agreed upon in the terms of the audit
engagement.

COMMUNICATING ON UNCORRECTED MISSTATEMENTS

ASA 260.17

GUIDANCE

‘The auditor shall inform those charged with governance of those uncorrected misstatements
aggregated by the auditor during the audit that were determined by management to be immaterial,
both individually and in the aggregate, to the financial report taken as a whole.’

The explanatory guidance in ASA 260 explains that the uncorrected misstatements communicated to
those charged with governance need not include the misstatement below a designated amount.

COMMUNICATING ON AUDITOR INDEPENDENCE

ASA 260.20

GUIDANCE

‘When the audit is conducted under Part 2M.3 of the Corporations Act 2001, the auditor shall

communicate directly with those charged with governance:

(a) a statement as to whether the engagement team and others in the firm as appropriate, the
firm and, when applicable, network firms are independent in accordance with relevant ethical
requirements and any regulatory requirements that apply to the audit engagement; and

(b)(i) details of relationships that may reasonably have a bearing on auditor independence, as
outlined in relevant ethical requirements relating to audit engagements; and

(ii)  the related safeguards that have been applied to eliminate threats to independence or
reduce them to an acceptable level.’

The explanatory guidance in ASA 260 explains that communications regarding independence may also be
relevant in the case of other audits, particularly those of entities that may be of significant public interest.
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TIMELINESS OF COMMUNICATION
ASA 260.22 ‘The auditor shall communicate audit matters of governance interest on a timely basis.’

GUIDANCE The explanatory guidance in ASA 260 explains that the auditor ordinarily discusses with those charged
with governance the basis and timing of communications regarding significant matters. In certain cases,
because of the nature of the matter, the auditor may communicate that matter sooner than previously
agreed. Also explained is that the auditor’s communications may be made orally or in writing and
guidance is provided as to when each may be appropriate. Further, it is explained that audit matters of
governance interest are ordinarily reported in writing to the governing body or audit committee and
that the auditor ordinarily considers attending a meeting of the governing body or audit committee,
when all members are present, to discuss such matters as appropriate.

AUS 710.20 ‘Significant matters should be reported to management on a timely basis.’
ENSURING ALL RELEVANT PERSONS ARE INFORMED
ASA 260.28 ‘If the auditor is concerned that a written report intended for those charged with governance has not

been, or may not be distributed to all members of that group, the auditor shall implement an approach
whereby all members are appropriately informed of the contents of the report.’

GUIDANCE The explanatory guidance in ASA 260 explains that ordinarily, the auditor initially discusses audit
matters of governance interest with management, except where those matters relate to questions of
management competence or integrity. It goes on to provide guidance relating to when management
agrees to communicate a matter of governance interest with those charged with governance, the
auditor may not need to repeat the communications, provided that the auditor is satisfied that such
communications have effectively and appropriately been made.

AUS 710.19 ‘If the auditor is concerned that a written report intended for a particular group within the
management structure of an entity has not been, or may not be distributed to all members of that
group, the auditor should implement an approach whereby all members are appropriately informed of
the contents of the report.’

OTHER MATTERS

The explanatory guidance in ASA 260 explains that:

e communications between the auditor and those charged with governance cannot be regarded as a
substitute for a modified auditor’s report;

e audit matters of governance interest previously communicated that continue to be a matter of
governance interest may need to be communicated again with those charged with governance;

e requirements of a professional accounting body, legislation or regulation may impose obligations
of confidentiality or requirements to report to a regulatory authority certain matters. ASA 220
Quality Control for Audits of Historical Financial Information requires the auditor to refer to such
requirements, laws and regulations before communicating with those charged with governance;

¢ in the public sector, obligations may be imposed on the auditor to communicate on governance
related matters of a regulatory and compliance nature, which are broader than the types of matters
discussed in ASA 260;

e written communications may be placed on public record and distributed to a wider audience than
solely those persons charged with governance of the entity being audited.

AUS 710.31 The auditor should document the subject matter of oral reports to management regarding significant
matters.

AUS 710.34 The auditor should review matters raised in previous reports to management and the subsequent action
taken by management

CONFORMITY WITH INTERNATIONAL STANDARD ON AUDITING (ISA) 260

This section details differences in requirements between ASA 260 and ISA 260. It omits matters explained in the Overview of ASAs

Fact Sheet.

e ASA 260 includes a requirement that when the audit is conducted under Part 2M.3 of the Corporations Act 2001, the auditor
shall communicate directly with those charged with governance a statement in relation to independence as required under that
Act, whereas ISA 260 does not.

e ASA 260 includes a requirement that if the auditor is concerned that a written report intended for those charged with
governance has not been, or may not be distributed to all members of that group, the auditor should implement an approach
whereby all members are appropriately informed of the contents of the report, whereas ISA 260 does not.

e ASA 260 contains references to the audit reporting requirements of the Corporations Act 2001, whereas ISA 260 does not.




ASA 260 Communication of Audit Matters

with Those Charged With Governance

Copyright © CPA Australia (ABN 64 008 392 452), 2005. All rights reserved. Save and except for third party content, all content in these materials is owned or
licensed by CPA Australia. All trade marks and trade names are proprietary to CPA Australia and must not be downloaded, reproduced or otherwise used without the
express consent of CPA Australia. You may access and display these pages on your computer, monitor or other video display device and make one printed copy of any
whole page or pages for your personal use only.

Acknowledgements

CPA Australia wishes to acknowledge the assistance of the Monash University Centre for Research in Accounting and Finance, in the production of the original set of
fact sheets.

Disclaimer

CPA Australia has used reasonable care and skill in compiling the content of these materials. However, CPA Australia makes no warranty as to the accuracy or
completeness of any information contained therein nor does CPA Australia accept responsibility for any acts or omissions in reliance upon these materials.

This Fact Sheet is; (i) intended to be a guide only and no part of the contents are intended to be advice, whether legal or professional; (ii) is not a complete
representation of the standard and consequently is no substitute for reading the latest and complete standards. All individuals are advised to seek professional advice
to keep abreast of any legal or other reforms and developments.

Limitation of Liability

To the extent permitted by applicable law, CPA Australia, its employees, agents and consultants exclude all liability for any loss or damage claims and expenses
including but not limited to legal costs, indirect special or consequential loss or damage (including but not limited to, negligence) arising out of the information in the
materials. Where any law prohibits the exclusion of such liability, CPA Australia limits its liability to the resupply of the information.

This fact sheet series has been developed by CPA Australia. For further information visit cpaaustralia.com.au
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