AUDITOR’S REQUIRED COMMUNICATIONS WITH MANAGEMENT AND THOSE CHARGED WITH GOVERNANCE IN AN AUDIT OF FINANCIAL STATEMENTS

AUDIT STANDARD:  The Auditor’s Communication With Those Charged With Governance

DEFINITIONS

Management – The person(s) with executive responsibility for the conduct of the entity's operations. For some entities, management includes some or all of those charged with governance; for example,  members of the city council or board of trustees.

Those Charged with Governance – The person(s) or organization(s) (for example, board members, commissioners) with responsibility for overseeing the strategic direction of the entity and the obligations related to the accountability of the entity.  This includes overseeing the financial reporting process.  Those charged with governance may include management personnel; for example, members of the city council or board of trustees.

OVERALL AUDITOR’S OBJECTIVES

Communication to management and those charged with governance is applicable regardless of an entity’s governance structure or size, with the following objectives:

· Communicate clearly with those charged with governance the auditor’s responsibilities regarding the financial statement audit and an overview of the planned scope and timing of the audit.

· Obtain from those charged with governance information relevant to the audit.

· Provide those charged with governance with timely observations arising from the audit that are significant and relevant to their responsibility to oversee the financial reporting process.

· Promote effective two-way communication between the auditor and those charged with governance.

In addition, when all of those charged with governance are also involved in managing the entity, many matters may have already been communicated to management and need not to be repeated to the same persons in their governance role.  However, an auditor need to be satisfied that the communication with management also informs all those who would otherwise need to be informed in their governance role.  When not all of those charged with governance are involved in management, the following should be communicated:

a. Material, corrected misstatements that were brought to the attention of management as a result of audit procedures.
b. Significant findings, or issues, if any, arising from the audit that were discussed, or the subject of correspondence, with management.

c. The auditor’s views about significant matters that were the subject of management’s consultations with other accountants on accounting or auditing matters when the auditor is aware that such consultation occurred.

d. Written representations the auditor is requesting.


MATTERS TO BE COMMUNICATED 

	TOPIC

	Planned scope and timing of the audit

	Auditor responsibility

	Methods of accounting for significant unusual transactions and effects of policies in controversial or emerging areas (e.g. revenue recognition, off-balance sheet financing, and accounting for equity investments)

	Management judgments and accounting estimates

	Auditor’s judgment about the quality of the entity’s accounting principles

	Adoption of or change in an accounting principle

	Material, corrected misstatements brought to the attention of management by the auditor

	Uncorrected misstatements

	Disagreements with management

	Consultation with other accountants

	Major issues discussed with management prior to retention (initial or recurring)

	Significant issues discussed with management (i.e., business considerations, business plans and strategies)

	Significant difficulties encountered during the audit

	Representations requested from management

	Other issues arising from the audit the auditor considers significant and relevant to those charged with governance

	Independence

	Group audit (timing, findings, etc.)

	Fraud and illegal acts

	Significant deficiencies and material weaknesses identified during the audit

	Related parties

	Subsequent events

	Going concern

	Group audit (timing, findings, etc.)

	Modifications to the opinion

	Emphasis of matter and other matter paragraphs

	Other information in documents containing audited financial statements

	Required supplementary information

	Compliance audits





FORMS OF COMMUNICATION

The auditor should communicate in writing with those charged with governance significant findings or issues from the audit if, in the auditor's professional judgment, oral communication would not be adequate.  This communication need not include matters that arose during the course of the audit that were communicated with those charged with governance and satisfactorily resolved.

When the auditor communicates matters in writing, the communication is considered a by-product report.  Accordingly, the auditor should indicate in the communication that it is intended solely for the information and use of those charged with governance and, if appropriate, management, and is not intended to be, and should not be, used by anyone other than these specified parties.

TIMING OF COMMUNICATION

The auditor should communicate with those charged with governance on a timely basis so that remedial action will be timely taken by those charged with governance to prevent or detect and correct misstatements in the financial statements.  The appropriate timing for communications will vary with the circumstances of the engagement.  Considerations include the significance and nature of the matter and the action expected to be taken by those charged with governance.  The auditor may consider communicating:

· Planning matters early in the audit process and, for an initial engagement, as part of the terms of the engagement.

· Significant difficulties encountered during the audit as soon as practicable if those charged with governance are able to assist the auditor in overcoming the difficulties or if the difficulties are likely to lead to a modified opinion.

DOCUMENTATION

[bookmark: _GoBack]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 appropriate record of the communication.
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