ISA (NZ) 260
Issued 07/11
Compiled 8711/13

=XRB

EXTERNAL REPORTING BOARD

Te Kawai Arahi Piirongo Mowaho
INTERNATIONAL STANDARD ON AUDITING (NEW ZEALAND) 260

Communication with Those Charged with Governance (ISA (NZ) 260)

This compilation was prepared in July-November 2013 and incorporates amendments up to and
including JanuarySeptember 2013.

Issued-July 2011

Effective for audits of historical financial statements for periods beginning on or after 1 September,
2011.

This Standard was issued by the External Reporting Board pursuant to section 24(1)(b) of the Financial
Reporting Act 1993. This Standard is a Regulation for the purpose of the Regulations (Disallowance) Act
1989.



ISA (NZ) 260
COPYRIGHT
© External Reporting Board (“XRB”) 2011

This XRB standard contains copyright material aggtoduces, with the permission of the
International Federation of Accountants (IFAC),tparf the corresponding international standard
issued by the International Auditing and Assura8tandards Board (“IAASB”), and published by
IFAC. Reproduction within New Zealand in unaltefedn (retaining this notice) is permitted for
personal and non-commercial use subject to thesrmah of an acknowledgement of the source.

Requests and enquiries concerning reproductionights for commercial purposes within New
Zealand should be addressed to the Chief Execixteynal Reporting Board at the following email
addressenquiries@xrb.govt.nz

All existing rights (including copyrights) in thimaterial outside of New Zealand are reserved by
IFAC, with the exception of the right to reproddoethe purposes of personal use or other fair
dealing. Further information can be obtained fré/AC atwww.ifac.orgor by writing to
permissions@ifac.org

ISBN 978-1-927174-06-7



ISA (NZ) 260

INTERNATIONAL STANDARD ON AUDITING (NEW ZEALAND) 260

COMMUNICATION WITH THOSE CHARGED WITH GOVERNANCE

Issued by the External Reporting Board

CONTENTS
Paragraph

History of Amendments
Introduction
Scope Of thiS ISA (NZ) ..o eeeeeee e eeeaanees 1-3
The Role of COMMUNICALION........eeiiiiiiiiiieeeee e 4-7
EffECHIVE DALE ....eeiiiiiiiiiiiiiieie et e e 8
OBJECHIVES ...ttt ettt e e e e e e e e e e e e e e e eeeeeteebannnneeeanrnes 9
D= 11 011 0] IS TR PPPPPPPPPPURPPPRP 10
Requirements
Those Charged With GOVEIMANCE ............. o eeeeeeeiiiiiiiiaaaaa e e e e e e eeeeeeeeeees 11-13
Matters to be COMMUNICALEM .........ceiiiiii et 14-17
The CommuNICAtION PrOCESS ........coooiiiiieeereeeisiiie et e e 18-22
Do Tod U] g g T=T o] r= 11 0] o TSR 23
Application and Other Explanatory Material
Those Charged With GOVEINANCE ............. o eeeeeerereiniiiinnasaeeeeeeaeaeeeeeeeeeenee Al-A8
Matters to Be COMMUNICAIEA .........uuuuuunimmmmmn ettt e e e eee e A9-A27
The CommuNICAtiON PrOCESS ........ccooiiiiieeeereessiiit ittt A28-A44
(Do o101 4[] 1 ¢= 4[] o HN TP PPUUUPPPPPPPR A45

Appendix 1: Specific Requirements in Professiamal Ethical Standard_3 (Amended) and Other
ISAs (NZ) that Refer to Communications with Thodeajed with Governance
Appendix 2: Qualitative Aspects of Accounting Riees

Accompanying Attachment: Similarity to the Interioaal Standards on Auditing

International Standard on Auditing (New Zealand) (ISA (NZ)) 260, “Communication with Those Charged with
Governance” should be read in conjunction with ISA (NZ) 200, “Overall Objectives of the Independent Auditor and the
Conduct of an Audit in Accordance with International Standards on Auditing (New Zealand).”




History of Amendments

ISA (NZ) 260

Table of pronouncements — ISA (NZ) 260Communication with Those Charged with

Governance

This table lists the pronouncements establishimbaanending ISA (NZ) 260.

Pronouncements Date Early Effective date
approved operative date

International Standard on |July 2011 - This ISA (N2) is effective fo

Auditing (New Zealand) 260 audits of historical financiz
statements for perio(
beginning on or after
September, 2011

Professional and Ethical  |[Jan 2013 Effective on 1 January 2014

Standard 3 (Amended)

Quality Control for Firms

that Perform Audits and

Reviews of Financial

Statements, and Other

Assurance Engagements

ISA (NZ) 610 (Revised-201 30\pril 2013 Effective for audits of financig

Using the Work of Internal statements for periods endi

Auditors on or after 15 December 20

Amendments to the September Effective for audits of financid

International Standards on {2013 statements for periods endi

Auditing (New Zealand) to
Promote Improved Audit

Quality

on or after 31 December 20

13

14

Table of Amended Paragraphs in ISA (NZ) 260

Paragraph affected How affected By...[date]

3, Appendix 1 Amended Professional and Ethic
Standard 3 (Amended
[Jan 2013]

A3, A14, A33, A43 Amended ISA (NZ) 610 (Revised
2013) [April 2014]

NZ19.1, A18 Amended Amendments to the

on Auditing (New

Zealand) to Promote
Improved Audit Quality
[September 2013]

International Standards

D




ISA (NZ) 260

Introduction

Scope of this ISA (N2)

1.

This International Standard on Auditing (New [Bed) (ISA (NZ)) deals with the
auditor’s responsibility to communicate with tha$arged with governance in an audit
of financial statements. Although this ISA (NZ) &pp irrespective of an entity’s
governance structure or size, particular consiaeratapply where all of those charged
with governance are involved in managing an erdityg for issuers. This ISA (NZ) does
not establish requirements regarding the auditoosimunication with an entity's
management or owners unless they are also chaigfed governance role.

This ISA (NZ) is written in the context of andaiuof financial statements, but may also
be applicable, adapted as necessary in the ciramees, to audits of other historical
financial information when those charged with govarce have a responsibility to
oversee the preparation of the other historicarfeial information.

Recognising the importance of effective two-wagnmunication in an audit of financial
statements, this ISA (NZ) provides an overarchingmework for the auditor’s
communication with those charged with governanice jdentifies some specific matters
to be communicated with them. Additional matters b® communicated, which
complement the requirements of this ISA (NZ), dentified in Professional and Ethical
Standard 3 (Amendetiind other ISAs (NZ) (see Appendix 1). In additit®A -(NZ).
265 establishes specific requirements regarding thenwenication of significant
deficiencies in internal control the auditor haantified during the audit to those charged
with governance. Further matters, not required iy or other ISAs (NZ), may be
required to be communicated by law or regulatighaggreement with the entity, or by
additional requirements applicable to the engagérierthing in this ISA (NZ) precludes
the auditor from communicating any other mattethdse charged with governangef:
Para. A24-A27)

The Role of Communication

4.

This ISA (NZ) focuses primarily on communicatadinom the auditor to those charged
with governance. Nevertheless, effective two-waynmunication is important in
assisting:

(@) The auditor and those charged with governamuaderstanding matters related to
the audit in context, and in developing a consivecivorking relationship. This
relationship is developed while maintaining the s independence and
objectivity;

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

Professional and Ethical Standard 3 (Amende@uality Control for Firms that Perform Audits andviRews
of Financial Statements, and Other Assurance Emyaqs.”

ISA (NZ) 265, “Communicating Deficiencies in Int@l Control to Those Charged with Governance and
Management.”
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(c) Those charged with governance in fulfilling itheesponsibility to oversee the
financial reporting process, thereby reducing iblesrof material misstatement of
the financial statements.

Although the auditor is responsible for commatiig matters required by this ISA (NZ2),
management also has a responsibility to communinateers of governance interest to
those charged with governance. Communication by ahditor does not relieve
management of this responsibility. Similarly, coommation by management with those
charged with governance of matters that the augit@quired to communicate does not
relieve the auditor of the responsibility to alsmemunicate them. Communication of
these matters by management may, however, affedbtm or timing of the auditor’s
communication with those charged with governance.

Clear communication of specific matters requicgoe communicated by ISAs (NZ) is an
integral part of every audit. ISAs (NZ) do not, hrewer, require the auditor to perform
procedures specifically to identify any other mat® communicate with those charged
with governance.

Law or regulation may restrict the auditor’s coomication of certain matters with those
charged with governance. For example, laws or egguis may specifically prohibit a
communication, or other action, that might prejeddn investigation by an appropriate
authority into an actual, or suspected, illegal &tsome circumstances, potential
conflicts between the auditor’s obligations of ddahtiality and obligations to
communicate may be complex. In such cases, théoauday consider obtaining legal
advice.

Effective Date

8. This ISA (NZ) is effective for audits of finamtistatements for periods beginning on or

after 1 September, 20011.

Objectives
9. The objectives of the auditor are:

(@) Tocommunicate clearly with those charged witiernance the responsibilities of
the auditor in relation to the financial statemeantlit, and an overview of the
planned scope and timing of the audit;

(b) To obtain from those charged with governanéermation relevant to the audit;

(c) To provide those charged with governance witiely observations arising from
the audit that are significant and relevant torthesponsibility to oversee the
financial reporting process; and

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

Definitions

10. For purposes of the ISAs (NZ), the followingne have the meanings attributed below:

(@) Those charged with governance — The personjpanisation(s) (for example, a
corporate trustee) with responsibility for oversegihe strategic direction of the
entity and obligations related to the accountabitit the entity. This includes
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overseeing the financial reporting process. Foresentities, those charged with
governance may include management personnel, éongbe, executive members
of a governance board of a private or public seetuity, or an owner-manager.
For discussion of the diversity of governance stnes, see paragraphs A1-A8.

(b) Management — The person(s) with executive mnesipdity for the conduct of the
entity’s operations. For some entities, managenmatitdes some or all of those
charged with governance, for example, executive begaof a governance board,
or an owner-manager.

Requirements
Those Charged with Governance

11. The auditor shall determine the appropriatsq#s) within the entity’s governance
structure with whom to communicat®ef: Para. A1-A4)

Communication with a Subgroup of Those Charged @aliernance

12. If the auditor communicates with a subgroughaise charged with governance, for
example, an audit committee, or an individual,dhditor shall determine whether the
auditor also needs to communicate with the goverbody.(Ref: Para. A5-A7)

When All of Those Charged with Governance are \reacin Managing the Entity

13. In some cases, all of those charged with gareraare involved in managing the entity,
for example, a small business where a single owrarages the entity and no one else
has a governance role. In these cases, if mategmgired by this ISA (NZ) are
communicated with person(s) with management regpibtiss, and those person(s) also
have governance responsibilities, the matters negloe communicated again with those
same person(s) in their governance role. Thesermaite noted in paragraph 16(c). The
auditor shall nonetheless be satisfied that comaation with person(s) with
management responsibilities adequately informsfathose with whom the auditor
would otherwise communicate in their governanceacty (Ref: Para. A8)

Matters to Be Communicated
The Auditor's Responsibilities in Relation to thadhcial Statement Audit

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

(@) The auditor is responsible for forming and esging an opinion on the financial
statements that have been prepared by managentbntheioversight of those
charged with governance; and

(b) The audit of the financial statements does@lave management or those charged
with governance of their responsibiliti¢gef: Para. A9-A10)

Planned Scope and Timing of the Audit

15. The auditor shall communicate with those chéaikgigh governance an overview of the
planned scope and timing of the au@®ef: Para. A11-A15)
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Significant Findings from the Audit
16. The auditor shall communicate with those chéisgigh governancgRef: Para. A16)

(@) The auditor’s views about significant qualitataspects of the entity’s accounting
practices, including accounting policies, accoumtiestimates and financial
statement disclosures. When applicable, the austitait explain to those charged
with governance why the auditor considers a sigaift accounting practice, that is
acceptable under the applicable financial reportraghework, not to be most
appropriate to the particular circumstances ofethigy; (Ref: Para. A17)

(b) Significant difficulties, if any, encounteredrthg the audit{Ref: Para. A18)
(c) Unless all of those charged with governancearar@lved in managing the entity:

(i) Significant matters, if any, arising from thedat that were discussed, or
subject to correspondence with managementjrRefdPara. A19)

(i)  Written representations the auditor is requngstand

(d) Other matters, if any, arising from the audiiatt in the auditor’s professional
judgement, are significant to the oversight offthancial reporting procesgef:
Para. A20)

Auditor Independence

17. Inthe case of issuers, the auditor shall comaoate with those charged with governance:
(Ref: Para. A21-A23)

(@) A statement that the engagement team and athéne firm as appropriate, the
firm and, when applicable, network firms have caeglwith relevant ethical
requirements regarding independence; and

(b) (1) Allrelationships and other matters betwdes firm, network firms, and the
entity that, in the auditor’s professional judgemanay reasonably be
thought to bear on independence. This shall indioti fees charged during
the period covered by the financial statementsafodit and non-audit
services provided by the firm and network firm#te entity and components
controlled by the entity. These fees shall be alied to categories that are
appropriate to assist those charged with governamgsessing the effect of
services on the independence of the auditor; and

(i) The related safeguards that have been applietiminate identified threats
to independence or reduce them to an acceptalge lev

The Communication Process
Establishing the Communication Process

18. The auditoshall communicate with those charged with goveradhe form, timing and
expected general content of communicatigRst: Para. A28-A36)

Forms of Communication

19. The auditor shall communicate in writing witlese charged with governance regarding
significant findings from the audit if, in the atml’'s professional judgement, oral
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communication would not be adequaféitten communications need not include all
matters that arose during the course of the agrdit. Para. A37-A39)

NZ19.%2 If the auditor is concerned that a writteport intended for those charged with
governance has not been, or may not be, distritiotedl members of that group, the
auditor shall endeavour to ensure all membersgomariately informed of the contents

of the report.

20. The auditor shall communicate in writing witlo$e charged with governance regarding
auditor independence when required by paragraph 17.

Timing of Communications

21. The auditor shall communicate with those chdngigh governance on a timely basis.
(Ref: Para. A40-A41)

Adequacy of the Communication Process

22. The auditor shall evaluate whether the two-e@ymunication between the auditor and
those charged with governance has been adequatefpurpose of the audit. If it has
not, the auditor shall evaluate the effect, if amythe auditor’s assessment of the risks of
material misstatement and ability to obtain sudintiappropriate audit evidence, and shall
take appropriate actio(Ref: Para. A42-A44)

Documentation

23. Where matters required by this ISA (NZ) tacbenmunicated are communicated orally,
the auditor shall include them in the audit docutagon, and when and to whom they
were communicated. Where matters have been comatedin writing, the auditor shall
retain a copy of the communication as part of inditalocumentatiofl(Ref: Para. A45)

*k%k

Application and Other Explanatory Material
Those Charged with GovernanceRef: Para. 11)

Al. Governance structures vary by entity, reflagimfluences such as different cultural and
legal backgrounds, and size and ownership chaistatsr For example:

. In some cases a supervisory (wholly or mainly ne@cative) board exists that is
legally separate from an executive (managementydba “two-tier board”
structure). In other cases, both the supervisodyexecutive functions are the
legal responsibility of a single, or unitary, bo&ad‘one-tier board” structure).

. In some entities, those charged with governanag pasitions that are an integral
part of the entity’s legal structure, for exammempany directors. In others, for
example, some government entities, a body thaitipart of the entity is charged
with governance.

¥ ISA(NZ) 230, “Audit Documentation,” paragraph4 8, and paragraph A6.
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. In some cases, some or all of those charged wittergance are involved in
managing the entity. In others, those charged gatfernance and management
comprise different persons.

. In most cases, those charged with governance spensible for approvirighe
entity’s financial statements.

A2. Inmost entities, governance is the collectegponsibility of a governing body, such as a
board of directors, a supervisory board, partngmgprietors, a committee of
management, a council of governors, trustees, oivalgnt persons. In some smaller
entities, however, one person may be charged wikmance, for example, the owner-
manager where there are no other owners, or atagtee. When governance is a
collective responsibility, a subgroup such as atitaxommittee or even an individual,
may be charged with specific tasks to assist theemguong body in meeting its
responsibilities. Alternatively, a subgroup or widual may have specific, legally
identified responsibilities that differ from thostthe governing body.

A3. Such diversity means that it is not possiblalicss ISA (NZ) to specify for all audits the
person(s) with whom the auditor is to communicaddipular matters. Also, in some
cases the appropriate person(s) with whom to conmaten may not be clearly
identifiable from the applicable legal frameworkodiher engagement circumstances, for
example, entities where the governance structumetiformally defined, such as some
family-owned entities, some not-for-profit orgarnieas, and some government entities.
In such cases, the auditor may need to discusaigmed with the engaging party the
relevant person(s) with whom to communicate. Indieg with whom to communicate,
the auditor’s understanding of an entity’s govengestructure and processes obtained in
accordance with ISA (NZ) 315 (Revis&d$ relevant. The appropriate person(s) with
whom to communicate may vary depending on the mittee communicated.

A4. 1SA(NZ) 600 includes specific matters to bentounicated by group auditors with those
charged with governanai/hen the entity is a component of a group, theapyate
person(s) with whom the component auditor commuescdepends on the engagement
circumstances and the matter to be communicatedsome cases, a number of
components may be conducting the same businesges thie same system of internal
control and using the same accounting practicegréthose charged with governance of
those components are the same (for example, corbwema of directors), duplication
may be avoided by dealing with these componentswoently for the purpose of
communication.

Communication with a Subgroup of Those Charged @tliernancegRef: Para. 12)

A5. When considering communicating with a subgrolghose charged with governance, the
auditor may take into account such matters as:

*  Asdescribed at paragraph A40 of ISA (NZ) 70@rtRing an Opinion and Reporting on Financial Statets)”
having responsibility for approving in this contex¢éans having the authority to conclude that alktatements
that comprise the financial statements, includhrgrelated notes, have been prepared.

> ISA(NZ) 315 (Revised), “Identifying and Assesgihe Risks of Material Misstatement through Uniderding
the Entity and its Environment.”

® ISA (NZ) 600, “Special Considerations - Audits @foup Financial Statements (Including the Work of
Component Auditors),” paragraphs 46-49.

10
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. The respective responsibilities of the subgrouptaedyoverning body.
. The nature of the matter to be communicated.
. Relevant legal or regulatory requirements.

. Whether the subgroup has the authority to takemati relation to the information
communicated, and can provide further informatiod explanations the auditor
may need.

When deciding whether there is also a neezbtomunicate information, in full or in
summary form, with the governing body, the audimay be influenced by the auditor’s
assessment of how effectively and appropriatelystifyroup communicates relevant
information with the governing body. The auditorymmaake explicit in agreeing the
terms of engagement that, unless prohibited byolakggulation, the auditor retains the
right to communicate directly with the governinglgo

Audit committees (or similar subgroups withfdient names) exist in many entities.
Although their specific authority and functions ndiffer, communication with the audit
committee, where one exists, has become a key ateamthe auditor’s communication
with those charged with governance. Good governprineiples suggest that:

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

. The chair of the audit committee and, when relevidmr® other members of the
audit committee, will liaise with the auditor petioally.

. The audit committee will meet the auditor withouamagement present at least
annually.

All of Those Charged with Governance are \regbin Managing the Entityref: Para.

In some cases, all of those charged with gavera are involved in managing the entity,
and the application of communication requiremessadified to recognise this position.
In such cases, communication with person(s) withagament responsibilities may not
adequately inform all of those with whom the auditould otherwise communicate in

their governance capacity. For example, in a compdrere all directors are involved in

managing the entity, some of those directors angple, one responsible for marketing)
may be unaware of significant matters discusseld anibther director (for example, one
responsible for the preparation of the financiateshents).

Matters to Be Communicated

The Auditor’'s Responsibilities in Relation to thadncial Statement AudiRef: Para. 14)

A9.

The auditor’s responsibilities in relatiorthe financial statement audit are often included
in the engagement letter or other suitable formvoften agreement that records the
agreed terms of the engagement. Providing thosgetiavith governance with a copy of
that engagement letfasr other suitable form of written agreement mageppropriate
way to communicate with them regarding such matsrs

" This letter will have been signed by represewgatdf the governing body. The auditor shouldefoee ensure
that the letter has been brought to the attenti@il of those charged with governance.

11
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The auditor’s responsibility for performing the &ua accordance with ISAs (NZ2),
which is directed towards the expression of aniopion the financial statements.
The matters that ISAs (NZ) require to be commueigattherefore, include
significant matters arising from the audit of theahcial statements that are
relevant to those charged with governance in oegengethe financial reporting
process.

The fact that ISAs (NZ) do not require the auditmidesign procedures for the
purpose of identifying supplementary matters to wamicate with those charged
with governance.

When applicable, the auditor’s responsibility fomamunicating particular matters
required by law or regulation, by agreement wite #ntity or by additional
requirements applicable to the engagement.

A10. Law or regulation, an agreement with the gmitadditional requirements applicable to
the engagement may provide for broader communicatigh those charged with
governance. For example, (a) an agreement witkerthiey may provide for particular
matters to be communicated when they arise fromcas provided by a firm or network
firm other than the financial statement audit;lrtbie mandate of a public sector auditor
may provide for matters to be communicated thatectonthe auditor’s attention as a
result of other work, such as performance audits.

Planned Scope and Timing of the AyHif: Para. 15)
All. Communication regarding the planned scopetiamdg of the audit may:

(@)

(b)

Assist those charged with governance to unaleddsetter the consequences of the
auditor’s work, to discuss issues of risk and tbecept of materiality with the
auditor, and to identify any areas in which theyymaquest the auditor to
undertake additional procedures; and

Assist the auditor to understand better théyeand its environment.

Al12. Care is required when communicating with tholsarged with governance about the
planned scope and timing of the audit so as nobtopromise the effectiveness of the
audit, particularly where some or all of those gearwith governance are involved in
managing the entity. For example, communicatinghtitare and timing of detailed audit
procedures may reduce the effectiveness of thoseegdures by making them too
predictable.

A13. Matters communicated may include:

How the auditor proposes to address the significaks of material misstatement,
whether due to fraud or error.

The auditor’s approach to internal control releviarthe audit.
The application of the concept of materiality ie #ontext of an audft.

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

8 ISA (NZ) 320, “Materiality in Planning and Perfoing an Audit.”

12
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. Where the entity has an internal audit functies;aktentto-whichhow the external
auditor -will-use-the-werk—of-internal-audit—andwithe—external and internal
auditors can-best work-tegether in a constructivé eomplementary manner,
including any planned use of the work of the in&mudit functiod,

. The views of those charged with governance of:

0 The appropriate person(s) in the entity’s govereataicture with whom to
communicate.

o  The allocation of responsibilities between thossgéd with governance and
management.

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

0 Matters those charged with governance considemanwgparticular attention
during the audit, and any areas where they reqdegional procedures to be
undertaken.

0 Significant communications with regulators.

0 Other matters those charged with governance cansidg influence the
audit of the financial statements.

. The attitudes, awareness, and actions of thosgetharith governance concerning
(a) the entity’'s internal control and its importarnie the entity, including how those
charged with governance oversee the effectiverfaaseonal control, and (b) the
detection or possibility of fraud.

. The actions of those charged with governance iporese to developments in
accounting standards, corporate governance pracggehange listing rules, and
related matters.

. The responses of those charged with governanagev@mps communications with
the auditor.

A15. While communication with those charged witvgmance may assist the auditor to plan
the scope and timing of the audit, it does not geahe auditor’s sole responsibility to
establish the overall audit strategy and the aquldit, including the nature, timing and
extent of procedures necessary to obtain suffi@pptopriate audit evidence.

Significant Findings from the Audikef: Para. 16)

A16. The communication of findings from the aud#ayinclude requesting further information
from those charged with governance in order to detaphe audit evidence obtained. For
example, the auditor may confirm that those chargigd governance have the same
understanding of the facts and circumstances retdgaspecific transactions or events.

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

Al7. Financial reporting frameworks ordinarily allofor the entity to make accounting
estimates, and judgements about accounting pohciéginancial statement disclosures.

° ISA(NZ) 610 (Revised 2013), paragraph 18.

13
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Open and constructive communication about sigmfigaalitative aspects of the entity’s
accounting practices may include comment on thegability of significant accounting
practices. Appendix 2 identifies matters that mayrizluded in this communication.

Significant Difficulties Encountered During the AltigRef: Para. 16(b))
A18. Significant difficulties encountered duringethudit may include such matters as:

Significant delays in management providing requirddrmation.
An unnecessarily brief time within which to comgl¢he audit.

Extensive unexpected effort required to obtain isigffit appropriate audit
evidence.

The unavailability of expected information.
Restrictions imposed on the auditor by management.

Management’s, or where appropriate, those chargéth wgovernance's
unwillingness to make or extend their assessmeheatntity’s ability to continue
as a going concern when requested.

In some circumstances, such difficulties may coutgtia scope limitation that leads to a
modification of the auditor’s opinioff.

Significant Matters Discussed, or Subject to Cqroeglence with Manageme(Ref: Para.

16(c)(i))

A19. Significant matters discussed, or subject doespondence with management may
include such matters as:

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

Concerns about management’s consultations withr at@untants on accounting
or auditing matters.

Discussions or correspondence in connection with ithitial or recurring
appointment of the auditor regarding accountingcticas, the application of
auditing standards, or fees for audit or otherisesy

Other Significant Matters Relevant to the Finan&alporting ProcesRef: Para. 16(d))

A20. Other significant matters arising from theiatttat are directly relevant to those charged
with governance in overseeing the financial repgrprocess may include such matters
as material misstatements of fact or material isancies in information
accompanying the audited financial statementshthe¢ been corrected.

Auditor Independenc@ef: Para. 17)

A21. The auditor is required to comply with relevathical requirements, including those
pertaining to independence, relating to finandiatesnent audit engagements.

10 1SA (NZ) 705, “Modifications to the Opinion inéindependent Auditor’s Report.”

1 1SA(NZ) 200, “Overall Objective of the Indepemiduditor, and the Conduct of an Audit in Accordamwith
International Standards on Auditing (New Zealangptagraph 14.

14
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The relationships and other matters, and saifel$ to be communicated, vary with the
circumstances of the engagement, but generallyeaddr

(@) Threats to independence, which may be categgbas: self-interest threats, self-
review threats, advocacy threats, familiarity thseand intimidation threats; and

(b) Safeguards created by the profession, legisiair regulation, safeguards within
the entity, and safeguards within the firm’s owstsyns and procedures.

The communication required by paragraph 17(a)imayde an inadvertent violation of
relevant ethical requirements as they relate tatauishdependencegnd any remedial
action taken or proposed.

The communication requirements relating tatanchdependence that apply in the case
of issuers may also be relevant in the case of siiher entities, particularly those that
may be of significant public interest because, essalt of their business, their size or
their corporate status, they have a wide rangéaseholders. Examples of entities that
are not issuers, but where communication of audiependence may be appropriate,
include public sector entities, credit institutipmssurance companies, and retirement
benefit funds. On the other hand, there may beatsitiis where communications
regarding independence may not be relevant, fompig where all of those charged
with governance have been informed of relevantsfdbhtough their management
activities. This is particularly likely where thetéy is owner-managed, and the auditor’s
firm and network firms have little involvement withe entity beyond a financial
statement audit.

Supplementary MatteKgef: Para. 3)

A24.

A25.

A26.

A27.

The oversight of management by those chargddgevernance includes ensuring that
the entity designs, implements and maintains ap@igpinternal control with regard to
reliability of financial reporting, effectivenessné efficiency of operations and
compliance with applicable laws and regulations.

The auditor may become aware of supplememtatyers that do not necessarily relate to
the oversight of the financial reporting processwilich are, nevertheless, likely to be

significant to the responsibilities of those chargéath governance in overseeing the

strategic direction of the entity or the entitylsligations related to accountability. Such

matters may include, for example, significant isstegjarding governance structures or
processes, and significant decisions or actionsséyior management that lack

appropriate authorisation.

In determining whether to communicate supplatiag matters with those charged with
governance, the auditor may discuss matters okiisof which the auditor has become
aware with the appropriate level of managemengssiit is inappropriate to do so in the
circumstances.

If a supplementary matter is communicatechay be appropriate for the auditor to make
those charged with governance aware that:

(&) Identification and communication of such mattsincidental to the purpose of the
audit, which is to form an opinion on the finanstdtements;

(b) No procedures were carried out with respetttéamatter other than any that were
necessary to form an opinion on the financial statgs; and
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(c) No procedures were carried out to determinetindreother such matters exist.

The Communication Process
Establishing the Communication Proc¢Rsf: Para. 18)

A28. Clear communication of the auditor’s respoitisis, the planned scope and timing of the
audit, and the expected general content of comrmatiaits helps establish the basis for
effective two-way communication.

A29. Matters that may also contribute to effective-way communication include discussion
of:

. The purpose of communications. When the purposkess, the auditor and those
charged with governance are better placed to haveitaal understanding of
relevant issues and the expected actions arisimg fine communication process.

. The form in which communications will be made.

. The person(s) in the audit team and amongst tHuaged with governance who
will communicate regarding particular matters.

. The auditor’'s expectation that communication wal two-way, and that those
charged with governance will communicate with thditor matters they consider
relevant to the audit, for example, strategic densthat may significantly affect
the nature, timing and extent of audit procedutessuspicion or the detection of
fraud, and concerns with the integrity or compegeoicsenior management.

. The process for taking action and reporting backiatters communicated by the
auditor.

. The process for taking action and reporting backmatters communicated by
those charged with governance.

A30. The communication process will vary with thecemstances, including the size and
governance structure of the entity, how those @wrgth governance operate, and the
auditor’'s view of the significance of matters to bemmunicated. Difficulty in
establishing effective two-way communication magligate that the communication
between the auditor and those charged with govemiamot adequate for the purpose of
the audit (see paragraph A44).

Considerations Specific to Smaller Entities
A31. In the case of audits of smaller entities,abditor may communicate in a less structured
manner with those charged with governance thamarcése of issuers or larger entities.

Communication with Management

A32. Many matters may be discussed with managemethe ordinary course of an audit,
including matters required by this ISA (NZ) to lmmamunicated with those charged with
governance. Such discussions recognise manageragatstive responsibility for the
conduct of the entity’s operations and, in paracuinanagement’s responsibility for the
preparation of the financial statements.

A33. Before communicating matters with those chdrggh governance, the auditor may
discuss them with management, unless that is iogpipte. For example, it may not be
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appropriate to discuss questions of managementspetence or integrity with
management. In addition to recognising managemeresutive responsibility, these
initial discussions may clarify facts and issues] give management an opportunity to
provide further information and explanations. Sarlil, when the entity has an internal
audit function, the auditor may discuss matterk #ae appropriate individuals within the
functioninternal-auditor before communicating witlose charged with governance.

Communication with Third Parties

A34.

A35.

A36.

Those charged with governance may wish toideothird parties, for example, bankers
or certain regulatory authorities, with copies afraten communication from the auditor.
In some cases, disclosure to third parties malydgmi or otherwise inappropriate. When
a written communication prepared for those chavgédgovernance is provided to third
parties, it may be important in the circumstanbeasthe third parties be informed that the
communication was not prepared with them in mind gikample, by stating in written
communications with those charged with governance:

(@) That the communication has been prepared #osadle use of those charged with
governance and, where applicable, the group marnamgesind the group auditor,
and should not be relied upon by third parties;

(b) That no responsibility is assumed by the audddhird parties; and
(c) Any restrictions on disclosure or distributitmnthird parties.
In some jurisdictions the auditor may be reegiiby law or regulation to, for example:

. Notify a regulatory or enforcement body of certenatters communicated with
those charged with governance. For example, in smustries the auditor has a
duty to report misstatements to authorities wheae@agement and those charged
with governance fail to take corrective action

. Submit copies of certain reports prepared for trasged with governance to
relevant regulatory or funding bodies, or otheribsduch as a central authority in
the case of some public sector entities; or

. Make reports prepared for those charged with garera publicly available.

Unless required by law or regulation to prevadthird party with a copy of the auditor’s
written communications with those charged with goaace, the auditor may need the
prior consent of those charged with governancerbafoing so.

Forms of CommunicatiofRef: Para. 19-20)

A37.

A38.

Effective communication may involve structupgdsentations and written reports as well
as less structured communications, including dsions. The auditor may communicate
matters other than those identified in paragraggharid 20 either orally or in writing.
Written communications may include an engagemeétdarle

In addition to the significance of a partiqutaatter, the form of communication (for
example, whether to communicate orally or in wgtirthe extent of detail or

12

In New Zealand material misstatements are comeaed through the audit report.
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summarisation in the communication, and whetherotmmunicate in a structured or
unstructured manner) may be affected by such factsr

Whether the matter has been satisfactorily resolved
Whether management has previously communicatech#tter.
The size, operating structure, control environmand, legal structure of the entity.

In the case of an audit of special purpose findistaiements, whether the auditor
also audits the entity’s general purpose finarsti@ements.

Legal requirements. In some jurisdictions, a wnittemmunication with those
charged with governance is required in a prescribed by local law.

The expectations of those charged with governancleiding arrangements made
for periodic meetings or communications with theitar.

The amount of ongoing contact and dialogue thetautdas with those charged
with governance.

Whether there have been significant changes inmiiabership of a governing
body.

When a significant matter is discussed witlnaiividual member of those charged with

governance, for example, the chair of an audit cdates) it may be appropriate for the
auditor to summarise the matter in later commuiuoatso that all of those charged with
governance have full and balanced information.

Timing of Communication®ef: Para. 21)

A40. The appropriate timing for communications widry with the circumstances of the
engagement. Relevant circumstances include théisagrce and nature of the matter,
and the action expected to be taken by those athavigle governance. For example:

Communications regarding planning matters may dfeemade early in the audit
engagement and, for an initial engagement, may dseras part of agreeing the
terms of the engagement.

It may be appropriate to communicate a signifiahfficulty encountered during
the audit as soon as practicable if those chargédgevernance are able to assist
the auditor to overcome the difficulty, or if itlikely to lead to a modified opinion.
Similarly, the auditor may communicate orally tosk charged with governance as
soon as practicable significant deficiencies ierfinal control that the auditor has
identified, prior to communicating these in writiag required by ISA (NZ) 265.

Communications regarding independence may be apgt®p/henever significant
judgements are made about threats to independeaceckated safeguards, for
example, when accepting an engagement to provideandit services, and at a
concluding discussion. A concluding discussion alag be an appropriate time to
communicate findings from the audit, including #aditor’s views about the
qualitative aspects of the entity’s accounting pcas.

13

ISA (NZ) 265, paragraphs 9 and Al14.
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. When auditing both general purpose and specialgserfinancial statements, it
may be appropriate to coordinate the timing of camitations.

A41. Other factors that may be relevant to thengrof communications include:

. The size, operating structure, control environmand, legal structure of the entity
being audited.

. Any legal obligation to communicate certain matteithin a specified timeframe.

. The expectations of those charged with governanckiding arrangements made
for periodic meetings or communications with theitar.

. The time at which the auditor identifies certaintt@a, for example, the auditor
may not identify a particular matter (for exampiencompliance with a law) in
time for preventive action to be taken, but comroation of the matter may enable
remedial action to be taken.

Adequacy of the Communication Proc@gss: Para. 22)

A42. The auditor need not design specific proceslitosupport the evaluation of the two-way
communication between the auditor and those changttlgovernance; rather, that
evaluation may be based on observations resultimg &udit procedures performed for
other purposes. Such observations may include:

. The appropriateness and timeliness of actions tdkerthose charged with
governance in response to matters raised by theawYhere significant matters
raised in previous communications have not beeh déh effectively, it may be
appropriate for the auditor to enquire as to whyrapriate action has not been
taken, and to consider raising the point agains Hwoids the risk of giving an
impression that the auditor is satisfied that thattem has been adequately
addressed or is no longer significant.

. The apparent openness of those charged with gavezma their communications
with the auditor.

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

. The apparent ability of those charged with goveceda fully comprehend matters
raised by the auditor, for example, the extent tuctv those charged with
governance probe issues, and question recommenslatiade to them.

. Difficulty in establishing with those charged witbovernance a mutual
understanding of the form, timing and expected ggrwentent of communications.

. Where all or some of those charged with governane@volved in managing the
entity, their apparent awareness of how mattersudsed with the auditor affect
their broader governance responsibilities, as wadl their management
responsibilities.

. Whether the two-way communication between the auditd those charged with
governance meets applicable legal and regulatopyirements.

A43. As noted in paragraph 4, effective two-way ocmmication assists both the auditor and
those charged with governance. Further, ISA (N& Revised) identifies participation
by those charged with governance, including thatieraction with_the internal audit
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function, if any, and external auditors, as an elerof the entity’s control environmetit.
Inadequate two-way communication may indicate aatisfactory control environment
and influence the auditor’'s assessment of the p§ksaterial misstatements. There is
also arisk that the auditor may not have obtaguéficient appropriate audit evidence to
form an opinion on the financial statements.

A44. If the two-way communication between the amuddind those charged with governance is
not adequate and the situation cannot be resadllveduditor may take such actions as:

. Modifying the auditor’s opinion on the basis ofcge limitation.
. Obtaining legal advice about the consequencedfefeint courses of action.

. Communicating with third parties (for example, gukator), or a higher authority
in the governance structure that is outside théyemsuch as the owners of a
business (for example, shareholders in a generatimgg, or the responsible
government minister or parliament in the publictsec

. Withdrawing from the engagement where withdrawglassible under applicable
law or regulation.
Documentation (Ref: Para. 23)

A45. Documentation of oral communication may inéwdcopy of minutes prepared by the
entity retained as part of the audit documentatibare those minutes are an appropriate
record of the communication.

14 1SA (NZ) 315 (Revised), paragraph A70.
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Appendix 1
(Ref: Para. 3)

Specific Requirements in Professional and Ethicat&hdard 3 (Amended) and
Other ISAs (NZ) that Refer to Communications with Those Charged With
Governance

This appendix identifies paragraphs in ProfessiandlEthical Standard 3 (Amended) and other
ISAs (NZ) in effect for audits of financial statems for periods beginning on or after (1 July

2011) that require communication of specific matigith those charged with governance. The
list is not a substitute for considering the regoients and related application and other
explanatory material in ISAs (NZ).

. Professional and Ethical Standard 3 (Amended), li@u@ontrol for Firms that Perform
Audits and Reviews of Financial Statements, andeOfkssurance Engagements” —
paragraph 306(a)

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

. ISA (NZ) 250, “Laws and Regulations in an AuditFehancial Statements” — paragraphs
14, 19 and 22-24

. ISA (NZ) 265, “Communicating Deficiencies in IntafrControl to Those Charged with
Governance and Management” — paragraph 9

. ISA (NZ) 450, “Evaluation of Misstatements IdergdiDuring the Audit” — paragraphs 12-
13

. ISA (NZ) 505, “External Confirmation” — paragraph 9

. ISA (NZ) 510, “Initial Audit Engagements — OpeniBglances” — paragraph 7

. ISA (NZ) 550, “Related Parties” — paragraph 27

. ISA (NZ) 560, “Subsequent Events” — paragraphs-{¢h)9, 10(a), 13(b), 14(a) and 17
. ISA (NZ) 570, “Going Concern” — paragraph 23

. ISA (NZ) 600, “Special ConsideratiocrsAudits of Group Financial Statements (Including
the Work of Component Auditors)” — paragraph 49

. ISA (NZ) 705, “Modifications to the Opinion in thedependent Auditor’s Report” —
paragraphs 12, 14, 19(a) and 28

. ISA (NZ) 706, “Emphasis of Matter Paragraphs antieDtMatter Paragraphs in the
Independent Auditor’s Report” — paragraph 9

. ISA (NZ) 710, “Comparative Information — Corresporgl Figures and Comparative
Financial Statements” — paragraph 18

. ISA (NZ) 720, “The Auditor’'s Responsibilities Ralag to Other Information in
Documents Containing Audited Financial Statementparagraphs 10, 13 and 16
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Appendix 2
(Ref: Para. 16(a), and Al17)

Qualitative Aspects of Accounting Practices

The communication required by paragraph 16(a) dsmlissed in paragraph A17, may include
such matters as:

Accounting Policies

The appropriateness of the accounting policieldgarticular circumstances of the entity,
having regard to the need to balance the costafiging information with the likely
benefit to users of the entity’s financial statetsenNhere acceptable alternative
accounting policies exist, the communication mayude identification of the financial
statement items that are affected by the choisegaificant accounting policies as well as
information on accounting policies used by simdatities.

The initial selection of, and changes in significascounting policies, including the

application of new accounting pronouncements. Tédrarmunication may include: the

effect of the timing and method of adoption of amde in accounting policy on the current
and future earnings of the entity; and the timifiga@hange in accounting policies in
relation to expected new accounting pronouncements.

The effect of significant accounting policies imbtmversial or emerging areas (or those
unique to an industry, particularly when there itaek of authoritative guidance or
consensus).

The effect of the timing of transactions in relatto the period in which they are recorded.

Accounting Estimates

For items for which estimates are significant, éssdiscussed in ISA (NZ) 58ncluding,
for example:

o  Management’s identification of accounting estimates

o  Management’s process for making accounting estsnate

o  Risks of material misstatement.

o Indicators of possible bias.

o Disclosure of estimation uncertainty in the finahatatements.

Financial Statement Disclosures

The issues involved, and related judgements madeymnulating particularly sensitive
financial statement disclosures (for example, dsates related to revenue recognition,
remuneration, going concern, subsequent events;@rtthgency issues).

The overall neutrality, consistency, and clarityta disclosures in the financial statements.

15

ISA (NZ) 540, “Auditing Accounting Estimates, Inding Fair Value Accounting Estimates, and Related
Disclosures.”
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Related Matters

The potential effect on the financial statementssigiificant risks, exposures and
uncertainties, such as pending litigation, thatdaselosed in the financial statements.

The extent to which the financial statements dextdd by unusual transactions, including
non-recurring amounts recognised during the peraod] the extent to which such
transactions are separately disclosed in the finhs@atements.

The factors affecting asset and liability carryiwadues, including the entity’'s bases for
determining useful lives assigned to tangible ardngible assets. The communication
may explain how factors affecting carrying valuesravselected and how alternative
selections would have affected the financial stateis

The selective correction of misstatements, for glantorrecting misstatements with the
effect of increasing reported earnings, but nos¢hthat have the effect of decreasing
reported earnings.
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ACCOMPANYING ATTACHMENT: SIMILARITY TO THE INTERNAT  IONAL
STANDARDS ON AUDITING

This conformity statement accompanies but is ndtgdSA (NZ) 260.
Conformity with International Standards on Auditing

This International Standard on Auditing (New Zealp(SA (NZ)) conforms to International
Standard on Auditing ISA 260ommunication with Those Charged with Governamsseied
by the International Auditing and Assurance Stadsl@oard (IAASB), an independent
standard-setting board of the International Federaif Accountants (IFAC).

Paragraphs that have been added to this ISA (N da not appear in the text of the
equivalent ISA) are identified with the prefix “NZ”

The following requirement is additional to ISA 2é80d has also been added to ASA 260:

. If the auditor is concerned that a written repottnded for those charged with governance
has not been, or may not be, distributed to all besof that group, the auditor shall
endeavour to ensure all members are appropriatflgned of the contents of the report.
[Ref: Para. NZ19.1].

This ISA (NZ) incorporates terminology and defiarts used in New Zealand. References to
listed entities have been broadened to refer teerssin New Zealand.

Compliance with this ISA (NZ) enables compliancéwBSA 260.

Comparison with Australian Auditing Standards

In Australia the Australian Auditing and AssurarS&ndards Board (AUASB) has issued
Australian Auditing Standard ASA 2&Dommunication with Those Charged with Governance

ASA 260 conforms to ISA 260.
The following requirements are additional to ISA2td ISA (NZ) 260:

. In the case of entities audited in accordance thi¢&fCorporations Act 2001the auditor
shall communicate with those charged with goveraanstatement that the engagement
team and others in the firm as appropriate, time, fand when applicable network firms,
have complied with the independence requiremengection 307C of th€orporations
Act 2001 [Ref: Para. Aus 17.1]
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