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PricewaterhouseCoopers LLP
10-18 Union Street
London SE1 1SZ
Telephone +44 (0) 20 7583 5000
Facsimile +44 (0) 20 7822 4652
www.pwc.com/uk

For the attention of Jim Sylph
International Federation of Accountants
545 Fifth Avenue, 14th Floor
New York, NY, 10017
USA

15 April 2008

Dear Sir

IAASB Exposure Draft – “Agreeing the Terms of Audit Engagements”

We appreciate the opportunity to comment on the IAASB’s Proposed Redrafted ISA 210, Agreeing the
Terms of Audit Engagements (“proposed redrafted ISA”), and the related conforming amendments to other
ISAs.

Following extensive consultation with members of the PricewaterhouseCoopers network of firms, this
response summarises the views of member firms who commented on this Exposure Draft.
“PricewaterhouseCoopers” refers to the network of member firms of PricewaterhouseCoopers International
Limited, each of which is a separate and independent legal entity.

Overall comments

We are broadly satisfied that the Clarity drafting conventions have been appropriately applied in establishing
the objective, requirements and application and other explanatory material in this ISA. However, as further
explained in this response, we find some of the drafting awkward and believe that better linkages are needed
both within the body of this ISA and in relation to other ISAs. In our view, further refinements are needed
before finalising this ISA.

We support the proposed amendments on the preconditions for an audit. In particular, it is logical to define
the premise relating to the responsibilities of management and, where appropriate, those charged with
governance on which an audit is conducted in ISA 200, and require the auditor, in ISA 210, to obtain
management’s (and, where appropriate, those charged with governance’s) agreement on these
responsibilities as a precondition to accepting the audit engagement. We agree that obtaining management’s
acknowledgement of its responsibilities is more appropriately dealt with in this ISA on engagement terms,
than in the ISA 580 on written representations.

As explained more fully in our comments on specific paragraphs in the appendix, we have lingering concerns
regarding the requirements and application material regarding engagement acceptance considerations of
mandated wording of the auditor’s opinion and the acceptability of the financial reporting framework, which
were transferred to ISA 210 as a result of the ISA 800 revision. Includuing these requirements and guidance
in ISA 210 has resulted in the introduction of fairly specific and detailed requirements. Although it is not, in
our view, a perfect fit, we accept that it is unavoidable as there is not another ISA that would be better placed
to address these matters. However, the separation of these requirements from the related application
material makes it difficult to understand how certain of the requirements interrelate and, as a result, we are
concerned that the requirements lack clarity and appear to allow the underlying principles to be overridden.
We offer suggestions that we believe will improve the logic of these requirements.

In addition to our comments on the questions posed in the Explanatory Memorandum, we offer, in the
Appendix to this letter, a number of suggestions on specific paragraphs for the IAASB’s consideration in
finalising the wording of this standard.
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Responses to questions on the application of the Clarity drafting conventions

1. Is the objective to be achieved by the auditor, stated in the proposed revised and redrafted ISA,
appropriate?

We believe that the objective in the proposed revised and redrafted ISA is broadly appropriate, but can be
improved. In particular, the wording doesn’t reflect responsibilities when there have been changes in
engagement terms, and there is a degree of repetition between paragraphs 3(a) and 3(b).

The objective focuses on engagement acceptance. As noted in paragraph 1, the ISA also addresses the
auditor’s responsibilities when there is a proposed change in engagement terms, the requirements for
which are set out in the requirements in paragraphs 13-16. As is illustrated below, we believe that the
proposed wording of the objective can be modified without major restructuring so that it comprehensively
covers this aspect of the requirements as well.

Paragraph 3(a) requires the auditor to establish whether necessary preconditions for an audit are present.
The preconditions, as set out in paragraph 4(b), include “obtaining the agreement of management and,
where appropriate, those charged with governance, that they understand and acknowledge their
responsibilities”. Paragraph 3(b) requires confirmation of a common understanding between the auditor
and the entity of the terms of engagement as well as “of the respective responsibilities of the auditor,
management and those charged with governance”. Further, the terms of engagement that must be
agreed include the respective responsibilities of the various parties (paragraph 8(b) and (c)). There is
overlap amongst these various requirements. At a minimum, we believe that paragraph 3(b) should
acknowledge that the respective responsibilities are part of the terms of the audit engagement by using
“including” rather than “and”. However, it is questionable whether it is necessary to repeat the reference
to the respective responsibilities of the auditor, management and those charged with governance in
paragraph 3(b).

As the requirements cover considerations in continuing engagements as well as initial engagement
acceptance, and other ISAs (such as ISA 220) discuss both engagement acceptance and continuance,
we believe it would be relevant to refer to acceptance and continuance in the objective.

Finally, paragraph 3 (a) refers to necessary preconditions for an audit. By definition, preconditions are
necessary. We therefore suggest deleting the word ‘necessary’ and simply referring, in paragraph 3 (a) of
the objective, to ‘the preconditions’.

The following proposed wording for the objective addresses these comments:

“3. The objective of the auditor is to accept or continue an audit engagement only when the basis upon
which it is to be performed has been agreed, through:

(a) Establishing whether necessary preconditions for an audit are present; and

(b) Confirming that there is a common understanding between the auditor and the entity of the
terms of the audit engagement or, when applicable, of a justifiable change in the terms of
the audit engagement. and of the respective responsibilities of the auditor, management and
those charged with governance.”

2. Have the criteria identified by the IAASB for determining whether a requirement should be
specified been applied appropriately and consistently, such that the resulting requirements
promote consistency in performance and the use of professional judgement by auditors?

Subject to the specific comments and suggestions set out below and in the Appendix to this letter, we
believe that the criteria have been applied appropriately and consistently.

Responses to request for specific comments

1. Do you agree with the proposed description of management’s responsibilities in the ISAs?

Yes, we agree with the proposed description of management’s responsibilities in the ISAs. In many
jurisdictions these responsibilities are reflected in law, and may be more onerous than the minimum
requirements set out in ISA 200 and ISA 210. In jurisdictions where such responsibilities are not
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prescribed by law, we fully support the inclusion, in the engagement letter, of the responsibilities as
described in proposed ISA 210.

2. Do you agree that the description of management’s responsibilities in the terms of the audit
engagement, written representations and auditor’s report may use the wording of the law or
regulation if the auditor has determined that the law or regulation includes responsibilities that
are equivalent in effect to those described in the ISAs?

Yes.

3. Do you agree with the proposed conforming amendments to proposed ISA 700 (Redrafted)?

Yes, it is a pragmatic proposal. The original revision to ISA 700, which mandated specific, consistent
wording to describe managements’ responsibilities in the auditor’s report, proved to be one of the
impediments to the adoption of ISA 700 (Revised) in some jurisdictions. We support the proposal that
the wording relating to management’s responsibilities be consistent in the engagement letter and the
auditor’s report, and that a degree of flexibility be permitted to enable the wording of the auditors’ report
to align with legal and regulatory requirements, provided such requirements are equivalent in effect with
those set out in the ISAs.

However, as explained in our detailed comments on specific paragraphs in the appendix, we question
the proposal to move former paragraph A23 (which explains that the use of the term “management” in
ISA 700 can be modified if appropriate in the context of the engagement) to paragraph 3(a). With the
introduction of a definition of management in ISA 200, including this paragraph in the introduction to ISA
700 is unnecessary.

4. Are there any residual concerns about the way in which management’s responsibilities are dealt
with that may cause difficulty in any particular jurisdiction?

No.

We would be happy to discuss our views further with you. If you have any questions regarding this
letter, please contact Roger Marshall (+44 20 7804 4866).

Yours faithfully,

PricewaterhouseCoopers






