ISA (NZ) 200
Issued 07/11
Compiled 124/13

=XRB

EXTERNAL REPORTING BOARD

Te Kawai Arahi Piarongo Mowaho

NZ AUDITING
AND ASSURANCE
STANDARDS BOARD

EXTERNAL REPORTING BOARD

INTERNATIONAL STANDARD ON AUDITING (NEW ZEALAND) 200

Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance with
International Standards on Auditing (New Zealand) (ISA (NZ) 200)

This compilation was prepared in November-December 2013 and incorporates amendments up
to and including September-December 2013.

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-disallowable instrument for the purposes of the

Legislation Act 2012fer-the-purpese-of-the-Regulations{Disallowance)-Act-1989.




ISA (NZ) 200

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 AssuraBtandards 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 thesrah of an acknowledgement of the source.

Requests and enquiries concerning reproductionights for commercial purposes within New
Zealand should be addressed to the Chief Execilxteynal 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 fréiAC atwww.ifac.orgor by writing to
permissions@ifac.org

ISBN 978-1-927174-00-5



ISA (NZ) 200

INTERNATIONAL STANDARD ON AUDITING (NEW ZEALAND) 200
OVERALL OBJECTIVES OF THE INDEPENDENT AUDITOR
AND THE CONDUCT OF AN AUDIT IN ACCORDANCE WITH

INTERNATIONAL STANDARDS ON AUDITING (NEW ZEALAND)

Issued by the-External-ReportingNew Zealand Augldind Assurance Standards Board

CONTENTS

Paragraph
History of Amendments
Introduction
Scope Of thiS ISA (NZ) .. eeeneeeaees 1-2
An Audit of Financial StatementS ... 3-9
EffECHIVE DALE ...eveeeiieiiiiiiiieeee e 10
Overall Objectives of the AUITOr............oooiiiiiiiiiii e 11-12
DEIINITIONS ... e 13
Requirements
Ethical Requirements Relating to an Audit of Finah8tatements...................... 14
Professional SCEPLICISIM ..........iii e 15
Professional JUAQEMENT .........uueuiiie e e e e nnaaaennees 16
Sufficient Appropriate Audit Evidence and Audit RIS.............cooovviiiiiiiiiiciinnnn. 17
Conduct of an Audit in Accordance with ISAS (NZ) ... 18-24
Application and Other Explanatory Material
An Audit of Financial StatementS ..o Al1l-A13
Ethical Requirements Relating to an Audit of Finah8tatements...................... Al4-Al17
Professional SCEPLICISIM ......uuuuiiie e e e e e e e e e s A18-A22
Professional JUAQEMENT .........uueiii et A23 - A27
Sufficient Appropriate Audit Evidence and Audit RiS.............ooovviiiiiiiiiiccinnnn. A28-25
Conduct of an Audit in Accordance with ISAS (NZ)........ccoovvviiiiieiiiiiiieee e, A53-B7

Accompanying Attachment: Conformity to the Interoaal Standards on Auditing




History of Amendments

Table of pronouncements — ISA (NZ) 20@ver
the Conduct of an Audit in Accordance with
Zealand)

ISA (NZ) 200

all Objectives of the | ndependent Auditor and
International Standards on Auditing (New

This table lists the pronouncements establishirgaanending ISA (NZ) 200.

Pronouncements Date Effective date
approved
International Standard on Auditing (New  |July 2011 |This ISA(NZ) is dfective for
Zealand) 200 audits of historical financig
statements for peyds beginnin
on or after 1 September, 2(
Professional and Ethical Standard 1 (Revisgijn 2013 |Effective on 1 January 2014
Code of Ethics for Assurance Practitioners
(Compiled)
Professional and Ethical Standard 3 Jan 2013 |Effective on 1 January 2014
(Amended)RQuality-Control-for Firms-that
Perform-Audits-and-Reviews-of Financial
Statements, and Other Assurance
Engagements
International Standard on Auditing (New  |April 2013 |Effective foraudits of financia
Zealand) 610 (Revised 2013¥ing the Work statements for periods ending
of Internal Auditors or after 15 December 2013
Amendments to the International Standards ®eptember| Effective for audits of financial
Auditing (New Zealand) to Promote Improve2013 statements for periods éing on
Audit Quality or after 31 December 2014
Use of Management and those charged wittDecember | Efféctive for audits of financial
governance 2013 statements for periods
beginning on or after 1 July
2014
Table of Amended Paragraphs in ISA (NZ) 200
Paragraph affected How affected By...[date]
Al4-Al16 Amended Professional and Ethical Standard 1
(Revised) [Jan 2013]
Al7 Amended Professional and Ethical Standard 3
(Amended) [Jan 2013]
A41l, A69, A72 Amended ISA (NZ) 610 (Revised 2013) [April
footnote 19, footnote 23 2013]
NZA8.1 Amended Amendments to the International
Standards on Auditing (New Zealand)
Promote Improved Audit Quality
[September 2013]




ISA (NZ) 200

Table of Amended Paragraphs in ISA (NZ) 200

Various Amended Use of Management and those charged
with governance [Dec 2013]




ISA (NZ) 200

Introduction
Scope of this ISA (NZ)

1.

This International Standard on Auditing (New [Bed) (ISA (NZ)) deals with the
independent auditor’s overall responsibilities wieemducting an audit of financial
statements in accordance with ISAs (NZ). Specifjcilsets out the overall objectives of
the independent auditor, and explains the natuwdeseope of an audit designed to enable
the independent auditor to meet those objectivessd explains the scope, authority and
structure of the ISAs (NZ), and includes requiretaeastablishing the general
responsibilities of the independent auditor applieain all audits, including the
obligation to comply with the ISAs (NZ). The indewent auditor is referred to as “the
auditor” hereatter.

ISAs (NZ) are written in the context of an ausfifinancial statements by an auditor.
They are to be adapted as necessary in the ciranoest when applied to audits of other
historical financial information. ISAs (NZ) do naddress the responsibilities of the
auditor that may exist in legislation, regulationatherwise in connection with, for
example, the offering of securities to the pulBach responsibilities may differ from
those established in the ISAs (NZ). Accordingliilethe auditor may find aspects of
the ISAs (NZ) helpful in such circumstances, ithe responsibility of the auditor to
ensure compliance with all relevant legal, regulato professional obligations.

An Audit of Financial Statements

3.

NZ4.1

The purpose of an audit is to enhance the dedreenfidence of intended users in the
financial statements. This is achieved by the esgpom of an opinion by the auditor on
whether the financial statements are prepared, nmederial respects, in accordance with
an applicable financial reporting framework. In tba@se of most general purpose
frameworks, that opinion is on whether the finahstatements present fairly, in all

material respects, or give a true and fair viewhaf matters to which they relate, in
accordance with the framework. An audit conducteadcordance with ISAs (NZ) and

relevant ethical requirements enables the auditéorin that opinion(Ref: Para. A1)

The financial statements subject to audit avedlof the entity, prepared by management
of the entity with oversight from those chargedhngovernance. ISAs (NZ) do not
impose responsibilities on management or thosegeldawith governance and do not
override laws and regulations that govern theipoesibilities. However, an audit in
accordance with ISAs (NZ) is conducted on the psenthat management, and where
appropriate, those charged with governance haveoadkdged certain responsibilities
that are fundamental to the conduct of the audie audit of the financial statements
does not relieve management or those charged witdrgance of their responsibilities.
(Ref: Para. A2-All1)

In New Zealand, those charged with governaifiesm have a statutory responsibility for

the preparation of the financial statements. Irsgheases the process of financial
reporting is usually delegated to management, litrésponsibility for such matters
remains with those charged with governance. Inyvapglthis standard the auditor shall
apply professional judgement, using knowledge efi¢igal requirements and corporate
governance practices of New Zealand as well ggatieeular engagement circumstances,
to determine whether the requirements of this stehdpply to management or those
charged with governance or both.
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5. Asthe basis for the auditor’s opinion, ISAs [M&quire the auditor to obtain reasonable
assurance about whether the financial statemengésvaisole are free from material
misstatement, whether due to fraud or error. Restserassurance is a high level of
assurance. It is obtained when the auditor hasirmatasufficient appropriate audit
evidence to reduce audit risk (that is, the rigit the auditor expresses an inappropriate
opinion when the financial statements are matgrialisstated) to an acceptably low
level. However, reasonable assurance is not ariidabsevel of assurance, because there
are inherent limitations of an audit which resolmost of the audit evidence on which
the auditor draws conclusions and bases the aisgddpmion being persuasive rather
than conclusiveRef: Para. A28-A52)

6. The concept of materiality is applied by theitardoth in planning and performing the
audit, and in evaluating the effect of identifiedsstatements on the audit and of
uncorrected misstatements, if any, on the finastiémentSIn general, misstatements,
including omissions, are considered to be matétiaidividually or in the aggregate,
they could reasonably be expected to influencetbaomic decisions of users taken on
the basis of the financial statements. Judgemdéoistanateriality are made in the light
of surrounding circumstances, and are affectedheyauditor’s perception of the
financial information needs of users of the finahstatements, and by the size or nature
of a misstatement, or a combination of both. Thditatis opinion deals with the
financial statements as a whole and therefore tiigta is not responsible for the
detection of misstatements that are not materitiédinancial statements as a whole.

7. The ISAs (NZ) contain objectives, requirememts application and other explanatory
material that are designed to support the auditobtaining reasonable assurance. The
ISAs (NZ) require that the auditor exercise prof@sal judgement and maintain
professional scepticism throughout the planning padormance of the audit and,
among other things:

. Identify and assess risks of material misstatenveinéther due to fraud or error,
based on an understanding of the entity and its@mwent, including the entity’s
internal control.

. Obtain sufficient appropriate audit evidence alvagther material misstatements
exist, through designing and implementing appraeniasponses to the assessed
risks.

. Form an opinion on the financial statements basetbaclusions drawn from the
audit evidence obtained.

8. The form of opinion expressed by the auditot depend upon the applicable financial
reporting framework and any applicable law or ragoh. (Ref: Para. A12-A13)

9. The auditor may also have certain other comnatiic and reporting responsibilities to
users, management, those charged with governangerises outside the entity, in
relation to matters arising from the audit. Thesg ime established by the ISAs (NZ) or
by applicable law or regulatioh.

1 ISA (NZ) 320, “Materiality in Planning and Perfoing an Audit” and ISA (NZ) 450, “Evaluation of
Misstatements Identified During the Audit.”

See, for example, ISA (NZ) 260, “Communicatiothiihose Charged with Governance;” and paragrajuifi 43
ISA (NZ) 240, “The Auditor’s Responsibilities Relag to Fraud in an Audit of Financial Statements.”

2
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Effective Date

10. This ISA (NZ) is effective for audits of finaatstatements for periods beginning on or
after 1 September, 2011.

Overall Objectives of the Auditor
11. In conducting an audit of financial statemettis,overall objectives of the auditor are:

(@)

(b)

To obtain reasonable assurance about whethéntncial statements as a whole
are free from material misstatement, whether duéaod or error, thereby
enabling the auditor to express an opinion on wérdtie financial statements are
prepared, in all material respects, in accordanite an applicable financial
reporting framework; and

To report on the financial statements, and compoate as required by the
ISAs (NZ), in accordance with the auditor’s findéng

12. Inall cases when reasonable assurance camobtéined and a qualified opinion in the
auditor’s report is insufficient in the circumstascfor purposes of reporting to the
intended users of the financial statements, thes BIX) require that the auditor disclaim
an opinion or withdraw (or resighfrom the engagement, where withdrawal is possible
under applicable law or regulation.

Definitions
13. For purposes of the ISAs (NZ), the followingtie have the meanings attributed below:

(@)

(b)

Applicable financial reporting framework — Thieancial reporting framework
adopted by management and, where appropriate, thasged with governance in
the preparation of the financial statements thatceptable in view of the nature of
the entity and the objective of the financial staats, or that is required by law or
regulation.

The term “fair presentation framework” is used éfer to a financial reporting
framework that requires compliance with the requeats of the framework and:

(i)  Acknowledges explicitly or implicitly that, tachieve fair presentation of the
financial statements, it may be necessary for mamagt to provide
disclosures beyond those specifically requiredhgyftamework; or

(i)  Acknowledges explicitly that it may be necessior management to depart
from a requirement of the framework to achieve faesentation of the
financial statements. Such departures are expéated necessary only in
extremely rare circumstances.

The term “compliance framework” is used to referadfinancial reporting
framework that requires compliance with the requiats of the framework, but
does not contain the acknowledgements in (i) papove.

Audit evidence — Information used by the auditaarriving at the conclusions on
which the auditor’s opinion is based. Audit evidenecludes both information

3

In the ISAs (NZ), only the term “withdrawal” ised.
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(d)

(e)

(f)

(¢))

(h)

(i)
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contained in the accounting records underlyindithencial statements and other
information. For purposes of the ISAs (N2):

(i) Sufficiency of audit evidence is the measurthe quantity of audit evidence.
The quantity of the audit evidence needed is affédiy the auditor’s
assessment of the risks of material misstatemahato by the quality of
such audit evidence.

(i) Appropriateness of audit evidence is the measaf the quality of audit
evidence; that is, its relevance and its reliabifitproviding support for the
conclusions on which the auditor’s opinion is based

Audit risk — The risk that the auditor expresaa inappropriate audit opinion when
the financial statements are materially misstatedit risk is a function of the risks
of material misstatement and detection risk.

Auditor —Auditer-is-used-toreferto Ttherson or persons conducting the audit,
usually the engagement partner or other membdiseeafngagement team, or, as
applicable, the firm.Where an ISA (NZ) expresslieids that a requirement or
responsibility be fulfiled by the engagement partnthe term “engagement
partner” rather than “auditor” is used. “Engagemgantner” and “firm” are to be
read as referring to their public sector equivaemhere relevant.

Detection risk — The risk that the procedure$qgymed by the auditor to reduce
audit risk to an acceptably low level will not dettea misstatement that exists and
that could be material, either individually or whewggregated with other
misstatements.

Financial statements — A structured repres@nrtatof historical financial
information, including related notes, intendeddmenunicate an entity’s economic
resources or obligations at a point in time ordhanges therein for a period of
time in accordance with a financial reporting fravoek. The related notes
ordinarily comprise a summary of significant acdbum policies and other
explanatory information. The term “financial staets” ordinarily refers to a
complete set of financial statements as determinethe requirements of the
applicable financial reporting framework, but casoarefer to a single financial
statement.

Historical financial information — Informatioexpressed in financial terms in
relation to a particular entity, derived primariigom that entity’s accounting

system, about economic events occurring in pas pariods or about economic
conditions or circumstances at points in time m plast.

Management — The person(s) with executive nesipdity for the conduct of the
entity’s operations. For some entities in somesfliations, management includes
some or all of those charged with governance Xangle, executive members of a
governance board, or an owner-manager.

Misstatement — A difference between the amodadilaissification, presentation, or
disclosure of a reported financial statement item #he amount, classification,
presentation, or disclosure that is required fertam to be in accordance with the
applicable financial reporting framework. Misstatats can arise from error or
fraud.

Where the auditor expresses an opinion on whehw®efinancial statements are
presented fairly, in all material respects, or @giteue and fair view, misstatements
9
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also include those adjustments of amounts, claasidins, presentation, or
disclosures that, in the auditor’s judgement, aeeessary for the financial
statements to be presented fairly, in all mateegpects, or to give a true and fair
view.

Premise, relating to the responsibilities_ofmragement and, where appropriate,
those charged with governance, on which an audanducted — That management
and, where appropriate, those charged with govemmhave acknowledged and
understand that they have the following respons#sithat are fundamental to the
conduct of an audit in accordance with ISAs (N4)afis, responsibility:

(i) For the preparation of the financial statementsagcordance with the
applicable financial reporting framework, includwbere relevant, their fair
presentation;

(i)  For such internal control as management and, whppgopriate, those
charged with governance determine is necessanaig@the preparation of
financial statements that are free from materigktatement, whether due to
fraud or error; and

(iif) To provide the auditor with:

a. Access to all information of which management avitere appropriate,
those charged with governance are aware that evaet to the
preparation of the financial statements such awds¢documentation
and other matters;

b.  Additional information that the auditor may requigstn management
and, where appropriate, those charged with govemiam the purpose
of the audit; and

c. Unrestricted access to persons within the entimfwvhom the auditor
determines it necessary to obtain audit evidence.

In the case of a fair presentation framework, [fo\ee may be restated as “for the
preparation anthir presentation of the financial statements in acoed with the
financial reporting framewaork” or “for the prepanat of financial statementbhat
give a true and fair viewf the matters to which they relateaccordance with the
financial reporting framework.”

The “premise, relating to the responsibilities ofamagement and, where
appropriate, those charged with governance, ontwdmcaudit is conducted” may
also be referred to as the “premise.”

Professional judgement — The application oévaht training, knowledge and
experience, within the context provided by auditiagcounting and ethical
standards, in making informed decisions about therses of action that are
appropriate in the circumstances of the audit eegesmt.

Professional scepticism — An attitude thatudgs a questioning mind, being alert
to conditions which may indicate possible misstaetdue to error or fraud, and a
critical assessment of audit evidence.

Reasonable assurance — In the context of ah@futhancial statements, a high,
but not absolute, level of assurance.

10
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(n) Risk of material misstatement — The risk thatfinancial statements are materially
misstated prior to audit. This consists of two comgnts, described as follows at
the assertion level:

(i) Inherent risk — The susceptibility of an asgeriabout a class of transaction,
account balance or disclosure to a misstatemeintoldd be material, either
individually or when aggregated with other misstaats, before
consideration of any related controls.

(i) Control risk — The risk that a misstatemerdtthould occur in an assertion
about a class of transaction, account balancesoladiure and that could be
material, either individually or when aggregatedhwither misstatements,
will not be prevented, or detected and correcteda dimely basis by the
entity’s internal control.

(0) Those charged with governance — The person@panisation(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
overseeing the financial reporting process. Foresentities in some jurisdictions,
those charged with governance may include managgmeesonnel, for example,
executive members of a governance board of a privgbublic sector entity, or an
owner-manager.

Requirements
Ethical Requirements Relating to an Audit of Financal Statements
14. The auditor shall comply with relevant ethical regonents, including those pertaining to
independence, relating to financial statement arfibigementsgRef: Para. A14-A17)

Professional Scepticism

15. The auditor shall plan and perform an auditpibfessional scepticism recognising that
circumstances may exist that cause the finan@atistents to be materially misstated.
(Ref: Para. A18-A22)

Professional Judgement
16. The auditor shall exercise professional judgenmeplanning and performing an audit of
financial statementgRef: Para. A23-A27)

Sufficient Appropriate Audit Evidence and Audit Risk

17. To obtain reasonable assurance, the auditdlr @bt@in sufficient appropriate audit
evidence to reduce audit risk to an acceptablylémel and thereby enable the auditor to
draw reasonable conclusions on which to base ttiéoais opinion. (Ref: Para. A28-A52)

Conduct of an Audit in Accordance with ISAs (NZ)

Complying with ISAs (NZ) Relevant to the Audit

18. The auditor shall comply with all ISAs (NZ) relevaio the audit. An ISA (NZ) is
relevant to the audit when the ISA (NZ2) is in effand the circumstances addressed by
the ISA (NZ) exist(Ref: Para. A53-A57)

11
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19. The auditor shall have an understanding oéttige text of an ISA (NZ), including its
application and other explanatory material, to ust@ad its objectives and to apply its
requirements properlyRef: Para. A58-A66)

20. The auditor shall not represent compliance @ths (NZ) or ISAS in the auditor’s
report unless the auditor has complied with thelsiregqnents of this ISA (NZ) and all
other ISAs (NZ) relevant to the audit.

Objectives Stated in Individual ISAs (NZ)

21. To achieve the overall objectives of the augitee auditor shall use the objectives stated
in relevant ISAs (NZ) in planning and performingethudit, having regard to the
interrelationships among the ISAs (NZ), (®Ref: Para. A67-A69)

(@) Determine whether any audit procedures in addito those required by the
ISAs (NZ) are necessary in pursuance of the obggstated in the ISAs (NZ); and
(Ref: Para. A70)

(b) Evaluate whether sufficient appropriate auddence has been obtaingekf: Para.
AT71)

Complying with Relevant Requirements

22. Subject to paragraph 23, the auditor shall dpmvjith each requirement of an ISA (NZ)
unless, in the circumstances of the audit:

(&) The entire ISA (NZ) is not relevant; or

(b) The requirement is not relevant because tmglitional and the condition does not
exist.(Ref: Para. A72-A73)

23. Inexceptional circumstances, the auditor mdyge it necessary to depart from a relevant
requirement in an ISA (NZ). In such circumstandtles,auditor shall perform alternative
audit procedures to achieve the aim of that requerg. The need for the auditor to depart
from a relevant requirement is expected to aridg where the requirement is for a
specific procedure to be performed and, in theifipadrcumstances of the audit, that
procedure would be ineffective in achieving the ainthe requirementRef: Para. A74)

Failure to Achieve an Objective

24. If an objective in a relevant ISA (NZ) cannat &chieved, the auditor shall evaluate
whether this prevents the auditor from achievirggdirerall objectives of the auditor and
thereby requires the auditor, in accordance wighi8As (NZ), to modify the auditor’s
opinion or withdraw from the engagement (where drighval is possible under applicable
law or regulation). Failure to achieve an objectrepresents a significant matter
requiring documentation in accordance with ISA (R2p.° (Ref: Para. A75-A76)

*k*k

*  Note that compliance with ISAs (NZ) will ensurenapliance with ISAs.
> ISA(NZ) 230, “Audit Documentation,” paragraptcR(

12
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Application and Other Explanatory Material
An Audit of Financial Statements
Scope of the Audfref: Para. 3)

Al

The auditor’s opinion on the financial statetsedeals with whether the financial
statements are prepared, in all material respattaccordance with the applicable
financial reporting framework. Such an opinion @ygnon to all audits of financial
statements. The auditor’s opinion therefore dodsassure, for example, the future
viability of the entity nor the efficiency or effiaeeness with which management-and
those—charged-with—governance -hasve conducted fthiesaof the entity. In some
jurisdictions, however, applicable law or regulatimay require auditors to provide
opinions on other specific matters, such as thecaffeness of internal control, or the
consistency of a separate management report wetfirthncial statements. While the
ISAs (NZ) include requirements and guidance ini@teo such matters to the extent that
they are relevant to forming an opinion on theriitial statements, the auditor would be
required to undertake further work if the auditadfadditional responsibilities to provide
such opinions.

Preparation of the Financial Statemer@zf: Para. 4)

A2. Law or regulation may establish the responiikd of management and, where

AS.

appropriate, those charged with governance inioglé financial reporting. However,

the extent of these responsibilities, or the wawlmch they are described, may differ
across jurisdictions. Despite these differencesatit in accordance with ISAs (NZ) is
conducted on the premise that management and, \@pprepriate, those charged with
governance have acknowledged and understand thah#ve responsibility:

(a) For the preparation of the financial statementadcordance with the applicable
financial reporting framework, including where neat their fair presentation;

(b) For such internal control as management and, wégpeopriate, those charged
with governance determine is necessary to enalletbparation of financial
statements that are free from material misstatemdrgther due to fraud or error;
and

(c) To provide the auditor with:

(i) Access to all information of which management _ambere appropriate,
those charged with governance are aware thaegaet to the preparation of
the financial statements such as records, docutn@m&nd other matters;

(i)  Additional information that the auditor may requigetn management and,
where appropriate, those charged with governancéh& purpose of the
audit; and

(i) Unrestricted access to persons within the entiiynfwhom the auditor
determines it necessary to obtain audit evidence.

The preparation of the financial statementsilapagement and, where appropriate, those
charged with governance requires:

. The identification of the applicable financial refoog framework, in the context of
any relevant laws or regulations.

. The preparation of the financial statements in etaiece with that framework.
13



A4.

AS.

AG.

AT.

ISA (NZ) 200

. The inclusion of an adequate description of thatnwork in the financial
statements.

The preparation of the financial statements reguitanagement-and-thoese-charged with
governanee to exercise judgement in making accogestimates that are reasonable in
the circumstances, as well as to select and appisoariate accounting policies. These

judgements are made in the context of the appkctbhncial reporting framework.

The financial statements may be prepared iror@ence with a financial reporting
framework designed to meet:

. The common financial information needs of a widegeof users (that is, “general
purpose financial statements”); or

. The financial information needs of specific usénaf(is, “special purpose financial
statements”).

The applicable financial reporting frameworkesf encompasses financial reporting
standards established by an authorised or recapstaedards setting organisation, or
legislative or regulatory requirements. In somessathe financial reporting framework
may encompass both financial reporting standartbkshed by an authorised or
recognised standards setting organisation andld¢igis or regulatory requirements.
Other sources may provide direction on the appboadf the applicable financial
reporting framework. In some cases, the applichbéncial reporting framework may
encompass such other sources, or may even com$ysbiosuch sources. Such other
sources may include:

. The legal and ethical environment, including stegutegulations, court decisions,
and professional ethical obligations in relatiortaounting matters;

. Published accounting interpretations of varyinghatity issued by standards
setting, professional or regulatory organisations;

. Published views of varying authority on emergingaanting issues issued by
standards setting, professional or regulatory asgdions;

. General and industry practices widely recognisati@evalent; and
. Accounting literature.

Where conflicts exist between the financial rejpgrframework and the sources from
which direction on its application may be obtainedamong the sources that encompass
the financial reporting framework, the source with highest authority prevails.

The requirements of the applicable financipbréing framework determine the form and
content of the financial statements. Although tteenework may not specify how to
account for or disclose all transactions or eventsdinarily embodies sufficient broad
principles that can serve as a basis for develognmgapplying accounting policies that
are consistent with the concepts underlying theirements of the framework.

Some financial reporting frameworks are fagg@ntation frameworks, while others are
compliance frameworks. Financial reporting framekgahat encompass primarily the
financial reporting standards established by aramisgtion that is authorised or
recognised to promulgate standards to be usedthiestior preparing general purpose
financial statements are often designed to acheveresentation, for example, New
Zealand Equivalents to International Financial Rgpg Standards (NZ IFRSS).

14
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The requirements of the applicable financiglorting framework also determine what
constitutes a complete set of financial statemdntshe case of many frameworks,
financial statements are intended to provide infdrom about the financial position,
financial performance and cash flows of an enkty. such frameworks, a complete set
of financial statements would include a balancesha income statement; a statement
of changes in equity; a cash flow statement; aladle@ notes. For some other financial
reporting frameworks, a single financial statenagt the related notes might constitute a
complete set of financial statements.

Examples of a single financial statement, eachto¢imwould include related notes, are:
. Balance sheet.

. Statement of income or statement of operations.

. Statement of retained earnings.

. Statement of cash flows.

. Statement of assets and liabilities that doesmubtide owner’s equity.

. Statement of changes in owner’s equity.

. Statement of revenue and expenses.

. Statement of operations by product lines.

. Statement of financial position.
. Statement of comprehensive income.
. Statement of recognised income and expense.

ISA (NZ) 210 establishes requirements and jples guidance on determining the
acceptability of the applicable financial reportirgmework® ISA (NZ) 800 deals with
special considerations when financial statemergspaepared in accordance with a
special purpose framewofk.

Because of the significance of the premiséhtoconduct of an audit, the auditor is
required to obtain the agreement of managementvemete appropriate, those charged
with governance that they acknowledge and undeatskeat they have the responsibilities
set out in paragraph A2 as a precondition for aicgphe audit engagemefit.

Considerations Specific to Audits in the PublictBec

All.

The mandates for audits of the financial stesiets of public sector entities may be
broader than those of other entities. As a rethdtpremise, relating to management's the

responsibilities-ef-managementand-these-chargtgavernance, on which an audit of

the financial statements of a public sector ensitgonducted may include additional

ISA (NZ) 210, “Agreeing the Terms of Audit Engagents,” paragraph 6(a).
ISA (NZ) 800, “Special Considerations — AuditsFafiancial Statements Prepared in Accordance vitial

Purpose Frameworks,” paragraph 8.
8 ISA(NZ) 210, paragraph 6(b).
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responsibilities, such as the responsibility fa ¢éixecution of transactions and events in
accordance with law, regulation or other authotity.

Form of the Auditor’s Opinio(Ref: Para. 8)

Al2.

Al3.

The opinion expressed by the auditor is onthdrethe financial statements are prepared,
in all material respects, in accordance with th@iapble financial reporting framework.
The form of the auditor’s opinion, however, willggnd upon the applicable financial
reporting framework and any applicable law or ragjoh. Most financial reporting
frameworks include requirements relating to thesengation of the financial statements;
for such frameworkspreparationof the financial statements in accordance with the
applicable financial reporting framework inclugegsentation

Where the financial reporting framework iga presentation framework, as is generally
the case for general purpose financial statem#rggpinion required by the ISAs (NZ2)
is on whether the financial statements are preddatey, in all material respects, or give
a true and fair view of the matters to which thelate. Where the financial reporting
framework is a compliance framework, the opinioguiesd is on whether the financial
statements are prepared, in all material respetia¢cordance with the framework.
Unless specifically stated otherwise, referencéisanSAs (NZ) to the auditor’s opinion
cover both forms of opinion.

Ethical Requirements Relating to an Audit of Finan¢al Statements(Ref: Para. 14)

Al4.

Al5.

Al6.

The auditor is subject to relevant ethicaluiegments, including those pertaining to
independence, relating to financial statement aedgagements. Relevant ethical
requirements ordinarily comprise Professional ahitBl Standard 1 (Revisédyelated

to an audit of financial statements.

Professional and Ethical Standard 1 (Revisstblishes the fundamental principles of
professional ethics relevant to the auditor whendoating an audit of financial
statements and provides a conceptual frameworlapplying those principles. The
fundamental principles with which the auditor iqueed to comply by Professional and
Ethical Standard 1 (Revised) are:

(@) Integrity;

(b) Objectivity;

(c) Professional competence and due care;

(d) Confidentiality; and

(e) Professional Behaviour.

Part B of Professional and Ethical Standard 1 (&l illustrates how the conceptual
framework is to be applied in specific situations.

In the case of an audit engagement it iédublic interest and, therefore, required by
Professional and Ethical Standard 1 (Revised), tttetauditor be independent of the
entity subject to the audit. Professional and Ethistandard 1 (Revised) describes
independence as comprising both independence dfanithindependence in appearance.

9

See paragraph A57.

10 professional and Ethical Standard 1 (Revised)d#Cof Ethics for Assurance Practitioners (Compiled
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The auditor’s independence from the entity safedmi#ine auditor’s ability to form an
audit opinion without being affected by influendleat might compromise that opinion.
Independence enhances the auditor’s ability tevébtintegrity, to be objective and to
maintain an attitude of professional scepticism.

Professional and Ethical Standard 3 (Amendedals with the firm’s responsibilities to
establish and maintain its system of quality cdrittoaudit engagements. Professional
and Ethical Standard 3 (Amended) sets out the nsdpitities of the firm for establishing
policies and procedures designed to provide it riisonable assurance that the firm and
its personnel comply with relevant ethical requiesits, including those pertaining to
independenc ISA (NZ) 220 sets out the engagement partnergamsibilities with
respect to relevant ethical requirements. Theséudec remaining alert, through
observation and making enquiries as necessargvidence of non-compliance with
relevant ethical requirements by members of theagagent team, determining the
appropriate action if matters come to the engagépatner’s attention that indicate that
members of the engagement team have not compltedelevant ethical requirements,
and forming a conclusion on compliance with indejsrte requirements that apply to
the audit engagemeht.ISA (NZ) 220 recognises that the engagement teamtitled to
rely on a firm’s system of quality control in mewgiits responsibilities with respect to
quality control procedures applicable to the indal audit engagement, unless
information provided by the firm or other partiegygests otherwise.

Professional ScepticisniRef: Para. 15)

A18. Professional scepticism includes being aterfdr example:

Al19.

. Audit evidence that contradicts other audit evideabtained.

. Information that brings into question the reliatyilbf documents and responses to
enquiries to be used as audit evidence.

. Conditions that may indicate possible fraud.

. Circumstances that suggest the need for audit guses in addition to those
required by the ISAs (NZ).

Maintaining professional scepticism throughthietaudit is necessary if the auditor is, for
example, to reduce the risks of:

. Overlooking unusual circumstances.
. Over generalising when drawing conclusions fromitanfaservations.

. Using inappropriate assumptions in determiningiidieire, timing, and extent of
the audit procedures and evaluating the resultedfie

A20. Professional scepticism is necessary to thiearassessment of audit evidence. This

includes questioning contradictory audit evidence #he reliability of documents and
responses to enquiries and other information obthiinom management and those
charged with governance. It also includes consideraof the sufficiency and

1 Pprofessional and Ethical Standard 3 (Amended)afify Control for Firms that Perform Audits andvigavs of
Financial Statements, and Other Assurance Engadeimen

12 professional and Ethical Standard 3 (Amendedagraphs 20-25.
13 ISA (NZ) 220, “Quality Control for an Audit of Rancial Statements,” paragraphs 9-12.
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appropriateness of audit evidence obtained inghé df the circumstances, for example
in the case where fraud risk factors exist andnglsidocument, of a nature that is
susceptible to fraud, is the sole supporting ewdeior a material financial statement
amount.

A21. The auditor may accept records and documeargeuine unless the auditor has reason
to believe the contrary. Nevertheless, the audtozquired to consider the reliability of
information to be used as audit evidehtén cases of doubt about the reliability of
information or indications of possible fraud (foiaenple, if conditions identified during
the audit cause the auditor to believe that a decuimmay not be authentic or that terms
in a document may have been falsified), the ISAZ)(fgquire that the auditor investigate
further and determine what modifications or addisito audit procedures are necessary
to resolve the mattér.

A22. The auditor cannot be expected to disregastigpgerience of the honesty and integrity
of the entity’s management and those charged vatieignance. Nevertheless, a belief
that management and those charged with governaad®aest and have integrity does
not relieve the auditor of the need to maintairfggsional scepticism or allow the auditor
to be satisfied with less-than-persuasive audidewie when obtaining reasonable
assurance.

Professional JudgementRef: Para. 16)

A23. Professional judgement is essential to th@g@raonduct of an audit. This is because
interpretation of relevant ethical requirements #mel ISAs (NZ) and the informed
decisions required throughout the audit cannot laelenwithout the application of
relevant knowledge and experience to the facts @ntimstances. Professional
judgement is necessary in particular regardingsi@as about:

. Materiality and audit risk.

. The nature, timing, and extent of audit procedusesl to meet the requirements of
the ISAs (NZ) and gather audit evidence.

. Evaluating whether sufficient appropriate auditdevice has been obtained, and
whether more needs to be done to achieve the olgeatf the ISAs (NZ) and
thereby, the overall objectives of the auditor.

. The evaluation ofthe management’s judgements-nbgement-and-those-charged
with-gevernance in applying the entity’s applicafib@ncial reporting framework.

. The drawing of conclusions based on the audit emidebtained, for example,
assessing the reasonableness of the estimatedynad@agement in preparing the
financial statements.

A24. The distinguishing feature of the professigndgement expected of an auditor is that it
is exercised by an auditor whose training, knowdedgd experience have assisted in
developing the necessary competencies to achiegemable judgements.

A25. The exercise of professional judgement in paxgicular case is based on the facts and
circumstances that are known by the auditor. Ctaisan on difficult or contentious

14 1SA (NZ) 500, “Audit Evidence,” paragraphs 7-9.

15 ISA (NZ) 240, paragraph 13; ISA (NZ) 500, pargurall; and ISA (NZ) 505, “External Confirmations,”
paragraphs 10-11 and 16.
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matters during the course of the audit, both withexengagement team and between the
engagement team and others at the appropriatevié¥eh or outside the firm, such as
that required by ISA (NZ) 228, assist the auditor in making informed and reaskenab
judgements.

Professional judgement can be evaluated lmasedhether the judgement reached reflects
a competent application of auditing and accounpingciples and is appropriate in the
light of, and consistent with, the facts and cirstamces that were known to the auditor
up to the date of the auditor’s report.

Professional judgement needs to be exercls®dighout the audit. It also needs to be
appropriately documented. In this regard, the audg required to prepare audit
documentation sufficient to enable an experienceédiar, having no previous connection
with the audit, to understand the significant pssfenal judgements made in reaching
conclusions on significant matters arising durimg audit:” Professional judgement is
not to be used as the justification for decisidret are not otherwise supported by the
facts and circumstances of the engagement or muffiappropriate audit evidence.

Sufficient Appropriate Audit Evidence and Audit Risk (Ref: Para. 5 and 17)

Sufficiency and Appropriateness of Audit Evidence

A28.

[Amended by the NZAuASB].

NZA28.1 Audit evidence is necessary to supporatiditor’s opinion and report. It is cumulative in

A29.

nature and is primarily obtained from audit progedyperformed during the course of the
audit. It may, however, also include informatiortasbed from other sources such as
previous audits (provided the auditor has deterchimbether changes have occurred
since the previous audit that may affect its rebeeato the current audfij or a firm’s
quality control procedures for client acceptanceé eontinuance. In addition to other
sources inside and outside the entity, the entdgsounting records are an important
source of audit evidence. Also, information thayrba used as audit evidence may have
been prepared by an expert employed or engagdelantity Audit evidence comprises
both information that supports and corroboratesagament’s assertions-a-the-financial
statements, and any information that contradicth @ssertions. In addition, in some
cases, the absence of information (for example rehesal of-managementor those
charged with governance to provide a requestecseptation) is used by the auditor,
and therefore, also constitutes audit evidencet Bliade auditor's work in forming the
auditor’s opinion consists of obtaining and evah@maudit evidence.

The sufficiency and appropriateness of auddence are interrelated. Sufficiency is the
measure of the quantity of audit evidence. The tityaof audit evidence needed is
affected by the auditor’'s assessment of the rikgsstatement (the higher the assessed
risks, the more audit evidence is likely to be egg) and also by the quality of such
audit evidence (the higher the quality, the lesg bwrequired). Obtaining more audit
evidence, however, may not compensate for its goality.

16 ISA (NZ) 220, paragraph 18.
" 1SA (NZ) 230, paragraph 8.

18 ISA(NZ) 315 (Revised), “Identifying and Assesgihe Risks of Material Misstatement through Unigerding
the Entity and Its Environment,” paragraph 9.
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Appropriateness is the measure of the quafiudit evidence; that is, its relevance and
its reliability in providing support fathe conclusions on which the auditor’s opinion is
based. The reliability of evidence is influenceditsysource and by its nature, and is
dependent on the individual circumstances undechwitiis obtained.

Whether sufficient appropriate audit evidehas been obtained to reduce audit risk to an
acceptably low level, and thereby enable the authtdraw reasonable conclusions on
which to base the auditor’s opinion, is a mattggrofessional judgement. ISA (NZ) 500
and other relevant ISAs (NZ) establish additiorequirements and provide further
guidance applicable throughout the audit regardhy auditor’'s considerations in
obtaining sufficient appropriate audit evidence.

Audit Risk

A32.

A33.

Audit risk is a function of the risks of matdrmisstatement and detection risk. The
assessment of risks is based on audit proceduddgam information necessary for that

purpose and evidence obtained throughout the atlthtassessment of risks is a matter
of professional judgement, rather than a mattealskgpof precise measurement.

For purposes of the ISAs (NZ), audit risk doesinclude the risk that the auditor might
express an opinion that the financial statememsraterially misstated when they are
not. This risk is ordinarily insignificant. Furthexudit risk is a technical term related to
the process of auditing; it does not refer to tditar's business risks such as loss from
litigation, adverse publicity, or other events @gsin connection with the audit of
financial statements.

Risks of Material Misstatement

A34.

A35.

A36.

A37.

A38.

The risks of material misstatement may exisiva levels:
. The overall financial statement level; and
. The assertion level for classes of transactiomwa balances, and disclosures.

Risks of material misstatement at the ovdnaéincial statement level refer to risks of
material misstatement that relate pervasively &fitancial statements as a whole and
potentially affect many assertions.

Risks of material misstatement at the asseltieel are assessed in order to determine the
nature, timing, and extent of further audit proaedunecessary to obtain sufficient
appropriate audit evidence. This evidence enahéesuditor to express an opinion on the
financial statements at an acceptably low levebhodit risk. Auditors use various
approaches to accomplish the objective of assesisngsks of material misstatement.
For example, the auditor may make use of a modektkpresses the general relationship
of the components of audit risk in mathematicahteto arrive at an acceptable level of
detection risk. Some auditors find such a modebaouseful when planning audit
procedures.

The risks of material misstatement at the réisselevel consist of two components:
inherent risk and control risk. Inherent risk amahtcol risk are the entity’s risks; they
exist independently of the audit of the financiatements.

Inherent risk is higher for some assertiond @ated classes of transactions, account
balances, and disclosures than for others. For pbeant may be higher for complex
calculations or for accounts consisting of amodets/ed from accounting estimates that
are subject to significant estimation uncertaityternal circumstances giving rise to
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business risks may also influence inherent riskelkample, technological developments
might make a particular product obsolete, therebysmg inventory to be more
susceptible to overstatement. Factors in the eatity its environment that relate to
several or all of the classes of transactions, @ticbalances, or disclosures may also
influence the inherent risk related to a specifiseation. Such factors may include, for
example, a lack of sufficient working capital tontioue operations or a declining
industry characterised by a large number of busifeakires.

Control risk is a function of the effectivesesf the design, implementation and
maintenance of internal control by management tvess identified risks that threaten
the achievement of the entity’s objectives relevamprreparation of the entity’s financial
statements. However, internal control, no mattev laell designed and operated, can
only reduce, but not eliminate, risks of materigdstatement in the financial statements,
because of the inherent limitations of internaltoaln These include, for example, the
possibility of human errors or mistakes, or of colstbeing circumvented by collusion or
inappropriate management override. Accordingly, s@ontrol risk will always exist.
The ISAs (NZ) provide the conditions under whick tuditor is required to, or may
choose to, test the operating effectiveness ofrotmin determining the nature, timing
and extent of substantive procedures to be perfifthe

The ISAs (NZ) do not ordinarily refer to inkeet risk and control risk separately, but
rather to a combined assessment of the “risks ¢o¢nmaé misstatement.” However, the
auditor may make separate or combined assessmemtdhievent and control risk
depending on preferred audit techniques or metlogies and practical considerations.
The assessment of the risks of material misstatemag be expressed in quantitative
terms, such as in percentages, or in non-quangtgrms. In any case, the need for the
auditor to make appropriate risk assessments i nmportant than the different
approaches by which they may be made.

ISA (NZ) 315Revised) establishes requirements and providetagae on identifying
and assessing the risks of material misstatemehéedinancial statement and assertion
levels.

Detection Risk

A42.

A43.

For a given level of audit risk, the accepealalvel of detection risk bears an inverse
relationship to the assessed risks of material tatssient at the assertion level. For
example, the greater the risks of material misstate the auditor believes exists, the less
the detection risk that can be accepted and, aicgbydthe more persuasive the audit
evidence required by the auditor.

Detection risk relates to the nature, timeugg extent of the auditor’s procedures that are
determined by the auditor to reduce audit riskitaeceptably low level. It is therefore a
function of the effectiveness of an audit procedaré of its application by the auditor.
Matters such as:

. adequate planning;
. proper assignment of personnel to the engagemamt; te
. the application of professional scepticism, and

19

ISA (NZ) 330, “The Auditor’s Reponses to AssesBésks,” paragraphs 7-17.

21



ISA (NZ) 200

. supervision and review of the audit work performed,

assist to enhance the effectiveness of an audiedwoe and of its application and reduce
the possibility that an auditor might select arppr@priate audit procedure, misapply an
appropriate audit procedure, or misinterpret thditaesults.

A44. ISA (NZ) 300%° and ISA (NZ) 330 establish requirements and pmjdidance on
planning an audit of financial statements and trgitar’'s responses to assessed risks.
Detection risk, however, can only be reduced, tiotieated, because of the inherent
limitations of an audit. Accordingly, some detentitsk will always exist.

Inherent Limitations of an Audit

A45. The auditor is not expected to, and canndycee audit risk to zero and cannot therefore
obtain absolute assurance that the financial stxd&snare free from material
misstatement due to fraud or error. This is bec#use are inherent limitations of an
audit, which result in most of the audit evidenoendnich the auditor draws conclusions
and bases the auditor’s opinion being persuasiverahan conclusive. The inherent
limitations of an audit arise from:

. The nature of financial reporting;
. The nature of audit procedures; and

. The need for the audit to be conducted within aagrable period of time and at a
reasonable cost.

The Nature of Financial Reporting

A46. The preparation of financial statements inesljudgement by management-and-those
charged-with-governance in applying the requiresefithe entity’s applicable financial
reporting framework to the facts and circumstanmethe entity. In addition, many
financial statement items involve subjective dexisi or assessments or a degree of
uncertainty, and there may be a range of acceptafaligpretations or judgements that
may be made. Consequently, some financial stateiteens are subject to an inherent
level of variability which cannot be eliminated te application of additional auditing
procedures. For example, this is often the cash vaspect to certain accounting
estimates. Nevertheless, the ISAs (NZ) requiratlthtor to give specific consideration
to whether accounting estimates are reasonabihe iodntext of the applicable financial
reporting framework and related disclosuegg] to the qualitative aspects of the entity’s
accounting practlces |nclud|ng indicators of pblaesmlas in—the_management’s
judgement £ él

The Nature of Audit Procedures

A47. There are practical and legal limitations lo@ @uditor’s ability to obtain audit evidence.
For example:

« There is the possibility that-these-charged-withegpance, management or others
may not provide, intentionally or unintentionallize complete information that is

relevant to the preparation of the financial staets or that has been requested by

2 ISA (NZ) 300 “Planning an Audit of Financial Statents.”

ISA (NZ) 540, “Auditing Accounting Estimates, Inding Fair Value Accounting Estimates, and Related
Disclosures,” and ISA (NZ) 700, “Forming an Opinimd Reporting on Financial Statements,” paragt@ph
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the auditor. Accordingly, the auditor cannot betaier of the completeness of
information, even though the auditor has perforraedit procedures to obtain
assurance that all relevant information has beésirodd.

« Fraud may involve sophisticated and carefully oigmoh schemes designed to
conceal it. Therefore, audit procedures used thegahudit evidence may be
ineffective for detecting an intentional misstatetthat involves, for example,
collusion to falsify documentation which may catrsauditor to believe that audit
evidence is valid when it is not. The auditor igher trained as nor expected to be an
expert in the authentication of documents.

- An audit is not an official investigation into ajled wrongdoing. Accordingly, the
auditor is not given specific legal powers, sucthagpower of search, which may be
necessary for such an investigation.

Timeliness of Financial Reporting and the Balanesvieen Benefit and Cost

A48. The matter of difficulty, time, or cost involvedrst in itself a valid basis for the auditor

A49.

A50.

to omit an audit procedure for which there is rteralative or to be satisfied with audit
evidence that is less than persuasive. Approppiatening assists in making sufficient
time and resources available for the conduct ofaihdit. Notwithstanding this, the
relevance of information, and thereby its valuedgeto diminish over time, and there is a
balance to be struck between the reliability obinfation and its cost. This is recognised
in certain financial reporting frameworks (see,dgamplethe New Zealand Equivalent
to the IASB’s Framework—for—thePreparation—and—Presentation—ahdheial
StatementsConceptual Framework for Financial Repgyt Therefore, there is an
expectation by users of financial statements ti@tauditor will form an opinion on the
financial statements within a reasonable periodime and at a reasonable cost,
recognising that it is impracticable to addresgdtirmation that may exist or to pursue
every matter exhaustively on the assumption tifatnmation is in error or fraudulent
until proved otherwise.

Consequently, it is necessary for the auddor
« Plan the audit so that it will be performed in #iecive manner;

- Direct audit effort to areas most expected to darriaks of material misstatement,
whether due to fraud or error, with correspondingbg effort directed at other areas;
and

« Use testing and other means of examining populationmisstatements.

In light of the approaches described in paplgr A49, the ISAs (NZ) contain
requirements for the planning and performance efatdit and require the auditor,
among other things, to:

+ Have a basis for the identification and assesspofeigks of material misstatement at
the financial statement and assertion levels bippamg risk assessment procedures
and related activitie$? and

« Use testing and other means of examining populaiiom manner that provides a
reasonable basis for the auditor to draw conclssadrout the populatiof.

%2 |1SA (NZ) 315 (Revised), paragraphs 5-10.
% ISA(NZ) 330; ISA (NZ) 500; ISA (NZ) 520: Analytal Procedures; and ISA (NZ) 530, “Audit Sampling.”
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Other Matters that Affect the Inherent Limitatiaofsan Audit

AS51.

AS52.

In the case of certain assertions or subjexttars, the potential effects of the inherent
limitations on the auditor’s ability to detect m@a# misstatements are particularly
significant. Such assertions or subject mattersidec

- Fraud, particularly fraud involving senior managemeor collusion. See
ISA (NZ) 240 for further discussion.

- The existence and completeness of related padtiorships and transactions. See
ISA (NZ) 550% for further discussion.

. The occurrence of non-compliance with laws and lagimns. See ISA (NZ) 256°
for further discussion.

« Future events or conditions that may cause arydntitease to continue as a going
concern. See ISA 578 for further discussion.

Relevant ISAs (NZ) identify specific audit procedsito assist in mitigating the effect of
the inherent limitations.

Because of the inherent limitations of an gudiere is an unavoidable risk that some
material misstatements of the financial statemenatg not be detected, even though the
audit is properly planned and performed in accoedamith ISAs (NZ). Accordingly, the
subsequent discovery of a material misstatemetheofinancial statements resulting
from fraud or error does not by itself indicateadure to conduct an audit in accordance
with ISAs (NZ). However, the inherent limitationkan audit are not a justification for
the auditor to be satisfied with less-than-persigagudit evidence. Whether the auditor
has performed an audit in accordance with ISAs (KMZ)letermined by the audit
procedures performed in the circumstances, thécgrity and appropriateness of the
audit evidence obtained as a result thereof ansititability of the auditor’s report based
on an evaluation of that evidence in light of thverall objectives of the auditor.

Conduct of an Audit in Accordance with ISAs (NZ)
Nature of the ISAs (NZRef: Para. 18)

A53.

A54.

AS55.

The ISAs (NZ), taken together, provide thendtads for the auditor’s work in fulfilling
the overall objectives of the auditor. The ISAs j£al with the general responsibilities
of the auditor, as well as the auditor’s furthensiderations relevant to the application of
those responsibilities to specific topics.

The scope, effective date and any specifictdiion of the applicability of a specific
ISA (NZ) is made clear in the ISA (NZ). Unless athise stated in the ISA (NZ), the
auditor is permitted to apply an ISA (NZ) before #ffective date specified therein.

In performing an audit, the auditor may beuregd to comply with legal or regulatory
requirements in addition to the ISAs (NZ). The IS®Z) do not override law or
regulation that governs an audit of financial staats. In the event that such law or
regulation differs from the ISAs (NZ), an audit dmcted only in accordance with law or
regulation will not automatically comply with ISABIZ).

2 ISA (NZ) 550, “Related Parties.”
% |SA (NZ) 250, “Consideration of Laws and Regwas in an Audit of Financial Statements.”
% |SA(NZ) 570, “Going Concern.”
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The auditor may also conduct the audit in ataonce with both ISAs and auditing

standards of a specific jurisdiction or countryslrch cases, in addition to complying
with each of the ISAs relevant to the audit, it rba@ynecessary for the auditor to perform
additional audit procedures in order to comply vmllie relevant standards of that
jurisdiction or country- \ sffele

WSAS—QNL)—WHJ—ensure—eemph&nee—\%—SAs

Considerations Specific to Audits in the PublictSec

AS57.

The ISAs (NZ) are relevant to engagementshan fublic sector. The public sector
auditor’s responsibilities, however, may be affdddy the audit mandate which may
encompass a broader scope than an audit of finatataments in accordance with the
ISAs (NZ). These additional responsibilities ar¢ dealt with in the ISAs (NZ). They
may be dealt with in the Auditor-General’'s Auditifgandards or in other guidance
developed by the Auditor-General.

Contents of the ISAs (N&ef: Para. 19)

AS58.

AS9.

AG60.

AG1.

AB2.

In addition to objectives and requirementgieements are expressed in the ISAs (NZ)
using “shall”), an ISA (NZ) contains related guidann the form of application and other
explanatory material. It may also contain introdugtmaterial that provides context
relevant to a proper understanding of the ISA (N definitions. The entire text of an
ISA (NZ), therefore, is relevant to an understagdaf the objectives stated in an
ISA (NZ) and the proper application of the requiests of an ISA (NZ).

Where necessary, the application and othetaegpory material provides further
explanation of the requirements of an ISA (NZ) gadlance for carrying them out. In
particular, it may:

- Explain more precisely what a requirement mearns imtended to cover.
+ Include examples of procedures that may be ap@tpin the circumstances.

While such guidance does not in itself impose aireqent, it is relevant to the proper
application of the requirements of an ISA (NZ). Epplication and other explanatory
material may also provide background informatiom@atters addressed in an ISA (N2).

Appendices form part of the application artteoexplanatory material. The purpose and
intended use of an appendix are explained in tg bbthe related ISA (NZ) or within
the title and introduction of the appendix itself.

Introductory material may include, as needeth matters as explanation of:

« The purpose and scope of the ISA (NZ), including tiwe ISA (NZ) relates to other
ISAs (NZ).

« The subject matter of the ISA (N2).

- The respective responsibilities of the auditor atiters in relation to the subject
matter of the ISA (NZ).

« The context in which the ISA (N2) is set.

An ISA (NZ) may include, in a separate sectiorder the heading ‘Definitions’, a
description of the meanings attributed to certanms for purposes of the ISAs (NZ).
These are provided to assist in the consistenticgtigin and interpretation of the
ISAs(NZ), and are not intended to override definititimst may be established for other
purposes, whether in law, regulation or otherwideless otherwise indicated, those
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terms will carry the same meanings throughout 8%sI(NZ). The Glossary of Terms
issued by the New Zealand Auditing and Assuranaedgirds Board contains a complete
listing of terms defined in the ISAs (NZ). It alswludes descriptions of other terms
found in the ISAs (NZ) to assist in common and ¢siest interpretation.

A63. When appropriate, additional considerationscdfr to audits of smaller entities and
public sector entities are included within the aggtlon and other explanatory material of
an ISA (NZ). These additional considerations agsitte application of the requirements
of the ISA (NZ) in the audit of such entities. Thiy not, however, limit or reduce the
responsibility of the auditor to apply and compighihe requirements of the ISAs (NZ).

Considerations Specific to Smaller Entities

A64. For purposes of specifying additional consaiens to audits of smaller entities, a
“smaller entity” refers to an entity which typicalbossesses qualitative characteristics
such as:

(@) Concentration of ownership and managementamall number of individuals
(often a single individual — either a natural parso another enterprise that owns
the entity provided the owner exhibits the relevqmdlitative characteristics); and

(b) One or more of the following:
(i) Straightforward or uncomplicated transactions;
(i)  Simple record-keeping;
(i) Few lines of business and few products withusiness lines;
(iv) Few internal controls;

(v) Few levels of management with responsibildyd broad range of controls;
or

(vi) Few personnel, many having a wide range tiesu

These qualitative characteristics are not exhagisthey are not exclusive to smaller
entities, and smaller entities do not necessardpldy all of these characteristics.

A65. The considerations specific to smaller ergitiecluded in the ISAs (NZ) have been
developed primarily with non-issuer entities in chirSsome of the considerations,
however, may be helpful in audits of smaller issuer

A66. The ISAs (NZ) refer to the proprietor of a dieaentity who is involved in running the
entity on a day-to-day basis as the “owner-manager.
Objectives Stated in Individual ISAs (NB}f: Para. 21)

A67. Each ISA (NZ) contains one or more objectivdsch provide a link between the
requirements and the overall objectives of the taudirhe objectives in individual
ISAs (NZ) serve to focus the auditor on the desinetdome of the ISA (NZ), while being
specific enough to assist the auditor in:

« Understanding what needs to be accomplished aretewtecessary, the appropriate
means of doing so; and

- Deciding whether more needs to be done to achibeentin the particular
circumstances of the audit.
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A68. Objectives are to be understood in the corméxhe overall objectives of the auditor
stated in paragraph 11 of this ISA (NZ). As witk thverall objectives of the auditor, the
ability to achieve an individual objective is edualubject to the inherent limitations of
an audit.

A69. In using the objectives, the auditor is regdito have regard to the interrelationships
among the ISAs (NZ). This is because, as indicatpdragraph A53, the ISAs (NZ) deal
in some cases with general responsibilities anothers with the application of those
responsibilities to specific topics. For examphas tISA (NZ) requires the auditor to
adopt an attitude of professional scepticism; #hisecessary in all aspects of planning
and performing an audit but is not repeated ag@mrement of each ISA (NZ). Ata more
detailed level, ISA (NZ) 315 (Revised) and ISA (N&30 contain, among other things,
objectives and requirements that deal with thetatdiresponsibilities to identify and
assess the risks of material misstatement and sgrdeand perform further audit
procedures to respond to those assessed riskgctegby; these objectives and
requirements apply throughout the audit. An ISA Y£aling with specific aspects of
the audit (for example, ISA (NZ) 540) may expand lwow the objectives and
requirements of such ISAs (NZ) as ISA (NZ) 315 (Rewdl) and ISA (NZ) 330 are to be
applied in relation to the subject of the ISA (N2)t does not repeat them. Thus, in
achieving the objective stated in ISA (NZ) 540, #uelitor has regard to the objectives
and requirements of other relevant ISAs (NZ).

Use of Objectives to Determine Need for AdditioAaldit ProceduregRef: Para. 21(a))

A70. The requirements of the ISAs (NZ) are desigtednable the auditor to achieve the
objectives specified in the ISAs (NZ), and theréig overall objectives of the auditor.
The proper application of the requirements of ®&d (NZ) by the auditor is therefore
expected to provide a sufficient basis for the et achievement of the objectives.
However, because the circumstances of audit engagsmary widely and all such
circumstances cannot be anticipated in the ISAs),(lN¥ auditor is responsible for
determining the audit procedures necessary tdlfilé requirements of the ISAs (NZ2)
and to achieve the objectives. In the circumstaméen engagement, there may be
particular matters that require the auditor to anfaudit procedures in addition to those
required by the ISAs (NZ) to meet the objectivescsed in the ISAs (NZ).

Use of Objectives to Evaluate Whether SufficientpAgpriate Audit Evidence Has Been
ObtainedRef: Para. 21(b))

A71. The auditor is required to use the objectivesvaluate whether sufficient appropriate
audit evidence has been obtained in the conteakeasverall objectives of the auditor. If
as a result the auditor concludes that the audieece is not sufficient and appropriate,
then the auditor may follow one or more of thedwling approaches to meeting the
requirement of paragraph 21(b):

. Evaluate whether further relevant audit evidenceldegen, or will be, obtained as a
result of complying with other ISAs (N2);

. Extend the work performed in applying one or maguirements; or

. Perform other procedures judged by the auditor ¢o necessary in the
circumstances.

Where none of the above is expected to be practigabdssible in the circumstances, the
auditor will not be able to obtain sufficient apprate audit evidence and is required by
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the ISAs (NZ) to determine the effect on the autiteport or on the auditor’s ability to
complete the engagement.

Complying with Relevant Requirements

Relevant RequirementBef: Para. 22)

AT72.

AT73.

In some cases, an ISA (NZ) (and thereforefats requirements) may not be relevant in
the circumstances. For example, if an entity dadshave an internal audit function,
nothing in ISA (NZ) 610 (Revised 20£3})s relevant.

Within a relevant ISA (NZ), there may be cdrmial requirements. Such a requirement
is relevant when the circumstances envisionedamabuirement apply and the condition
exists. In general, the conditionality of a reqonest will either be explicit or implicit, for
example:

The requirement to modify the auditor’'s opinioriHiére is a limitation of scope
represents an explicit conditional requirement.

The requirement to communicate significant deficiesin internal control identified
during the audit to those charged with governaneéhich depends on the existence
of such identified significant deficiencies; ane tlequirement to obtain sufficient
appropriate audit evidence regarding the presemtatnd disclosure of segment
information in accordance with the applicable ficiahreporting frameworR® which
depends on that framework requiring or permittimghsdisclosure, represent implicit
conditional requirements.

In some cases a requirement may be expressedgsdoeiditional on applicable law or
regulation. For example, the auditor may be requie withdraw from the audit
engagementyhere withdrawal is possible under applicable lasw@gulation, or the
auditor may be required to do somethinigless prohibited by law or regulation.
Depending on the jurisdiction, the legal or regugaipermission or prohibition may be
explicit or implicit.

Departure from a Requiremeef: Para. 23)

A74. 1ISA (NZ) 230 establishes documentation rezqagnts in those exceptional circumstances

where the auditor departs from a relevant requirgrftédhe ISAs (NZ) do not call for
compliance with a requirement that is not relevanhe circumstances of the audit.

Failure to Achieve an ObjectivBef: Para. 24)

A75. Whether an objective has been achieved is temtor the auditor’s professional

judgement. That judgement takes account of thdtsssfuaudit procedures performed in
complying with the requirements of the ISAs (NZphdathe auditor's evaluation of
whether sufficient appropriate audit evidence resntobtained and whether more needs
to be done in the particular circumstances of tlitdo achieve the objectives stated in

27 1SA (NZ) 610 (Revised 2013), “Using the Work aférnal Auditors,” Paragraph 2.
% |SA (NZ) 705, “Modifications to the Opinion inéHndependent Auditor’s Report,” paragraph 13.

2 ISA (NZ) 265, “Communicating Deficiencies in Int@l Control to Those Charged with Governance and
Management,” paragraph 9.

% ISA (NZ) 501, “Audit Evidence - Specific Considé¢ions for Selected Items,” paragraph 13.
31 ISA (NZ) 230, paragraph 12.
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the ISAs (NZ). Accordingly, circumstances thatygave rise to a failure to achieve an
objective include those that:

. Prevent the auditor from complying with the relemMaguirements of an ISA (NZ).

. Result in its not being practicable or possible tfee auditor to carry out the
additional audit procedures or obtain further auslridence as determined
necessary from the use of the objectives in acooelavith paragraph 21, for
example due to a limitation in the available aesitence.

A76. Audit documentation that meets the requires@itISA (NZ) 230 and the specific
documentation requirements of other relevant ISKZ)(provides evidence of the
auditor’s basis for a conclusion about the achiex@nof the overall objectives of the
auditor. While it is unnecessary for the auditodécument separately (as in a checklist,
for example) that individual objectives have beehieved, the documentation of a
failure to achieve an objective assists the audimraluation of whether such a failure
has prevented the auditor from achieving the olelgéctives of the auditor.
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ACCOMPANYING ATTACHMENT: CONFORMITY TO THE INTERNAT IONAL
STANDARDS ON AUDITING

This conformity statement accompanies but is nat@aSA (NZ) 200.

Conformity with International Standards on Auditing

This International Standard on Auditing (New Zealp(SA (NZ)) conforms to International
Standard on Auditing (ISA) 200verall Objectives of the Independent Auditor amal t
Conduct of an Audit in Accordance with Internatib8tandards on Auditingssued by the
International Auditing and Assurance Standards 80&#ASB), an independent standard-
setting board of the International Federation ofduntants (IFAC).

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

The following paragraph is additional to ISA 20@akSA 200:

* In New Zealand, those charged with governance dfde a statutory responsibility for
the preparation of the financial statements. Irs¢heases the process of financial
reporting is usually delegated to management, lutrésponsibility for such matters
remains with those charged with governance. Inyapglthis standard the auditor shall
apply professional judgement, using knowledge eléigal requirements and corporate
governance practices of New Zealand as well as ghdicular engagement
circumstances, to determine whether the requiresneftthis standard apply to
management or those charged with governance or (Relft Para NZ4.1)

Th|s ISA (N2Z) mcorporates termlnology and defiarts used in New Zealand—Ref-eFenees to

these—eha#ged—m%h—gevemance References to Ie;tedes have been broadened to refer to

issuers in New Zealand.
Compliance with this ISA (NZ) enables compliancémBSA 200.

Comparison with Australian Auditing Standards

In Australia the Australian Auditing and Assurar8@ndards Board (AUASB) has issued
Australian Auditing Standard ASA 2@verall Objectives of the Independent Auditor amal t
Conduct of an Audit in Accordance with Australiaimndfing Standards

ASA 200 conforms to ISA 200.
The following requirements are additional to ISA2ihd ISA (NZ) 200:

. Subject to paragraph Aus 23.1 of this Auditing 8tad, the auditor shall comply with
each requirement of an Auditing Standard unlestharcircumstances of the audit:

. The entire Auditing Standard is not relevant;

. The requirement is not relevant because it is itioma@l and the condition does not
exist; or

. Application of the requirement(s) would relatectasses of transactions, account
balances or disclosures that the auditor has detednare immaterial. (Ref: Para.
Aus 22.1)
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. Where in rare and exceptional circumstances, facuotside the auditor's control prevent
the auditor from complying with an essential pragedcontained within a relevant
requirement, the auditor shall:

. If possible, perform appropriate alternative ayddcedures; and
. In accordance with ASA 230, document in the waogkpapers:

o] The circumstances surrounding the inability to ctymp

0  The reasons for the inability to comply; and

o Justification of how alternative audit procedurelsiave the objectives of the
requirement. (Ref: Para. Aus 23.1)

The equivalent requirements and related applicai@hother explanatory material included in
ISA 200 in respect of “relevant ethical requireng&nhave been included in another Auditing
Standard, ASA 10Zompliance with Ethical Requirements when PerfogrAndits, Reviews
and Other Assurance Engagemeiitsere is no international or New Zealand equivai@ASA
102.
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