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Introduction

Scope of this ISA (N2Z)

1. This International Standard on Auditing (New @Bed) (ISA (NZ)) deals with the
auditor’s responsibilities in agreeing the termstleé audit engagement with those
charged with governance. This includes establisttiag) certain preconditions for an
audit, responsibility for which rests with thoseaoled with governance, are present.
ISA (NZ) 220 deals with those aspects of engagement acceptiagicare within the
control of the auditorRef: Para. A1)

Effective Date

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

Objective

3.  The objective of the auditor is to accept artcaue an audit engagement only when the
basis upon which it is to be performed has beeeeatjithrough:

(a) Establishing whether the preconditions for an aadbtpresent; and

(b) Confirming that there is a common understandingvbeh the auditor and those
charged with governance of the terms of the audjagement.

Definitions
4.  For purposes of the ISAs (NZ), the followingtenas the meaning attributed below:

Preconditions for an audit — The use of an accéptmtancial reporting framework in the
preparation of the financial statements and theeeagent of those charged with
governance to the premtsen which an audit is conducted.

5.  Forthe purposes of this ISA (N2), referencésrtanagement” should be read hereafter
as “management and, where appropriate, those chaiigfe governance.”

Requirements
Preconditions for an Audit
6. In order to establish whether the preconditionsin audit are present, the auditor shall:

(@) Determine whether the financial reporting framewadk be applied in the
preparation of the financial statements is accéptalmd(Ref: Para. A2-A10)

(b) Obtain the agreement of those charged with govemtrat they acknowledge and
understand their responsibilityref: Para A11-A14, A20)

() For the preparation of the financial statememtsaccordance with the
applicable financial reporting framework, includwbere relevant their fair

1 ISA(NZ) 220, “Quality Control for an Audit of Famcial Statements.”
2 ISA(NZ) 200, “Overall Objectives of the Indepentiduditor and the Conduct of an Audit in Accordanc
with International Standards on Auditing (New Zealy” paragraph 13.
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presentation(Ref: Para. A15)

(i)  For such internal control as management andeftharged with governance
determine is necessary to enable the preparatifinasicial statements that
are free from material misstatement, whether ddeatal or error; an(Ref:
Para. A16-A19)

(iif) To provide the auditor with:

a. Access to all information of which managementtiinde charged with
governance are aware that is relevant to the pméparof the financial
statements such as records, documentation androttesrs;

b.  Additional information that the auditor may reguiesm management
and those charged with governance for the purpbde@udit; and

c. Unrestricted access to persons within the ertitpfwhom the auditor
determines it necessary to obtain audit evidence.
Limitation on Scope Prior to Audit Engagement Ataepe

7. If management or those charged with governanpese a limitation on the scope of the
auditor’s work in the terms of a proposed auditagyggnent such that the auditor believes
the limitation will result in the auditor disclaing an opinion on the financial statements,
the auditor shall not accept such a limited engageras an audit engagement, unless
required by law or regulation to do so.

Other Factors Affecting Audit Engagement Acceptance

8. If the preconditions for an audit are not préstre auditor shall discuss the matter with
those charged with governance. Unless requiredwyl regulation to do so, the auditor
shall not accept the proposed audit engagement:

() Ifthe auditor has determined that the financipbréng framework to be applied in
the preparation of the financial statements is cepiable, except as provided in
paragraph 19; or

(b) If the agreement referred to in paragraph 6(b)nuadeen obtained.

Agreement on Audit Engagement Terms

9. The auditor shall agree the terms of the audit gageent with those charged with
governance(Ref: Para. A21)

10. Subject to paragraph 11, the agreed termeafullit engagement shall be recorded in an
audit engagement letter or other suitable form often agreement and shall include:
(Ref: Para. A22-A25)

(&) The objective and scope of the audit of the finalhstiatements;
(b) The responsibilities of the auditor;
(c) The responsibilities of those charged with govecean

(d) Identification of the applicable financial repogiframework for the preparation of
the financial statements; and
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(e) Reference to the expected form and content of apgrts to be issued by the
auditor and a statement that there may be circurossain which a report may
differ from its expected form and content.

If law or regulation prescribes in sufficierdtal the terms of the audit engagement
referred to in paragraph 10, the auditor need @odnd them in a written agreement,
except for the fact that such law or regulationl@gpand that those charged with

governance acknowledge and understand their resildres as set out in paragraph

6(b). (Ref: Para. A22, A26-A27)

If law or regulation prescribes responsibititté those charged with governance similar
to those described in paragraph 6(b), the audityr determine that the law or regulation
includes responsibilities that, in the auditordgement, are equivalent in effect to those
set out in that paragraph. For such responsilslitiat are equivalent, the auditor may use
the wording of the law or regulation to describenthin the written agreement. For those
responsibilities that are not prescribed by lawegulation such that their effect is
equivalent, the written agreement shall use therg#sn in paragraph 6(b)Ref: Para.
A26)

Recurring Audits

13.

On recurring audits, the auditor shall assdssthver circumstances require the terms of
the audit engagement to be revised and whethex thameed to remind the entity of the
existing terms of the audit engagemeRef: Para. A28)

Acceptance of a Change in the Terms of the Audit Eyfagement

14.

15.

16.

17.

The auditor shall not agree to a change in thed@fithe audit engagement where there
is no reasonable justification for doing gRef: Para. A29-A31)

If, prior to completing the audit engagemem, duditor is requested to change the audit
engagement to an engagement that conveys a lovetoieassurance, the auditor shall
determine whether there is reasonable justificdtiorloing so(Ref: Para. A32-A33)

If the terms of the audit engagement are clinpe auditor and those charged with
governance shall agree on and record the new t&rthe engagement in an engagement
letter or other suitable form of written agreement.

If the auditor is unable to agree to a charigheoterms of the audit engagement and is
not permitted by those charged with governance doticue the original audit
engagement, the auditor shall:

(@) Withdraw from the audit engagement where possibbléeu applicable law or
regulation; and

(b) Determine whether there is any obligation, eitlbetr@ctual or otherwise, to report the
circumstances to other parties, such as owneegolators.

Additional Considerations in Engagement Acceptance

Financial Reporting Standards Supplemented by LiaRegulation

18.

If financial reporting standards establishedabyauthorised or recognised standards
setting organisation are supplemented by law anlatign, the auditor shall determine
whether there are any conflicts between the firn@porting standards and the
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additional requirements. If such conflicts exisg auditor shall discuss with management
the nature of the additional requirements and sttatte whether:

(@) The additional requirements can be met throughtiadail disclosures in the
financial statements; or

(b) The description of the applicable financial repaytiramework in the financial
statements can be amended accordingly.

If neither of the above actions is possible, thditau shall determine whether it will be

necessary to modify the auditor’s opinion in acemicke with ISA (NZ) 705 (Ref: Para.
A34)

Financial Reporting Framework Prescribed by LawRegulation—Other Matters Affecting
Acceptance

19. Ifthe auditor has determined that the findmrejporting framework prescribed by law or
regulation would be unacceptable but for the féett tit is prescribed by law or

regulation, the auditor shall accept the audit gegzent only if the following conditions
are preseniRef: Para. A35)

(@) Those charged with governance agree to providetiaddi disclosures in the

financial statements required to avoid the finanstatements being misleading;
and

(b) Itis recognised in the terms of the audit engagérntiet:

() The auditor’s report on the financial statementkimgorporate an Emphasis
of Matter paragraph, drawing users’ attention edtditional disclosures, in
accordance with ISA (NZ) 706and

(i)  Unless the auditor is required by law or regulato®express the auditor’s
opinion on the financial statements by using thapbs “present fairly, in all
material respects,” or “give a true and fair view.d’ in accordance with the
applicable financial reporting framework, the aad# opinion on the
financial statements will not include such phrases.

20. If the conditions outlined in paragraph 19 @wepresent and the auditor is required by
law or regulation to undertake the audit engagentbatauditor shall:

(@) Evaluate the effect of the misleading nature of fihancial statements on the
auditor’s report; and

(b) Include appropriate reference to this matter inténms of the audit engagement.

Auditor’'s Report Prescribed by Law or Regulation

21. In some cases, law or regulation of the releyansdiction prescribes the layout or
wording of the auditor’s report in a form or inrtes that are significantly different from
the requirements of ISAs (NZ). In these circumsganthe auditor shall evaluate:

3 ISA(NZ) 705, “Modifications to the Opinion in tHadependent Auditor's Report.”

ISA (NZ) 706, “Emphasis of Matter Paragraphs ande®©Matter Paragraphs in the Independent Auditor’s
Report.”

4
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(&) Whether users might misunderstand the assuranaettfrom the audit of the
financial statements and, if so,

(b) Whether additional explanation in the auditor’s apcan mitigate possible
misunderstanding.

If the auditor concludes that additional explamatiothe auditor’s report cannot mitigate
possible misunderstanding, the auditor shall noepicthe audit engagement, unless
required by law or regulation to do so. [An audibhducted in accordance with such law
or regulation does not comply with ISAs (NZ). Acdmgly, the auditor shall not include
any reference within the auditor’s report to thelialhaving been conducted in
accordance with ISAs (NZ)This is unlikely to arise in New Zealand but seeapa
NZ 21.1.° (Ref: Para. A36-A37)

Professional and Ethical Standard 1 (Reljseequires assurance practitioners to
comply with Auditing Standards; therefore auditemall not sign an audit report that
does not conform to the requirements of this ISE)NIn the extremely rare situation
described in paragraph 21, the auditor shall atiesdparate report that conforms to the
requirements of this ISA (NZ).

**k%k

Application and Other Explanatory Material
Scope of this ISA (NZ)Ref: Para. 1)

Al.

Assurance engagements, which include auditgamgants, may only be accepted when
the practitioner considers that relevant ethicguineements such as independence and
professional competence will be satisfied, and wienengagement exhibits certain
characteristics. The auditor’s responsibilitiegespect of ethical requirements in the
context of the acceptance of an audit engagemehinaso far as they are within the
control of the auditor are dealt with in ISA (NZ2@® This ISA (NZ) deals with those
matters (or preconditions) that are within the colndf the entity and upon which it is
necessary for the auditor and those charged witergance of the entity to agree.

Preconditions for an Audit

The Financial Reporting Framewo(Ref: Para. 6(a))

A2.

A condition for acceptance of an assurance gagent is that the criteria referred to in
the definition of an assurance engagement arebdeii¢éend available to intended users.
Criteria are the benchmarks used to evaluate osmnedahe subject matter including,
where relevant, benchmarks for presentation ancladigre. Suitable criteria enable
reasonably consistent evaluation or measuremergutbject matter within the context of
professional judgement. For purposes of the ISA (the applicable financial reporting

5 ISA(NZ) 706.
6 See also ISA (NZ) 700, “Forming an Opinion and &&pg on Financial Statements,” paragraph 43.
7 Professional and Ethical Standard 1 (Revised);itat/StandardsCode of Ethics for Assurance

Practitioners (Compiled)”.
8 ISA(NZ) 220, paragraphs 9-11.
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framework provides the criteria the auditor usesatwlit the financial statements,
including where relevant their fair presentation.

A3. Without an acceptable financial reporting fravek, those charged with governance do
not have an appropriate basis for the preparatiadheofinancial statements and the
auditor does not have suitable criteria for auditime financial statements. In many cases
the auditor may presume that the applicable firedmeporting framework is acceptable,
as described in paragraphs A8-A9.

Determining the Acceptability of the Financial Rejpoy Framework

A4. Factors that are relevant to the auditor’'s mheitgation of the acceptability of the financial
reporting framework to be applied in the preparatbthe financial statements include:

. The nature of the entity (for example, whethes i ibusiness enterprise, a public
sector entity or a not for profit organisation);

. The purpose of the financial statements (for exanwhether they are prepared to
meet the common financial information needs of dewmiange of users or the
financial information needs of specific users);

. The nature of the financial statements (for exampltbether the financial
statements are a complete set of financial stattsmen a single financial
statement); and

. Whether law or regulation prescribes the applicabéncial reporting framework.

A5. Many users of financial statements are notposition to demand financial statements
tailored to meet their specific information nee@#ile all the information needs of
specific users cannot be met, there are finantiaination needs that are common to a
wide range of users. Financial statements preparemccordance with a financial
reporting framework designed to meet the commaamicmal information needs of a wide
range of users are referred to as general purpusecfal statements.

A6. In some cases, the financial statements wiltepared in accordance with a financial
reporting framework designed to meet the finanai@rmation needs of specific users.
Such financial statements are referred to as dpgaipose financial statements. The
financial information needs of the intended usdtksdetermine the applicable financial
reporting framework in these circumstances. ISAYBD discusses the acceptability of
financial reporting frameworks designed to meet fihancial information needs of
specific users.

A7. Deficiencies in the applicable financial repogt framework that indicate that the
framework is not acceptable may be encountered thigeaudit engagement has been
accepted. When use of that framework is prescribgdlaw or regulation, the
requirements of paragraphs 19-20 apply. When ubabframework is not prescribed by
law or regulation, those charged with governancgaeaide to adopt another framework
that is acceptable. When this is the case, asrestiby paragraph 16, new terms of the
audit engagement are agreed to reflect the chantieeiframework as the previously
agreed terms will no longer be accurate.

9 ISA(NZ) 800, “Special Considerations—Audits of &irtial Statements Prepared in Accordance with Speci
Purpose Frameworks,” paragraph 8.

10
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General purpose frameworks

A8.

At present, there is no objective and authbviéebasis that has been generally recognised
globally for judging the acceptability of generairpose frameworks. In the absence of
such a basis, financial reporting standards estaddiby organisations that are authorised
or recognised to promulgate standards to be usedrsin types of entities are presumed
to be acceptable for general purpose financiabstants prepared by such entities,
provided the organisations follow an established &ansparent process involving
deliberation and consideration of the views of deniange of stakeholders. Examples of
such financial reporting standards include:

. New Zealand Equivalents to International FinancRéporting Standards
(NZ IFRSSs) approved by the Accounting StandardsdéeBoard;

. International Financial Reporting Standards (IFR$spmulgated by the
International Accounting Standards Board,

. International Public Sector Accounting Standart®S@ASs) promulgated by the
International Public Sector Accounting Standardarpand

. Accounting principles promulgated by an authorisedrecognised standards
setting organisation in a particular jurisdictipnovided the organisation follows
an established and transparent process involviliigedation and consideration of
the views of a wide range of stakeholders.

These financial reporting standards are often itledtas the applicable financial
reporting framework in law or regulation governihg preparation of general purpose
financial statements.

Financial reporting frameworks prescribed by lawegulation

A9.

In accordance with paragraph 6(a), the aud#aequired to determine whether the
financial reporting framework, to be applied in gneparation of the financial statements,
is acceptable. In some jurisdictions, law or reggafe may prescribe the financial
reporting framework to be used in the preparatiayeoeral purpose financial statements
for certain types of entities. In the absence didations to the contrary, such a financial
reporting framework is presumed to be acceptabtegineral purpose financial
statements prepared by such entities. In the ¢katthe framework is not considered to
be acceptable, paragraphs 19-20 apply.

Jurisdictions that do not have standards settiggrosations or prescribed financial reporting
frameworks

A10. When an entity is registered or operatingjurisdiction outside New Zealand that does

not have an authorised or recognised standardisgetganisation, or where use of the
financial reporting framework is not prescribeddy or regulation, those charged with
governance identify a financial reporting framewtolbe applied in the preparation of
the financial statements. Appendix 2 contains gusdaon determining the acceptability
of financial reporting frameworks in such circunmstes.

Agreement of the Responsibilities of Those ChangddGovernanceRef: Para. 6(b))
All. An audit in accordance with ISAs (NZ) is contkd on the premise that those charged

with governance have acknowledged and understaditby have the responsibilities

11
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set out in paragraph 6(B)n certain jurisdictions, such responsibilitiesyha specified

in law or regulation. In others, there may bedittk no legal or regulatory definition of
such responsibilities. ISAs (NZ) do not overridevlar regulation in such matters.
However, the concept of an independent audit requrat the auditor’s role does not
involve taking responsibility for the preparatiohtbe financial statements or for the
entity’s related internal control, and that the itardhas a reasonable expectation of
obtaining the information necessary for the audiso far as management and those
charged with governance are able to provide oryeoit. Accordingly, the premise is
fundamental to the conduct of an independent addit.avoid misunderstanding,
agreement is reached with those charged with ganemthat they acknowledge and
understand that they have such responsibilitipad®f agreeing and recording the terms
of the audit engagement in paragraphs 9-12.

Al2. The way in which the responsibilities for firgal reporting are divided between
management and those charged with governanceasllaccording to the resources and
structure of the entity and any relevant law orutation, and the respective roles of
management and those charged with governance witignentity. In most cases,
management is responsible for execution while thetssgged with governance have
oversight of management. In New Zealand those eldargth governance will usually
have ultimate responsibility for approving the fical statements and monitoring the
entity’s internal control related to financial repog. In larger entities, a subgroup of those
charged with governance, such as an audit committegy be charged with certain
oversight responsibilities.

Al13. ISA (NZ) 580 requires the auditor to requéstse charged with governance to provide
written representations that they have fulfilledtaim of their responsibilities.It may
therefore be appropriate to make those chargedgewernance aware that receipt of
such written representations will be expected, ttogrewith written representations
required by other ISAs (NZ) and, where necessarittem representations to support
other audit evidence relevant to the financiaksteants or one or more specific assertions
in the financial statements.

Al4. Where those charged with governance will rainawledge their responsibilities, or
agree to provide the written representations, tioktar will be unable to obtain sufficient
appropriate audit evidenéeln such circumstances, it would not be appropfiatehe
auditor to accept the audit engagement, unlessiaggulation requires the auditor to do
so. In cases where the auditor is required to atbe@udit engagement, the auditor may
need to explain to those charged with governarerportance of these matters, and the
implications for the auditor’s report.

Preparation of the Financial Statemgrts: Para 6(b)(i))

A15. Most financial reporting frameworks incluagguirements relating to the presentation of
the financial statements; for such framewopgtsparationof the financial statements in
accordance with the financial reporting frameworudespresentationin the case of a
fair presentation framework the importance of #gorting objective of fair presentation
is such that the premise agreed with those changghdgovernance includes specific

10 |SA (NZ) 200, paragraph A2.
11 ISA (NZ) 580, “Written Representations,” paragragbsl11.
12 |SA (NZ) 580, paragraph A26.

12
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reference to fair presentation, or to the respalityido ensure that the financial
statements will “give a true and fair view of ...” sccordance with the financial
reporting framework.

Internal ControlRef: Para. 6(b)(ii))

A16. Management with the oversight of those chavgédgovernance maintains such internal
control as it determines is necessary to enablerdparation of financial statements that
are free from material misstatement, whether ddeatal or error. Internal control, no
matter how effective, can provide an entity withlyoneasonable assurance about
achieving the entity’s financial reporting obje&s$sdue to the inherent limitations of
internal control?

Al7. An independent audit conducted in accordanitie thie ISAs (NZ) does not act as a
substitute for the maintenance of internal contretessary for the preparation of
financial statements. Accordingly, the auditoeiguired to obtain the agreement of those
charged with governance that they acknowledge adédrstand their responsibility for
internal control. However, the agreement requimggaragraph 6(b)(ii) does not imply
that the auditor will find that internal controldhachieved its purpose or will be free of
deficiencies.

A18. It is for management and those charged witegmance to determine what internal
control is necessary to enable the preparatiorheffinancial statements. The term
“internal control” encompasses a wide range oléats within components that may be
described as the control environment; the entitydk assessment process; the
information system, including the related busingsscesses relevant to financial
reporting, and communication; control activitiesydamonitoring of controls. This
division, however, does not necessarily reflect hyarticular entity may design,
implement and maintain its internal control, or hawmay classify any particular
component!An entity’s internal control (in particular, itse@ounting books and records,
or accounting systems) will reflect the needs efehtity, the complexity of the business,
the nature of the risks to which the entity is sghjand relevant laws or regulation.

A19. In some jurisdictions, law or regulation mayer to the responsibility of those charged
with governance for the adequacy of accounting boakd records, or accounting
systems. In some cases, general practice may assdisgnction between accounting
books and records or accounting systems on thbama and internal control or controls
on the other. As accounting books and recordssarumting systems, are an integral part
of internal control as referred to in paragraph Ad@specific reference is made to them
in paragraph 6(b)(ii) for the description of thespensibility of those charged with
governance. To avoid misunderstanding, it may Ipeagiate for the auditor to explain
to those charged with governance the scope ofékgonsibility.

Considerations Relevant to Smaller Enti{Rsf: Para. 6(b))

A20. One of the purposes of agreeing the termshef dudit engagement is to avoid
misunderstanding about the respective responsgilif those charged with governance
and the auditor. For example, when a third partydssisted with the preparation of the

13 ISA(NZ) 315 (Revised), “Identifying and Assessthg Risks of Material Misstatement through Underditag
the Entity and Its Environment,” paragraph A46.

14 |SA (NZ) 315 (Revised), paragraph A51 and Apperidix

13
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financial statements, it may be useful to remirmsthcharged with governance that the
preparation of the financial statements in accordawith the applicable financial
reporting framework remains their responsibility.

Agreement on Audit Engagement Terms
Agreeing the Terms of the Audit Engagengrét Para. 9)

A21. The roles of management and those chargedyeiternance in agreeing the terms of the
audit engagement for the entity depend on the g@awere structure of the entity and
relevant law or regulation.

Audit Engagement Letter or Other Form of Writtenmegmentt (Ref: Para. 10-11)

A22. It is in the interests of both the entity ahé auditor that the auditor sends an audit
engagement letter before the commencement of thetatnelp avoid misunderstandings
with respect to the audit. In some countries, hawgthe objective and scope of an audit
and the responsibilities of those charged with gowece and of the auditor may be
sufficiently established by law, that is, they prése the matters described in paragraph
10. Although in these circumstances paragraph tripgethe auditor to include in the
engagement letter only reference to the fact #lavvant law or regulation applies and
that those charged with governance acknowledgeiaderstand their responsibilities as
set out in paragraph 6(b), the auditor may nevirsiseconsider it appropriate to include
the matters described in paragraph 10 in an engagdetter for the information of those
charged with governance.

Form and Content of the Audit Engagement Letter

A23. The form and content of the audit engagemetted may vary for each entity.
Information included in the audit engagement ledtethe auditor’s responsibilities may
be based on ISA (NZ) 209Paragraphs 6(b) and 12 of this ISA (NZ) deal wité
description of the responsibilities of those chdrgath governance. In addition to
including the matters required by paragraph 10auadit engagement letter may make
reference to, for example:

. Elaboration of the scope of the audit, includinigrence to applicable legislation,
regulations, ISAs (NZ), and the Professional ariddat Standards.

. The form of any other communication of resultshe audit engagement.

. The fact that because of the inherent limitatioharo audit, together with the
inherent limitations of internal control, thereaa unavoidable risk that some
material misstatements may not be detected, evagththe audit is properly
planned and performed in accordance with ISAs (NZ).

. Arrangements regarding the planning and performahtige audit, including the
composition of the audit team.

. The expectation that those charged with governanike provide written
representations (see also paragraph A13).

15 In the paragraphs that follow, any reference tawtit engagement letter is to be taken as a refeteran audit
engagement letter or other suitable form of writtgreement.

16 |SA (NZ) 200, paragraphs 3-9.

14



ISA (NZ) 210

The agreement of those charged with governanceke mvailable to the auditor
draft financial statements and any accompanyingratiiormation in time to allow
the auditor to complete the audit in accordancé Wié proposed timetable.

The agreement of those charged with governanedgdom the auditor of facts that
may affect the financial statements, of which thdsa&rged with governance may
become aware during the period from the date cditioitor’s report to the date the
financial statements are issued.

The basis on which fees are computed and anyd@lirangements.

A request for those charged with governance to @aeladge receipt of the audit
engagement letter and to agree to the terms adrtbagement outlined therein.

A24. When relevant, the following points could aleomade in the audit engagement letter:

Arrangements concerning the involvement of othelitats and experts in some
aspects of the audit.

Arrangements concerning the involvement of inteanalitors and other staff of the
entity.

Arrangements to be made with the predecessor audiemy, in the case of an
initial audit.

Any restriction of the auditor’s liability when dupossibility exists.
A reference to any further agreements betweenutga and the entity.
Any obligations to provide audit working paperstber parties.

An example of an audit engagement letter is setroAppendix 1.

Audits of Components

A25. When the auditor of a parent entity is als® d@laditor of a component, the factors that
may influence the decision whether to send a sepanadit engagement letter to the
component include the following:

Who appoints the component auditor;

Whether a separate auditor’s report is to be issuettie component;
Legal requirements in relation to audit appointregnt

Degree of ownership by parent; and

Degree of independence of the component manageandnthose charged with
governance from the parent entity.

Responsibilities of Those Charged with Governamresd?ibed by Law or RegulatigRef:

Para. 11-12)

A26. If, in the circumstances described in paralgsag22 and A27, the auditor concludes that
it is not necessary to record certain terms oftiait engagement in an audit engagement
letter, the auditor is still required by paragrddhto seek the written agreement from
those charged with governance that they acknowladdeinderstand that they have the
responsibilities set out in paragraph 6(b). Howgewreaccordance with paragraph 12,
such written agreement may use the wording of &wedr regulation if such law or

15
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regulation establishes responsibilities for thobarged with governance that are
equivalent in effect to those described in pardy6dp). The accounting profession, audit
standards setter, or audit regulator in a jurisoictnay have provided guidance as to
whether the description in law or regulation isigglent.

Considerations specific to public sector entities

A27.

Law or regulation governing the operationpulblic sector audits generally mandate the
appointment of a public sector auditor and commeelyout the public sector auditor’s
responsibilities and powers, including the powea¢oess an entity’s records and other
information. When law or regulation prescribesuffisient detail the terms of the audit
engagement, the public sector auditor may nonetbelensider that there are benefits in
issuing a fuller audit engagement letter than peechiby paragraph 11.

Recurring Audits (Ref: Para. 13)

A28.

The auditor may decide not to send a new agmtifagement letter or other written
agreement each period. However, the following fiasctoay make it appropriate to revise
the terms of the audit engagement or to reminckthiey of existing terms:

. Any indication that the entity misunderstands thgotive and scope of the audit.
. Any revised or special terms of the audit engagemen

. A recent change of senior management.

. A significant change in ownership.

. A significant change in nature or size of the grgibusiness.

. A change in legal or regulatory requirements.

. A change in the financial reporting framework adaopin the preparation of the
financial statements.

. A change in other reporting requirements.

Acceptance of a Change in the Terms of the Audit Eyagement

Request to Change the Terms of the Audit Engagertara. 14)

A29.

A30.

A31.

A request from the entity for the auditor bkmoge the terms of the audit engagement may
result from a change in circumstances affecting tieed for the service, a
misunderstanding as to the nature of an auditigmally requested or a restriction on the
scope of the audit engagement, whether imposeddmagement or those charged with
governance or caused by other circumstances. TdimagLas required by paragraph 14,
considers the justification given for the requgsrticularly the implications of a
restriction on the scope of the audit engagement.

A change in circumstances that affects th#yemtrequirements or a misunderstanding
concerning the nature of the service originallysesied may be considered a reasonable
basis for requesting a change in the audit engagieme

In contrast, a change may not be considerasloreable if it appears that the change
relates to information that is incorrect, incomel@tr otherwise unsatisfactory. An
example might be where the auditor is unable t@iabsufficient appropriate audit
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evidence regarding receivables and the entityfaskise audit engagement to be changed
to a review engagement to avoid a qualified opiripa disclaimer of opinion.

Request to Change to a Review or a Related Se(ritePara. 15)

A32.

A33.

Before agreeing to change an audit engagetoeatreview or a related service, an
auditor who was engaged to perform an audit in@zswe with ISAs (NZ) may need to

assess, in addition to the matters referred taragraphs A29-A31 above, any legal or
contractual implications of the change.

If the auditor concludes that there is reabtegustification to change the audit
engagement to a review or a related service, tdé awrk performed to the date of
change may be relevant to the changed engagenmewmyvbr, the work required to be
performed and the report to be issued would beetraggpropriate to the revised
engagement. In order to avoid confusing the reatleryeport on the related service
would not include reference to:

(@) The original audit engagement; or

(b) Any procedures that may have been performehldroriginal audit engagement,
except where the audit engagement is changed engagement to undertake
agreed-upon procedures and thus reference todbegures performed is a normal
part of the report.

Additional Considerations in Engagement Acceptance
Financial Reporting Standards Supplemented by LaRegulation(Ref: Para. 18)
A34. In some jurisdictions, law or regulation mapplement the financial reporting standards

established by an authorised or recognised stasdatting organisation with additional
requirements relating to the preparation of finahsiatements. In those jurisdictions, the
applicable financial reporting framework for therposes of applying the ISAs (NZ)
encompasses both the identified financial reporfiagnework and such additional
requirements provided they do not conflict with tidentified financial reporting
framework. This may, for example, be the case wla&n or regulation prescribes
disclosures in addition to those required by thariicial reporting standards or when they
narrow the range of acceptable choices that candme within the financial reporting

standard$’

Financial Reporting Framework Prescribed by LawRegulation—Other Matters
Affecting Acceptanc@®ef: Para. 19)

A35. Law or regulation may prescribe that the woghf the auditor’s opinion use the phrases

“present fairly, in all material respects” or “giwetrue and fair view of ...” in a case
where the auditor concludes that the applicabbaional reporting framework prescribed
by law or regulation would otherwise have been gaptable. In this case, the terms of
the prescribed wording of the auditor’'s report amgnificantly different from the
requirements of ISAs (NZ) (see paragraph 21).

17 ISA (NZ) 700, paragraph 15, includes a requiremegarding the evaluation of whether the financial
statements adequately refer to or describe theécaye financial reporting framework.
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Auditor’s Report Prescribed by Law or Regulati®ef: Para. 21)

A36. ISAs (NZ) require that the auditor shall ngpresent compliance with ISAs (NZ) unless
the auditor has complied with all of the ISAs (NE)evant to the audit.When law or
regulation prescribes the layout or wording of dlnéitor’s report in a form or in terms
that are significantly different from the requirem of ISAs (NZ) and the auditor
concludes that additional explanation in the au@iteeport cannot mitigate possible
misunderstanding, the auditor may consider inclgdistatement in the auditor’s report
that the audit is not conducted in accordance &ts (NZ). The auditor is, however,
encouraged to apply ISAs (NZ), including the ISNZ] that address the auditor’s report,
to the extent practicable, notwithstanding thatahéitor is not permitted to refer to the
audit being conducted in accordance with ISAs (NE&ragraph not relevant in New
Zealand. See paragraph NZ 21.1

Considerations Specific to Public Sector Entities

A37. In the public sector, specific requirementymsst within the legislation governing the
audit mandate; for example, the auditor may beirequo report directly to a minister,
the legislature or the public if the entattempts to limit the scope of the audit.

18 ISA (NZ) 200, paragraph 20.
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Appendix 1
(Ref: Paras. A23-24)

Example of an Audit Engagement Letter

The following is an example of an audit engagerwtar for an audit of general purpose financial
statements prepared in accordance with New Zegkamerally accepted accounting practice. This
letter is not authoritative but is intended onlyp&oa guide that may be used in conjunction weh th
considerations outlined in this ISA (NZ). It willeed to be varied according to individual
requirements and circumstances. It is draftedfér te the audit of financial statements for akEng
reporting period and would require adaptationtémuled or expected to apply to recurring audits
(see paragraph 13 of this ISA (N2)). It may be appate to seek legal advice that any proposed
letter is suitable.

*k%k

To the Board of Directors of ABC Compatiy:

[The objective and scope of the ajdit

You® have requested that we audit the financial statésyed ABC Company, which comprise
the balance sheet as at December 31, 20X1, anddbme statement, statement of changes in
equity and cash flow statement for the year thelednand a summary of significant accounting
policies and other explanatory information. We aleased to confirm our acceptance and our
understanding of this audit engagement by meatissotetter. Our audit will be conducted with
the objective of our expressing an opinion on tharfcial statements.

[The responsibilities of the audijor

We will conduct our audit in accordance with Inetianal Standards on Auditing (New
Zealand) (ISAs (NZ)). Those standards require wWetomply with ethical requirements and
plan and perform the audit to obtain reasonablerasse about whether the financial statements
are free from material misstatement. An audit imeslperforming procedures to obtain audit
evidence about the amounts and disclosures imthedial statements. The procedures selected
depend on the auditor's judgement, including theessment of the risks of material
misstatement of the financial statements, whethertd fraud or error. An audit also includes
evaluating the appropriateness of accounting diased and the reasonableness of accounting
estimates, as well as evaluating the overall ptatien of the financial statements.

Because of the inherent limitations of an audgetber with the inherent limitations of internal
control, there is an unavoidable risk that someentmisstatements may not be detected, even
though the audit is properly planned and performeatcordance with ISAs (NZ).

In making our risk assessments, we consider inteomdrol relevant to the entity’s preparation
of the financial statements in order to design apdocedures that are appropriate in the

19 The addressees and references in the letter weultidse that are appropriate in the circumstantéseo
engagement, including the relevant jurisdictiois linportant to refer to the appropriate persosseparagraph
A21.

20 Throughout this letter, references to “you,” “w&Js,” “management,” “those charged with governarmed
“auditor” would be used or amended as appropriateé circumstances.
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circumstances, but not for the purpose of exprgsaimopinion on the effectiveness of the
entity’s internal control. However, we will commugate to you in writing concerning any
significant deficiencies in internal control relew#o the audit of the financial statements that we
have identified during the audit.

[The responsibilities of the directors and idengfion of the applicable financial reporting
framework (for purposes of this example it is asstithat the auditor has not determined that
the law or regulation prescribes those respondib#iin appropriate terms; the descriptions in
paragraph 6(b) of this ISA (NZ) are therefore uged)

Our audit will be conducted on the basis that tinectbrs* acknowledge and understand that
they have responsibility:

(@) For the preparation of the financial statementadnordance with generally accepted
accounting practice in New Zealand and that gitei@ and fair view of the matters to
which they relate;

(b) For such internal control as they determin@asessary to enable the preparation of
financial statements that are free from materigbtatement, whether due to fraud or error;
and

(c) To provide us with:

(i) Access to all information of which management draldirectors are aware that is
relevant to the preparation of the financial staets such as records, documentation
and other matters;

(i)  Additional information that we may request from ragement or the directors for
the purpose of the audit; and

(i) Unrestricted access to persons within the entigmfrvhom we determine it
necessary to obtain audit evidence.

As part of our audit process, we will request fithie directorswritten confirmation concerning
representations made to us in connection with tioé.a

We look forward to full cooperation from your statffiring our audit.
[Other relevant informatign

[Insert other information, such as fee arrangemebiings and other specific terms, as
appropriate]

21 Use terminology as appropriate in the circumsganc
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[Reporting]
[Insert appropriate reference to the expected foma eontent of the auditor’s repgt.
The form and content of our report may need torberaled in the light of our audit findings.

Please sign and return the attached copy of ttes ko indicate your acknowledgement of, and
agreement with, the arrangements for our audithef financial statements including our
respective responsibilities.

XYZ & Co.

Acknowledged and agreed on behalf of ABC Company by

Name and Title
Date
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Appendix 2
(Ref: Para. A10)

Determining the Acceptability of General Purpose Fameworks

Jurisdictions that Do Not Have Authorised or Recogised Standards Setting Organisations
or Financial Reporting Frameworks Prescribed by Lawor Regulation

1.

As explained in paragraph A10 of this ISA (N&hen an entity is registered or operating
outside New Zealand in a jurisdiction that does lmte an authorised or recognised
standards setting organisation, or where use diritaacial reporting framework is not
prescribed by law or regulation, those charged wgithernance identify an applicable
financial reporting framework. Practice in suchgdictions is often to use the financial
reporting standards established by one of the tsghons described in paragraph A8 of
this ISA (NZ).

Alternatively, there may be established accogntonventions in a particular jurisdiction
that are generally recognised as the financialrnteqgpframework for general purpose
financial statements prepared by certain specdi@dies operating in that jurisdiction.

When such a financial reporting framework is addptine auditor is required by

paragraph 6(a) of this ISA (NZ) to determine whettiee accounting conventions
collectively can be considered to constitute areptable financial reporting framework
for general purpose financial statements. Wheratmeunting conventions are widely
used in a particular jurisdiction, the accountimgfession in that jurisdiction may have
considered the acceptability of the financial répgr framework on behalf of the

auditors. Alternatively, the auditor may make thegermination by considering whether
the accounting conventions exhibit attributes ndiyexhibited by acceptable financial

reporting frameworks (see paragraph 3 below), orcbynparing the accounting

conventions to the requirements of an existingtana reporting framework considered
to be acceptable (see paragraph 4 below).

Acceptable financial reporting frameworks noryekhibit the following attributes that
result in information provided in financial statemethat is useful to the intended users:

(@) Relevance, in that the information providethmfinancial statements is relevant to
the nature of the entity and the purpose of thenfomal statements. For example, in
the case of a business enterprise that preparesa@urpose financial statements,
relevance is assessed in terms of the informawmessary to meet the common
financial information needs of a wide range of asemaking economic decisions.
These needs are ordinarily met by presenting thanéial position, financial
performance and cash flows of the business ensexpri

(b) Completeness, in that transactions and evatisunt balances and disclosures that
could affect conclusions based on the financidestants are not omitted.

(c) Reliability, in that the information provided the financial statements:

(i) Where applicable, reflects the economic substaheeemts and transactions
and not merely their legal form; and

(i) Results in reasonably consistent evaluation, measemt, presentation and
disclosure, when used in similar circumstances.
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(d) Neutrality, in that it contributes to informaiti in the financial statements that is
free from bias.

(e) Understandability, in that the information hetfinancial statements is clear and
comprehensive and not subject to significantlyattdht interpretation.

The auditor may decide to compare the accountingentions to the requirements of an
existing financial reporting framework consideredoe acceptable. For example, the
auditor may compare the accounting conventionsR®sks. For an audit of a small entity,
the auditor may decide to compare the accountimgexttions to a financial reporting
framework specifically developed for such entitl®s an authorised or recognised
standards setting organisation. When the auditokesyasuch a comparison and
differences are identified, the decision as to Weethe accounting conventions adopted
in the preparation of the financial statements tturte an acceptable financial reporting
framework includes considering the reasons fodifierences and whether application
of the accounting conventions, or the descriptiaihe financial reporting framework in
the financial statements, could result in finanstaktements that are misleading.

A conglomeration of accounting conventions dedi® suit individual preferences is not
an acceptable financial reporting framework foreyahpurpose financial statements.
Similarly, a compliance framework will not be ancaptable financial reporting
framework, unless it is generally accepted in tigular jurisdictions by preparers and
users.
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ACCOMPANYING ATTACHMENT: SIMILARITY TO THE INTERNAT IONAL
STANDARDS ON AUDITING

This conformity statement accompanies but is nat@dSA (NZ) 210.
Conformity with International Standards on Auditing

This International Standard on Auditing (New Zealp(SA (NZ)) conforms to International
Standard on Auditing ISA 21Agreeing the Terms of Audit Engagemeistsued by the
International Auditing and Assurance Standards 8¢9#ASB), an independent standard-
setting board of the International Federation ofduntants (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 210:

. Professional and Ethical Standard 1 (Revigedgquires assurance practitioners to
comply with Auditing Standards; therefore auditsehsll not sign an audit report that
does not conform to the requirements of this ISEXNIn the extremely rare situation
described in paragraph 21, the auditor shall aties#parate report that conforms to the
requirements of this ISA (NZ).

This ISA (NZ) incorporates terminology and defiaits used in New Zealand. Compliance
with this ISA (NZ) enables compliance with ISA 2References to “management” and
“those charged with governance” have been amemd#wilSAs (NZ) because the statutory
responsibility for the preparation of the finan@tdtements rests with those charged with
governance.

Comparison with Australian Auditing Standards

In Australia the Australian Auditing and Assurar8&ndards Board (AUASB) has issued
Australian Auditing Standard ASA 2J&greeing the Terms of Audit Engagements (Compiled)

ASA 210 conforms to ISA 210.

22 professional and Ethical Standard 1 (Revised);itatfStandardsCode of Ethics for Assurance
Practitioners (Compiled)”.
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