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Introduction
Scope of this ISA (NZ)

1.

This International Standard on Auditing (New Eed) (ISA (NZ)) explains what
constitutes audit evidence in an audit of finan@ttements, and deals with the
auditor’s responsibility talesign and perform audit proceduresotatain sufficient
appropriate audit evidence to be able to draw ressde conclusions on which to base
the auditor’s opinion.

This ISA (NZ) is applicable to all the audit @e@nce obtained during the course of the
audit. Other ISAs (NZ) deal with specific aspectks tbe audit (for example,
ISA (NZ) 315 (Revised), the audit evidence to be obtained in relatioa fmarticular
topic (for example, ISA (NZ) 57, specific procedures to obtain audit evidence (fo
example, ISA (NZ) 520, and the evaluation of whether sufficient appiater audit
evidence has been obtained (ISA (NZ)2a0d ISA (NZ) 336).

Effective Date

3. This ISA (NZ) is effective for audits of finamtistatements for periods beginning on
or after 1 September, 2011.
Objective
4. The objective of the auditor is to design andgren audit procedures in such a way
as to enable the auditor to obtain sufficient appate audit evidence to be able to
draw reasonable conclusions on which to base ttgoais opinion.
Definitions
5. For purposes of the ISAs (NZ), the followingnter have the meanings attributed

below:

(&) Accounting records — The records of initial @aating entries and supporting
records, such as cheques and records of electfonat transfers; invoices;
contracts; the general and subsidiary ledgers, n@uentries and other
adjustments to the financial statements that ateeftected in journal entries;
and records such as work sheets and spreadshegisrtsug cost allocations,
computations, reconciliations and disclosures.

(b) Appropriateness (of audit evidence) — The memsaf the quality of audit
evidence; that is, its relevance and its religpiiit providing support for the
conclusions on which the auditor’s opinion is based

ISA (NZ) 315 (Revised), “Identifying and Assegsirthe Risks of Material Misstatement through
Understanding the Entity and Its Environment.”

ISA (NZ) 570, “Going Concern.”
ISA (NZ) 520, “Analytical Procedures.”

ISA (NZ) 200, “Overall Objectives of the Indepemt Auditor and the Conduct of an Audit in Accordan
with International Standards on Auditing (New Zealp”

ISA (NZ) 330, “The Auditor's Responses to Assd<Risks.
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Audit evidence — Information used by the auditoarriving at the conclusions
on which the auditor's opinion is based. Audit @rnde includes both
information contained in the accounting records aulyihg the financial
statements and other information.

Management’s expert — An individual or orgatiea possessing expertise in a
field other than accounting or auditing, whose wirkhat field is used by the
entity to assist the entity in preparing the finahstatements.

Sufficiency (of audit evidence) — The measurthe quantity of audit evidence.
The quantity of the audit evidence needed is affbcby the auditor’s
assessment of the risks of material misstatemahtmo by the quality of such
audit evidence.

Requirements
Sufficient Appropriate Audit Evidence

6.

The auditor shall design and perform audit pdoces that are appropriate in the
circumstances for the purpose of obtaining sufficeppropriate audit evidena®ef:
Para. A1-A25)

Information to Be Used as Audit Evidence

7.

When designing and performing audit procedutbs, auditor shall consider the
relevance and reliability of the information todmsed as audit evideng®ef: Para. A26-

A33)

If information to be used as audit evidence basn prepared using the work of a
management’s expert, the auditor shall, to thentxtecessary, having regard to the
significance of that expert’'s work for the auditopurposegRef: Para. A34-A36)

(@)

(b)
(©)

Evaluate the competence, capabilities and obigcof that expert;(Ref: Para.
A37-A43)

Obtain an understanding of the work of thategkpand(Ref: Para. A44-A47)

Evaluate the appropriateness of that expertiskwas audit evidence for the
relevant assertioriRef: Para. A48)

When using information produced by the entitg auditor shall evaluate whether the
information is sufficiently reliable for the audite purposes, including as necessary in
the circumstances:

(@)

(b)

Obtaining audit evidence about the accuracy aodpleteness of the
information; andRef: Para. A49-A50)

Evaluating whether the information is suffidignprecise and detailed for the
auditor’s purposegRef: Para. A51)

Selecting Items for Testing to Obtain Audit Evidene

10. When designing tests of controls and tests etéild, the auditor shall determine
means of selecting items for testing that are &ffedn meeting the purpose of the
audit procedurgRef: Para. A52-A56)
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Inconsistency in, or Doubts over Reliability of, Auit Evidence

11.

If:
(@) audit evidence obtained from one source isnaigbent with that obtained from
another; or

(b) the auditor has doubts over the reliabilityimfiormation to be used as audit
evidence,

the auditor shall determine what modificationsadditions to audit procedures are
necessary to resolve the matter, and shall contheeeffect of the matter, if any, on
other aspects of the audikef: Para. A57)

*kk

Application and Other Explanatory Material
Sufficient Appropriate Audit Evidence (Ref: Para. 6)

Al.

A2.

AS.

Audit evidence is necessary to support the tatdi opinion and report. It is

cumulative in nature and is primarily obtained fraundit procedures performed
during the course of the audit. It may, howevespahclude information obtained

from other sources such as previous audits (pravite auditor has determined
whether changes have occurred since the previalis that may affect its relevance
to the current audit or a firm’s quality control procedures for cliemtceptance and

continuance. In addition to other sources inside aatside the entity, the entity’s
accounting records are an important source of awlitence. Also, information that
may be used as audit evidence may have been pdepesiag the work of a

management’s expert. Audit evidence comprises bdtdrmation that supports and
corroborates assertions, and any information thattradicts such assertions. In
addition, in some cases the absence of informdfammexample, the refusal of those
charged with governance to provide a requesteaseptation) is used by the auditor,
and therefore, also constitutes audit evidence.

Most of the auditor’s work in forming the aumlis opinion consists of obtaining and
evaluating audit evidence. Audit procedures to iobtudit evidence can include
inspection, observation, confirmation, recalculatioeperformance and analytical
procedures, often in some combination, in additcenquiry. Although enquiry may
provide important audit evidence, and may even ycecevidence of a misstatement,
enquiry alone ordinarily does not provide sufficiandit evidence of the absence of a
material misstatement at the assertion level, rfothe operating effectiveness of
controls.

As explained in ISA (NZ) 200reasonable assurance is obtained when the ahdisor
obtained sufficient appropriate audit evidenceeuce audit risk (that is, the risk that
the auditor expresses an inappropriate opinion winenfinancial statements are
materially misstated) to an acceptably low level.

6

7

ISA (NZ) 315 (Revised), paragraph 9.
ISA (NZ) 200, paragraph 5.
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The sufficiency and appropriateness of auditl@wce are interrelated. Sufficiency is
the measure of the quantity of audit evidence. duantity of audit evidence needed is
affected by the auditor’'s assessment of the ridksnigsstatement (the higher the
assessed risks, the more audit evidence is likehetrequired) and also by the quality
of such audit evidence (the higher the quality, ldes may be required). Obtaining
more audit evidence, however, may not compensaiesfpoor quality.

Appropriateness is the measure of the qualitgualit evidence; that is, its relevance
and its reliability in providing support for the rdusions on which the auditor’s
opinion is based. The reliability of evidence i$luenced by its source and by its
nature, and is dependent on the individual circanmsts under which it is obtained.

ISA (NZ) 330 requires the auditor to concludbether sufficient appropriate audit
evidence has been obtairffeWhether sufficient appropriate audit evidence basn
obtained to reduce audit risk to an acceptablylexel, and thereby enable the auditor
to draw reasonable conclusions on which to basaudké@or’s opinion, is a matter of
professional judgement. ISA (NZ) 200 contains déston of such matters as the
nature of audit procedures, the timeliness of for@nreporting, and the balance
between benefit and cost, which are relevant factehen the auditor exercises
professional judgement regarding whether suffici@mpropriate audit evidence has
been obtained.

Sources of Audit Evidence

A7.

A8.

A9.

Some audit evidence is obtained by performungdjtgprocedures to test the accounting
records, for example, through analysis and revieperforming procedures followed
in the financial reporting process, and reconcilielgted types and applications of the
same information. Through the performance of suahtgprocedures, the auditor may
determine that the accounting records are intgrnatinsistent and agree to the
financial statements.

More assurance is ordinarily obtained from ¢stesit audit evidence obtained from
different sources or of a different nature thamfntems of audit evidence considered
individually. For example, corroborating informatioobtained from a source
independent of the entity may increase the assartme auditor obtains from audit
evidence that is generated internally, such aseeel existing within the accounting
records, minutes of meetings, or a representat@n those charged with governance.

Information from sources independent of theatgrhat the auditor may use as audit
evidence may include confirmations from third pesti analysts’ reports, and
comparable data about competitors (benchmarkire) dat

Audit Procedures for Obtaining Audit Evidence
Al10. As required by, and explained further in, 18¥Z) 315 (Revised) and ISA (NZ) 330,

audit evidence to draw reasonable conclusions aohatb base the auditor’s opinion
is obtained by performing:

(@) Risk assessment procedures; and
(b) Further audit procedures, which comprise:

8

ISA (NZ) 330, paragraph 26.
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(i) Tests of controls, when required by the ISAZ{Nr when the auditor has
chosen to do so; and

(i) Substantive procedures, including tests of adet and substantive
analytical procedures.

The audit procedures described in paragrad®sA25 below may be used as risk
assessment procedures, tests of controls or stibstgmocedures, depending on the
context in which they are applied by the auditcs.explained in ISA (NZ) 330, audit
evidence obtained from previous audits may, in adertcircumstances, provide
appropriate audit evidence where the auditor perscaudit procedures to establish its
continuing relevance.

The nature and timing of the audit proceduocebe used may be affected by the fact
that some of the accounting data and other infaomamay be available only in
electronic form or only at certain points or pesouth time. For example, source
documents, such as purchase orders and invoicgsgerist only in electronic form
when an entity uses electronic commerce, or majisgzarded after scanning when an
entity uses image processing systems to facilgfeage and reference.

Certain electronic information may not beietable after a specified period of time,
for example, if files are changed and if backupdido not exist. Accordingly, the
auditor may find it necessary as a result of aityésdata retention policies to request
retention of some information for the auditor’'siesv or to perform audit procedures
at a time when the information is available.

Inspection

Al4.

Al5.

Al6.

Inspection involves examining records or doeunts, whether internal or external, in
paper form, electronic form, or other media, orhgygical examination of an asset.
Inspection of records and documents provides addence of varying degrees of
reliability, depending on their nature and sournd,an the case of internal records
and documents, on the effectiveness of the contras their production. An example
of inspection used as a test of controls is inspecof records for evidence of
authorisation.

Some documents represent direct audit evlaicthe existence of an asset, for
example, a document constituting a financial imegat such as a stock or bond.
Inspection of such documents may not necessaribyige audit evidence about
ownership or value. In addition, inspecting an exed contract may provide audit
evidence relevant to the entity’s application of@mting policies, such as revenue
recognition.

Inspection of tangible assets may providebé audit evidence with respect to their
existence, but not necessarily about the entitglsts and obligations or the valuation
of the assets. Inspection of individual inventdgms may accompany the observation
of inventory counting.

9

ISA (NZ) 330, paragraph A35.
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Observation

Al7. Observation consists of looking at a procasgrocedure being performed by others,
for example, the auditor’s observation of inventooynting by the entity’s personnel,
or of the performance of control activities. Obsgion provides audit evidence about
the performance of a process or procedure, bunited to the point in time at which
the observation takes place, and by the fact tteftt of being observed may affect
how the process or procedure is performed. SegNZA 501 for further guidance on
observation of the counting of inventofy.

External Confirmation

A18. An external confirmation represents audit exck obtained by the auditor as a direct
written response to the auditor from a third pdthe confirming party), in paper
form, or by electronic or other medium. Externahfoaonation procedures frequently
are relevant when addressing assertions assodcigtiedertain account balances and
their elements. However, external confirmationsdneet be restricted to account
balances only. For example, the auditor may reqoesfirmation of the terms of
agreements or transactions an entity has with théndies; the confirmation request
may be designed to ask if any modifications hawnbweade to the agreement and, if
so, what the relevant details are. External cordtrom procedures also are used to
obtain audit evidence about the absence of cexairditions, for example, the
absence of a “side agreement” that may influengemae recognition. See ISA (N2)
505 for further guidanc¥:

Recalculation

A19. Recalculation consists of checking the mathemalaaccuracy of documents or
records. Recalculation may be performed manualblestronically.

Reperformance

A20. Reperformance involves the auditor's indepenhdexecution of procedures or
controls that were originally performed as parthef entity’s internal control.

Analytical Procedures

A21. Analytical procedures consist of evaluatioh§irancial information through analysis
of plausible relationships among both financial amah-financial data. Analytical
procedures also encompass such investigation asecessary of identified
fluctuations or relationships that are inconsisteith other relevant information or
that differ from expected values by a significamiocaint. See ISA (NZ) 520 for
further guidance.

Enquiry

A22. Enquiry consists of seeking information of Wwhedgeable persons, both financial and
non-financial, within the entity or outside the ignt Enquiry is used extensively
throughout the audit in addition to other auditqa@ures. Enquiries may range from

10 ISA (NZ) 501, “Audit Evidence—Specific Considdmats for Selected Items.”
1 1SA (NZ) 505, “External Confirmations.”

10
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A24.

A25.
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formal written enquiries to informal oral enquiriddvaluating responses to enquiries
is an integral part of the enquiry process.

Responses to enquiries may provide the audiitin information not previously
possessed or with corroborative audit evidenceerAdttively, responses might
provide information that differs significantly fromther information that the auditor
has obtained, for example, information regarding gossibility of management
override of controls. In some cases, responses\qoiges provide a basis for the
auditor to modify or perform additional audit prdoees.

Although corroboration of evidence obtainedotlgh enquiry is often of particular
importance, in the case of enquiries about thenintef those charged with

governance, the information available to suppad thtent may be limited. In these
cases, understanding the past history of thoseyetawith governance of carrying out
their stated intentions, their stated reasons laosing a particular course of action,
and their ability to pursue a specific course oficac may provide relevant

information to corroborate the evidence obtainedugh enquiry.

In respect of some matters, the auditor maysicier it necessary to obtain written
representations from management and those chargedgavernance to confirm
responses to oral enquiries. See ISA (NZ) 580ddhér guidance?

Information to Be Used as Audit Evidence

Relevance and Reliabilifef: Para. 7)

A26.

As noted in paragraph Al, while audit evidemeeprimarily obtained from audit
procedures performed during the course of the aitditay also include information
obtained from other sources such as, for exampleyiqus audits, in certain
circumstances, and a firm’s quality control proaegufor client acceptance and
continuance. The quality of all audit evidenceaféected by the relevance and
reliability of the information upon which it is bedg.

Relevance

A27.

A28.

Relevance deals with the logical connectiothywor bearing upon, the purpose of the
audit procedure and, where appropriate, the asmeminder consideration. The

relevance of information to be used as audit exadanay be affected by the direction
of testing. For example, if the purpose of an auyalibcedure is to test for

overstatement in the existence or valuation of astpayable, testing the recorded
accounts payable may be a relevant audit proce@ureghe other hand, when testing
for understatement in the existence or valuatioracfounts payable, testing the
recorded accounts payable would not be relevartttdsiing such information as

subsequent disbursements, unpaid invoices, suppktatements, and unmatched
receiving reports may be relevant.

A given set of audit procedures may providdiaevidence that is relevant to certain
assertions, but not others. For example, inspectibrdocuments related to the
collection of receivables after the period end rpayide audit evidence regarding
existence and valuation, but not necessarily cugfhilarly, obtaining audit evidence

12

ISA (NZ) 580, “Written Representations.”

11
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regarding a particular assertion, for example, ekestence of inventory, is not a
substitute for obtaining audit evidence regardingther assertion, for example, the
valuation of that inventory. On the other hand,iaadidence from different sources
or of a different nature may often be relevanti®$ame assertion.

A29. Tests of controls are designed to evaluateogierating effectiveness of controls in
preventing, or detecting and correcting, materigstatements at the assertion level.
Designing tests of controls to obtain relevant awdidence includes identifying
conditions (characteristics or attributes) thatiagate performance of a control, and
deviation conditions which indicate departures frashequate performance. The
presence or absence of those conditions can thessteel by the auditor.

A30. Substantive procedures are designed to detatdrial misstatements at the assertion
level. They comprise tests of details and substaranalytical procedures. Designing
substantive procedures includes identifying condgirelevant to the purpose of the
test that constitute a misstatement in the releaasertion.

Reliability

A31. The reliability of information to be used asdd evidence, and therefore of the audit
evidence itself, is influenced by its source asditure, and the circumstances under
which it is obtained, including the controls ovés preparation and maintenance
where relevant. Therefore, generalisations aboatréhability of various kinds of
audit evidence are subject to important exceptiBren when information to be used
as audit evidence is obtained from sources exteontle entity, circumstances may
exist that could affect its reliability. For exaraplinformation obtained from an
independent external source may not be relialiteeisource is not knowledgeable, or
a management’s expert may lack objectivity. Whdeagnising that exceptions may
exist, the following generalisations about the aiglity of audit evidence may be
useful:

. The reliability of audit evidence is increased whiénis obtained from
independent sources outside the entity.

. The reliability of audit evidence that is generatetrnally is increased when
the related controls, including those over its pragon and maintenance,
imposed by the entity are effective.

. Audit evidence obtained directly by the auditor (dfxample, observation of the
application of a control) is more reliable than iaesidence obtained indirectly
or by inference (for example, enquiry about theliagppon of a control).

. Audit evidence in documentary form, whether papagctronic, or other
medium, is more reliable than evidence obtainedlyordor example, a
contemporaneously written record of a meeting isrenceliable than a
subsequent oral representation of the matters sisdi).

. Audit evidence provided by original documents isrenoeliable than audit
evidence provided by photocopies or facsimilesda@cuments that have been
filmed, digitised or otherwise transformed intoadfenic form, the reliability of
which may depend on the controls over their preparand maintenance.

12
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A33.
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ISA (NZ) 520 provides further guidance regaglithe reliability of data used for
purposes of designing analytical procedures asauidge proceduret’

ISA (NZ) 240 deals with circumstances where dladitor has reason to believe that a
document may not be authentic, or may have beenfiedavithout that modification
having been disclosed to the auditbr.

Reliability of Information Produced by a Managenisriixpert(Ref: Para. 8)

A34.

A35.

A36.

The preparation of an entity’s financial stagmts may require expertise in a field
other than accounting or auditing, such as actuaaculations, valuations, or

engineering data. The entity may employ or engageerts in these fields to obtain
the needed expertise to prepare the financialmstates. Failure to do so when such
expertise is necessary increases the risks of r@lateisstatement.

When information to be used as audit eviddrazbeen prepared using the work of a
management’s expert, the requirement in paragraphtBis ISA (NZ) applies. For
example, an individual or organisation may possegeertise in the application of
models to estimate the fair value of securitiesasfbich there is no observable market.
If the individual or organisation applies that extj®e in making an estimate which the
entity uses in preparing its financial statemettts, individual or organisation is a
management’s expert and paragraph 8 applies. the@wother hand, that individual or
organisation merely provides price data regardingape transactions not otherwise
available to the entity which the entity uses & @wn estimation methods, such
information, if used as audit evidence, is subjegbaragraph 7 of this ISA (NZ), but
is not the use of a management’s expert by théyenti

The nature, timing and extent of audit procedun relation to the requirement in
paragraph 8 of this ISA (NZ), may be affected bgtsmatters as:

. The nature and complexity of the matter to which thanagement’'s expert
relates.

. The risks of material misstatement in the matter.
. The availability of alternative sources of audiidance.
. The nature, scope and objectives of the managesexpert’'s work.

. Whether the management’s expert is employed byetitéy, or is a party
engaged by it to provide relevant services.

. The extent to which management can exercise controhfluence over the
work of the management’s expert.

. Whether the management’s expert is subject to teehperformance standards
or other professional or industry requirements.

. The nature and extent of any controls within thetgover the management’s
expert’s work.

13 ISA(NZ) 520, paragraphs 5(a).
14 ISA (NZ) 240, “The Auditor’s Responsibilities Réihg to Fraud in an Audit of Financial Statements,
paragraph 13.

13
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. The auditor’'s knowledge and experience of the mamant's expert’s field of
expertise.

. The auditor’s previous experience of the work @it teixpert.

The Competence, Capabilities and Objectivity of anllgement’s Expeikef: Paras(a))

A37. Competence relates to the nature and levekpértise of the management’s expert.
Capability relates the ability of the managemeeKpert to exercise that competence
in the circumstances. Factors that influence cdipabnay include, for example,
geographic location, and the availability of timedaesources. Objectivity relates to
the possible effects that bias, conflict of inter@sthe influence of others may have
on the professional or business judgement of thenagement's expert. The
competence, capabilities and objectivity of a managnt's expert, and any controls
within the entity over that expert’s work, are in@amt factors in relation to the
reliability of any information produced by a managmt’'s expert.

A38. Information regarding the competence, capasliand objectivity of a management’s
expert may come from a variety of sources, such as:

. Personal experience with previous work of that expe
. Discussions with that expert.
. Discussions with others who are familiar with teapert’s work.

. Knowledge of that expert’s qualifications, memb@ysbtf a professional body
or industry association, licence to practice, oheot forms of external
recognition.

. Published papers or books written by that expert.

. An auditor's expert, if any, who assists the audito obtaining sufficient
appropriate audit evidence with respect to inforomatproduced by the
management’s expert.

A39. Matters relevant to evaluating the competerzagabilities and objectivity of a
management’s expert include whether that expertskws subject to technical
performance standards or other professional orsinguequirements, for example,
ethical standards and other membership requiremeints professional body or
industry association, accreditation standards dicensing body, or requirements
imposed by law or regulation.

A40. Other matters that may be relevant include:

. The relevance of the management’s expert’'s competenthe matter for which
that expert’'s work will be used, including any ae# specialty within that
expert’s field. For example, a particular actuargynspecialise in property and
casualty insurance, but have limited expertiserdigg pension calculations.

. The management’'s expert's competence with resmectlevant accounting
requirements, for example, knowledge of assumptarts methods, including
models where applicable, that are consistent wiik applicable financial
reporting framework.

. Whether unexpected events, changes in conditionsth® audit evidence
obtained from the results of audit procedures m#i¢hat it may be necessary to

14
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reconsider the initial evaluation of the competeruapabilities and objectivity
of the management’s expert as the audit progresses.

A41. A broad range of circumstances may threatgactbity, for example, self-interest
threats, advocacy threats, familiarity threatsf-meliew threats and intimidation
threats. Safeguards may reduce such threats, agcdoencreated either by external
structures (for example, the management's expeptrgfession, legislation or
regulation), or by the management’s expert’'s worki@nment (for example, quality
control policies and procedures).

A42. Although safeguards cannot eliminate all ttweto a management’s expert’s
objectivity, threats such as intimidation threataynbe of less significance to an
expert engaged by the entity than to an expert @yegl by the entity, and the
effectiveness of safeguards such as quality comiéties and procedures may be
greater. Because the threat to objectivity creaétetheing an employee of the entity
will always be present, an expert employed by titéyecannot ordinarily be regarded
as being more likely to be objective than other leryges of the entity.

A43. When evaluating the objectivity of an experjaged by the entity, it may be relevant
to discuss with management, those charged with rgamee and that expert any
interests and relationships that may create thteatise expert’s objectivity, and any
applicable safeguards, including any professiomgjuirements that apply to the
expert; and to evaluate whether the safeguards aalequate. Interests and
relationships creating threats may include:

. Financial interests.
. Business and personal relationships.

. Provision of other services.

Obtaining an Understanding of the Work of the Maragnt’s ExpertRef: Para. 8(b))

A44. An understanding of the work of the managersespert includes an understanding
of the relevant field of expertise. An understagdai the relevant field of expertise
may be obtained in conjunction with the auditorstedmination of whether the
auditor has the expertise to evaluate the workefmhanagement’s expert, or whether
the auditor needs an auditor’s expert for this paep®

A45. Aspects of the management’'s expert’s fielévaht to the auditor's understanding

may include:
. Whether that expert’s field has areas of speciaitiin it that are relevant to
the audit.

. Whether any professional or other standards, angulatory or legal
requirements apply.

. What assumptions and methods are used by the nrapafs expert, and
whether they are generally accepted within thateesgfield and appropriate
for financial reporting purposes.

. The nature of internal and external data or infdromethe auditor’s expert uses.

15 ISA(NZ) 620, “Using the Work of an Auditor’s Expi¢ paragraph 7.
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A46. In the case of a management’s expert engagéuebentity, there will ordinarily be an

A47.

engagement letter or other written form of agrednieiween the entity and that
expert. Evaluating that agreement when obtainingraterstanding of the work of the
management’s expert may assist the auditor in nénerg the appropriateness of the
following for the auditor’s purposes:

. The nature, scope and objectives of that experikw
. The respective roles and responsibilities of mamesge and that expert; and

. The nature, timing and extent of communication leefwvmanagement and that
expert, including the form of any report to be pdad by that expert.

In the case of a management’s expert empldyethe entity, it is less likely there
will be a written agreement of this kind. Enquirytbe expert and other members of
management may be the most appropriate way foaukdor to obtain the necessary
understanding.

Evaluating the Appropriateness of the Manageméidjsert's Work(Ref: Para. 8(c))

A48.

Considerations when evaluating the appropregs of the management’s expert’s
work as audit evidence for the relevant assertiag imclude:

. The relevance and reasonableness of that experdisids or conclusions, their
consistency with other audit evidence, and wheithey have been appropriately
reflected in the financial statements;

. If that expert’s work involves use of significargsamptions and methods, the
relevance and reasonableness of those assumptiomsethods; and

. If that expert's work involves significant use obusce data the relevance,
completeness, and accuracy of that source data.

Information Produced by the Entity and Used for ghalitor's PurposesgRef: Para. 9(a)-

(b))

A49.

A50.

A51.

In order for the auditor to obtain reliabledaievidence, information produced by the
entity that is used for performing audit proceduresds to be sufficiently complete and
accurate. For example, the effectiveness of agditnenue by applying standard prices
to records of sales volume is affected by the aoguof the price information and the
completeness and accuracy of the sales volume Siatdarly, if the auditor intends to
test a population (for example, payments) for dasercharacteristic (for example,
authorisation), the results of the test will beslesliable if the population from which
items are selected for testing is not complete.

Obtaining audit evidence about the accuraay @mpleteness of such information
may be performed concurrently with the actual aymtibcedure applied to the

information when obtaining such audit evidence 1s iategral part of the audit

procedure itself. In other situations, the audit@y have obtained audit evidence of
the accuracy and completeness of such informatiprtebting controls over the

preparation and maintenance of the informationsdme situations, however, the
auditor may determine that additional audit procedware needed.

In some cases, the auditor may intend to of®mation produced by the entity for
other audit purposes. For example, the auditor mi@ynd to make use of the entity’s
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performance measures for the purpose of analypicaledures, or to make use of the
entity’s information produced for monitoring acties, such as—internal—-auditor’s
reports_of the internal audit function. In suchesashe appropriateness of the audit
evidence obtained is affected by whether the in&bion is sufficiently precise or
detailed for the auditor's purposes. For examp&fopmance measures may not be
precise enough to detect material misstatements.

Selecting Items for Testing to Obtain Audit Evidene (Ref: Para. 10)

A52. An effective test provides appropriate auditdence to an extent that, taken with
other audit evidence obtained or to be obtained, bei sufficient for the auditor’s
purposes. In selecting items for testing, the audg required by paragraph 7 to
determine the relevance and reliability of informoatto be used as audit evidence;
the other aspect of effectiveness (sufficiency)ars important consideration in
selecting items to test. The means available toatiditor for selecting items for

testing are:

(@) Selecting all items (100% examination);
(b) Selecting specific items; and

(c) Audit sampling.

The application of any one or combination of theseans may be appropriate
depending on the particular circumstances, for eteamthe risks of material
misstatement related to the assertion being teatad the practicality and efficiency
of the different means.

Selecting All Items

A53. The auditor may decide that it will be mostpagpriate to examine the entire
population of items that make up a class of trammas or account balance (or a
stratum within that population). 100% examinatisrunlikely in the case of tests of
controls; however, it is more common for tests efatls. 100% examination may be

appropriate when, for example:
. The population constitutes a small number of laigee items;

. There is a significant risk and other means dopnovide sufficient appropriate
audit evidence; or

. The repetitive nature of a calculation or othergess performed automatically
by an information system makes a 100% examinatish &ffective.

Selecting Specific Items

A54. The auditor may decide to select specific gginom a population. In making this
decision, factors that may be relevant include dhitor's understanding of the
entity, the assessed risks of material misstatenmsnd the characteristics of the
population being tested. The judgemental seleafapecific items is subject to non-
sampling risk. Specific items selected may include:

. High value or key itemd he auditor may decide to select specific itenthiwa
population because they are of high value, or eikdime other characteristic,
for example, items that are suspicious, unusuatjcpéarly risk-prone or that
have a history of error.
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. All items over a certain amounThe auditor may decide to examine items
whose recorded values exceed a certain amount sto agerify a large
proportion of the total amount of a class of tratisas or account balance.

. Items to obtain informatian The auditor may examine items to obtain
information about matters such as the nature ofeahtty or the nature of
transactions.

A55. While selective examination of specific itefnem a class of transactions or account

balance will often be an efficient means of obtagniaudit evidence, it does not
constitute audit sampling. The results of auditcprures applied to items selected in
this way cannot be projected to the entire poputatiaccordingly, selective

examination of specific items does not provide auglridence concerning the

remainder of the population.

Audit Sampling

A56. Audit sampling is designed to enable conclusido be drawn about an entire

population on the basis of testing a sample dramamfit. Audit sampling is
discussed in ISA (NZ) 53¥.

Inconsistency in, or Doubts over Reliability of, Aulit Evidence (Ref: Para. 11)

A57. Obtaining audit evidence from different sosroe of a different nature may indicate

that an individual item of audit evidence is ndiaiele, such as when audit evidence
obtained from one source is inconsistent with tiained from another. This may be
the case when, for example, responses to enqoirisgnagement, internal auditors,
and others are inconsistent, or when responsesiduirees of those charged with

governance made to corroborate the responses toiriesqof management are
inconsistent with the response by management. I$4) 230 includes a specific

documentation requirement if the auditor identifiefbrmation that is inconsistent

with the auditor’s final conclusion regarding arsfigant matter’

16
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ISA (NZ) 530, “Audit Sampling.”
ISA (NZ) 230, “Audit Documentation,” paragraph. 11

18



ISA (NZ) 500

ACCOMPANYING ATTACHMENT: SIMILARITY TO THE INTERNAT  IONAL
STANDARDS ON AUDITING

This conformity statement accompanies but is ndtgddSA (NZ) 500.

Conformity with International Standards on Auditing

This International Standard on Auditing (New Zedalp@SA (NZ)) conforms to International
Standard on Auditing ISA 508udit Evidenceissued by the International Auditing and
Assurance Standards Board (IAASB), an independantard-setting board of the
International Federation of Accountants (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”

This ISA (NZ) incorporates terminology and defiaits used in New Zealand. References to
“management” and “those charged with governanceélieen amended in the ISAs (N2)
because the statutory responsibility for the prafpam of the financial statements rests with
those charged with governance.

Compliance with this ISA (NZ) enables compliancémSA 500.

Comparison with Australian Auditing Standards

In Australia the Australian Auditing and AssurarS@andards Board (AUASB) has issued
Australian Auditing Standard ASA 50Qudit Evidence.

ASA 500 conforms to ISA 500.
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