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Introduction

Scope of this ISA (N2)

1. This International Standard on Auditing (New [Eed) (ISA (NZ)) deals with
specific considerations by the auditor iq obtainiagfﬁciept appropriate audit
evidence in accordance with ISA (NZ) 330SA (NZ) 500 and other relevant
ISAs (NZ), with respect to certain aspects of ireey litigation and claims involving
the entity, and segment information in an audfiredncial statements.

Effective Date

2. This ISA (N2) is effective for audits of finamtistatements for periods beginning on
or after 1 September, 2011.

Objective
3. The objective of the auditor is to obtain su#fic appropriate audit evidence
regarding the:
(a) Existence and condition of inventory;
(b) Completeness of litigation and claims invotythe entity; and

(c) Presentation and disclosure of segment infaomain accordance with the
applicable financial reporting framework.

Requirements

Inventory
4. If inventory is material to the financial statemts, the auditor shall obtain sufficient
appropriate audit evidence regarding the existancecondition of inventory by:
(a) Attendance at physical inventory counting, sslenpracticable, tqRref: Para. Al-
A3)
() Evaluate management’s instructions and proedufor recording and
controlling the results of the entity’s physicav@mtory counting{Ref: Para.
A4)

(i) Observe the performance of management’s cpumtedures(Ref: Para. A5)
(i) Inspect the inventory; angRef: Para. A6)
(iv) Perform test counts; ar{def: Para. A7-A8)

(b) Performing audit procedures over the entityisalf inventory records to
determine whether they accurately reflect actuambory count results.

5. If physical inventory counting is conducted at aedather than the date of the
financial statements, the auditor shall, in additio the procedures required by
paragraph 4, perform audit procedures to obtaiit @audtlence about whether changes
in inventory between the count date and the dat¢heffinancial statements are

properly recordedRef: Para. A9-A11)

1 ISA(NZ) 330, “The Auditor's Responses to AssesRe&ks.”
2 ISA(NZ) 500, “Audit Evidence.”
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If the auditor is unable to attend physical invepteounting due to unforeseen
circumstances, the auditor shall make or observaesphysical counts on an
alternative date, and perform audit proceduresitarvening transactions.

If attendance at physical inventory counting is iagpicable, the auditor shall perform
alternative audit procedures to obtain sufficigmprapriate audit evidence regarding
the existence and condition of inventory. If inist possible to do so, the aut%itor shall
modify the opinion in the auditor’s report in acdance with ISA (NZ) 705.(Ref:
Para. A12-Al14)

If inventory under the custody and control ahad party is material to the financial
statements, the auditor shall obtain sufficientrappate audit evidence regarding the
existence and condition of that inventory by perfiorg one or both of the following:

(&) Request confirmation from the third party aghe quantities and condition of
inventory held on behalf of the entitRef: Para. A15)

(b) Perform inspection or other audit procedurgsra@griate in the circumstances.
(Ref: Para. A16)

Litigation and Claims

9.

10.

The auditor shall design and perform audit ptdoces in order to identify litigation
and claims involving the entity which may give risea risk of material misstatement,
including: (Ref: Para. A17-A19)

(@ Enquiry of management and, where applicabkbere within the entity,
including in-house legal counsel;

(b) Reviewing minutes of meetings of those chargeith governance and
correspondence between the entity and its extérgal counsel; and

(c) Reviewing legal expense accouriRef: Para. A20)

If the auditor assesses a risk of material tatissient regarding litigation or claims
that have been identified, or when audit procedyregormed indicate that other
material litigation or claims may exist, the audishall, in addition to the procedures
required by other ISAs (NZ), seek direct communacatwith the entity’s external
legal counsel. The auditor shall do so through teedeof enquiry, prepared by
management and sent by the auditor, requestingrtigy’s external legal counsel to
communicate directly with the auditor. If law, rdafion or the respective legal
professional body prohibits the entity’s externegdl counsel from communicating
directly with the auditor, the auditor shall perfoalternative audit procedurg&ef:
Para. A21-A25)

In-house and/or External Legal Counsel

NZ10.1 - Where in-house legal counsel has the pyimesponsibility for litigation and claims and

11.

is in the best position to corroborate represemtatirom management and those charged
with governance, the auditor shall endeavour taiokd representation letter from the in-
house legal counsel, seeking information similathit sought from the entity’s external
legal counsel. (Ref: Para. NZ A24.1 — NZ A24.2)

If:

3

ISA (NZ) 705, “Modifications to the Opinion in tHadependent Auditor’s Report.”
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(@ management refuses to give the auditor peramgsi communicate or meet with
the entity’s-external legal counsel, or the ensitgxternal legal counsel refuses
to respond appropriately to the letter of enquioy, is prohibited from
responding (Ref: Para. NZ A24.3 — NZ A24.4); and

(b) the auditor is unable to obtain sufficient egpiate audit evidence by
performing alternative audit procedures (Ref: PRAA24.5 — NZ A24.6),

the auditor shall modify the opinion in the audgoreport in accordance with
ISA (NZ) 705 (Ref: Para. NZ A24.7).

Written Representations

12. The auditor shall request those charged witlveg@mnce to provide written
representations that all known actual or possitigation and claims whose effects
should be considered when preparing the finantaéments have been disclosed to
the auditor and accounted for and disclosed inrdarce with the applicable financial
reporting framework.

Segment Information

13. The auditor shall obtain sufficient appropriadéeidit evidence regarding the
presentation and disclosure of segment informahoaccordance with the applicable
financial reporting framework byRef: Para. A26)

(@ Obtaining an understanding of the methods usedietermining segment
information, and(Ref: Para. A27)

(i) Evaluating whether such methods are likely &sult in disclosure in
accordance with the applicable financial reporfragnework; and

(i)  Where appropriate, testing the applicatiorso€h methods; and

(b) Performing analytical procedures or other aymldcedures appropriate in the
circumstances.

*k*k

Application and Other Explanatory Material

Inventory
Attendance at Physical Inventory Count{rgf: Para. 4(a))

Al. Management ordinarily establishes proceduredeunvhich inventory is physically
counted at least once a year to serve as a basted@reparation of the financial
statements and, if applicable, to ascertain thmlity of the entity’s perpetual
inventory system.

NZ-Al.1-1t is the responsibility of those chargeith governance of an entity to adopt policies
and procedures to identify, evaluate, record apdnteon the outcome of any material
litigation and claims. However, since the factdnsattwould be considered in the
accounting for and reporting of litigation and ohai are within the direct knowledge
and control of the management of an entity, managpéns the primary source of
information. Ordinarily, the auditor would seek #@uwgl/idence from different sources
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to corroborate management’s assertions.

A2. Attendance at physical inventory counting imed:

. Inspecting the inventory to ascertain its existesmog evaluate its condition, and
performing test counts;

. Observing compliance with management’s instructiand the performance of
procedures for recording and controlling the resolt the physical inventory
count; and

. Obtaining audit evidence as to the reliability cimagement’s count procedures.

These procedures may serve as tests of contralsbstantive procedures depending
on the auditor’s risk assessment, planned appraagtihe specific procedures carried
out.

A3. Matters relevant in planning attendance at aysinventory counting (or in
designing and performing audit procedures pursuanparagraphs 4-8 of this
ISA (N2)) include, for example:

. The risks of material misstatement related to ineen
. The nature of the internal control related to ireen

. Whether adequate procedures are expected to béligsta and proper
instructions issued for physical inventory counting

. The timing of physical inventory counting.
. Whether the entity maintains a perpetual invensystem.

. The locations at which inventory is held, includitige materiality of the
inventory and the risks of material misstatementdéterent Igcations, in
deciding at which locations attendance is approgri®A (NZ) 600 deals with
the involvement of other auditors and accordinglgynbe relevant if such
involvement is with regards to attendance of phalsinventory counting at a
remote location.

. . . 5
. Whether the assistance of an auditor's expert esle@. ISA (NZ) 620deals
with the use of an auditor's expert to assist thditar to obtain sufficient
appropriate audit evidence.

Evaluate Management’s Instructions and ProcedexgsPara. 4(a)(i))

A4. Matters relevant in evaluating management’stricsions and procedures for
recording and controlling the physical inventoryunting include whether they
address, for example:

. The application of appropriate control activitiés, example, collection of used
physical inventory count records, accounting fowused physical inventory
count records, and count and re-count procedures.

4

5

ISA (NZ) 600, “Special Considerations—Audits of @poFinancial Statements (Including the Work of the
Component Auditors).”

ISA (NZ) 620, “Using the Work of an Auditor’s Exger
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. The accurate identification of the stage of compiebf work in progress, of
slow moving, obsolete or damaged items and of itorgnowned by a third
party, for example, on consignment.

. The procedures used to estimate physical quantitibere applicable, such as
may be needed in estimating the physical quantityaal pile.

. Control over the movement of inventory between sraad the shipping and
receipt of inventory before and after the cutoffeda

Observe the Performance of Management’'s Count Buoes(Ref: Para. 4(a)(ii)

A5. Observing the performance of management’s cguotedures, for example those

relating to control over the movement of inventbefore, during and after the count,
assists the auditor in obtaining audit evidencd thanagement’s instructions and
count procedures are adequately designed and ireptech In addition, the auditor
may obtain copies of cutoff information, such atade of the movement of inventory,
to assist the auditor in performing audit proceduoser the accounting for such
movements at a later date.

Inspect the Inventor§ref: Para. 4(a)(iii))

AG.

Inspecting inventory when attending physicaleintory counting assists the auditor in
ascertaining the existence of the inventory (thonghnecessarily its ownership), and
in identifying, for example, obsolete, damagedgeiag inventory.

Perform Test Count®Ref: Para. 4(a)(iv))

AT.

A8.

Performing test counts, for example by tracitegns selected from management’s
count records to the physical inventory and tradiagis selected from the physical
inventory to management's count records, provideslitaevidence about the

completeness and the accuracy of those records.

In addition to recording the auditor’s tesunts, obtaining copies of management’s
completed physical inventory count records asstbis auditor in performing
subsequent audit procedures to determine whetkegrttity’s final inventory records
accurately reflect actual inventory count results.

Physical Inventory Counting Conducted Other thathatDate of the Financial Statements
(Ref: Para. 5)

A9.

For practical reasons, the physical inventmynting may be conducted at a date, or
dates, other than the date of the financial statésn@his may be done irrespective of
whether management determines inventory quanbifeen annual physical inventory
counting or maintains a perpetual inventory systeneither case, the effectiveness of
the design, implementation and maintenance of otsntsver changes in inventory
determines whether the conduct of physical invgntwunting at a date, or dates,
other than the date of the financial statementp@opriate for audit purposes. ISA
(NZ) 330 establishes requg'rements and providesaguiel on substantive procedures
performed at an interim date.

A10. Where a perpetual inventory system is maiethinmanagement may perform

6

ISA (NZ) 330, paragraphs 22-23.
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physical counts or other tests to ascertain theahiéty of inventory quantity
information included in the entity’s perpetual imtery records. In some cases,
management or the auditor may identify differenisesveen the perpetual inventory
records and actual physical inventory quantitieshand; this may indicate that the
controls over changes in inventory are not opegatiifiectively.

Relevant matters for consideration when desgg@audit procedures to obtain audit
evidence about whether changes in inventory amobetween the count date, or
dates, and the final inventory records are propedprded include:

. Whether the perpetual inventory records are prg@atjusted.
. Reliability of the entity’s perpetual inventory mds.

. Reasons for significant differences between thermétion obtained during the
physical count and the perpetual inventory records.

Attendance at Physical Inventory Counting Is Impicable (Ref: Para. 7)

Al2.

Al3.

Al4.

In some cases, attendance at physical inverimunting may be impracticable. This
may be due to factors such as the nature and d¢ocafi the inventory, for example,
where inventory is held in a location that may pttseats to the safety of the auditor.
The matter of general inconvenience to the audhoryvever, is not sufficient to
support a decision by the auditor that attendarscamipracticable. Further, as
explained in ISA (NZ) 200the matter of difficulty, time, or cost involved not in
itself a valid basis for the auditor to omit an &ymtocedure for which there is no
alternative or to be satisfied with audit evidetita is less than persuasive.

In some cases where attendance is impracticaliernative audit procedures, for
example inspection of documentation of the subssigsale of specific inventory
items acquired or purchased prior to the physicaémtory counting, may provide
sufficient appropriate audit evidence about thetexice and condition of inventory.

In other cases, however, it may not be posdiblobtain sufficient appropriate audit
evidence regarding the existence and conditiomwé#ntory by performing alternative
audit procedures. In such cases, ISA (NZ) 705 requihe auditor to modify the
opinion in the auditor’s report as a result of skepe limitation

Inventory under the Custody and Control of a Tladty

Confirmation(Ref: Para. 8(a))

Al5.

ISA (NZ) 508 establishes requirements and provides guidancepé&sforming
external confirmation procedures.

Other Audit Procedurg®ef: Para. 8(b))

Al6.

Depending on the circumstances, for examplerghnformation is obtained that
raises doubt about the integrity and objectivitytioé¢ third party, the auditor may
consider it appropriate to perform other audit pohres instead of, or in addition to,

7

8
9

ISA (NZ) 200, “Overall Objectives of the Indepenti@&uditor, and the Conduct of an Audit in Accordanc
with International Standards on Auditing (New Zealp” paragraph A48.

ISA (NZ) 705, paragraph 13.
ISA (NZ) 505, “External Confirmations.”

10
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confirmation with the third party. Examples of atlaeidit procedures include:

Attending, or arranging for another auditor to attethe third party’s physical
counting of inventory, if practicable.

Obtaining another auditor’s report, or a servicditau’'s report, on the adequacy
of the third party’s internal control for ensuririgat inventory is properly
counted and adequately safeguarded.

Inspecting documentation regarding inventory helg third parties, for
example, warehouse receipts.

Requesting confirmation from other parties wheremtery has been pledged as
collateral.

Litigation and Claims

Completeness of Litigations and Clai(Rrsf: Para. 9)

Al7. Litigation and claims involving the entity magve a material effect on the financial
statements and thus may be required to be disclmsadcounted for in the financial
statements.

Al18. In addition to the procedures identified inrggraph 9, other relevant procedures
include, for example, using information obtainetbtigh risk assessment procedures
carried out as part of obtaining an understandintp® entity and its environment to
assist the auditor to become aware of litigatioth @aims involving the entity.

NZ-A18.1- The procedures identified in paragrapBsahd A18 would ordinarily include the

following:

Reviewing and discussing with management the proesdwithin the entity’'s

internal controlstructure for identifying and recording litigati@md claims and
bringing them to the attention of management;

Reviewing and discussing with management the proesdwithin the entity’'s

internal control structure for the identificatiomontrol and recording of
litigation and claims and associated revenues aiEkreses in _appropriate
accounts; and

Obtaining and discussing with management:

(i) A list of litigation and claims, including aedcription of the matters and an
estimate of their likely financial consequences] an

(i) An analysis identifying litigation and claims

NZ-A18.2- Audit procedures that are undertaken ddferent purposes might also identify

litigation and claims. Such procedures include:

Examining contracts, loan agreements, leases,dnsarpolicies and claims, and

other correspondence;

Reading minutes of meetings of the audit committh@reholders and appropriate

committees;

Obtaining information concerning guarantees fromkbeonfirmations; and

Enquiries of management and other employees ddriliby.

11
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A19. Audit evidence obtained for purposes of idgitg litigation and claims that may
give rise to a risk of material misstatement alsy mprovide audit evidence regarding
other relevant considerations, such as valuatiomeasurement, regarding litigation
and claims. ISA (N2) 540 establishes requirements and provides guidaneganed
to the auditor’s consideration of litigation angiohs requiring accounting estimates
or related disclosures in the financial statements.

Reviewing Legal Expense Accouriisf: Para. 9(c))

A20. Depending on the circumstances, the auditoy judge it appropriate to examine
related source documents, such as invoices fol éegeenses, as part of the auditor’s
review of legal expense accounts.

Communication with the Entity’s External Legal CeelfRef: Para. 10-11)

A21. Direct communication with the entity’s exteri@gal counsel assists the auditor in
obtaining sufficient appropriate audit evidence taswhether potentially material
litigation and claims are known and estimates effthancial implications, including
costs, are reasonable.

A22. In some cases, the auditor may seek directraamcation with the entity’s external
legal counsel through a letter of general enquitoy. this purpose, a letter of general
enquiry requests the entity’s external legal colmgeinform the auditor of any
litigation and claims that the counsel is awaretofether with an assessment of the
outcome of the litigation and claims, and an edt@ma the financial implications,
including costs involved.

A23. If it is considered unlikely that the entityesxternal legal counsel will respond
appropriately to a letter of general enquiry, faample if the professional body to
which the external legal counsel belongs prohibésponse to such a letter, the
auditor may seek direct communication through teletf specific enquiry. For this
purpose, a letter of specific enquiry includes:

(@ Alist of litigation and claims;

(b) Where available, the entity’s assessment obtiliteome of each of the identified
litigation and claims and its estimate of the ficiah implications, including
costs involved; and

(c) A request that the entity’s external legal cslrconfirm the reasonableness of
the assessments and provide the auditor with fuitffermation if the list is
considered by the entity’s external legal counsddd incomplete or incorrect.

NZ-A23.1 An example of a letter of specific enqusyncluded in [NZ] Appendix 1.

NZ-A23.2 An auditor may in some circumstances rgtjtigat management send a letter of enquiry
to the entity’s legal counsel who are not identifias currently handling the entity’s
litigation and claims. For example when the entiys changed legal counsel on a
particular matter, or when legal counsel engagethbyentity has resigned, the auditor
would consider the need for enquiries concerning thasons for the change or

resignation.

10 |SA (NZ) 540, “Auditing Accounting Estimates, Inding Fair Value Accounting Estimates, and Related
Disclosures.”

12
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A24. In certain circumstances, the auditor also mnalge it necessary to meet with the
entity’s external legal counsel to discuss theljilkitcome of the litigation or claims.
This may be the case, for example, where:

. The auditor determines that the matter is a sicguift risk.
. The matter is complex.

. There is disagreement between management and tiig’'seexternal legal
counsel.

Ordinarily, such meetings require management'smg=ion and are held with a
representative of management in attendance.

In house and/or External Legal Counsel (Ref: P&Z.10.1)

NZAZ24.1 If both in-house and external legal courselinvolved in advising the entity on the same
litigation and claims, the auditor would ordinarfigek a letter of enquiry from the legal
counsel with the primary responsibility for that ttea However, there may be
circumstances where the in-house legal counseptigsry responsibility, but the matter
has involved substantial participation by an exeérlegal counsel, and is of such
significance that the auditor would consider obtajra letter of enquiry from the external
legal counsel to determine that their opinion dogtsdiffer materially from that of the in-
house legal counsel.

NZ A24.2 In circumstances where both in-house attereal legal counsel have devoted substantial
attention to litigation and claims involving thetgynand primary responsibility rests with
the external legal counsel, evidence obtained famnin-house legal counsel is not an
adequate substitute for any information that th&ermal legal counsel may refuse to
furnish.

Legal Counsel’s Inability to Respond ComprehengiweelLimitations in a Response (Ref:

Para 11(a))

NZA24.3 If a response is not received from thetelstiegal counsel, or the response received is
incomplete, the auditor would ordinarily consider:

(a) requesting management to contact the entiggal counsel to either seek a
complete answer to the original request, or ananailon for the lack of, or
limitation in, a response, which ought to be sergatly to the auditor; or

(b) making arrangements to discuss with managemmetiie entity’s legal counsel
the reasons for the lack of, or limitation in, apgense.

Alternative Audit Procedures (Ref. Para. 11(b))

NZA24.4 Where the auditor has not obtained sufficEppropriate audit evidence as to a material
financial statement assertion regarding litigataord claims, under ISA (NZ) 330, the
auditor needs to consider whether alternative guitedures can provide further audit
evidence. Alternative audit procedures may include:

(a) further enquiries of management, about foraims¢ the processes, procedures
and assumptions they implement, adopt or make gareditigation and claims
are recognised and disclosed in accordance with aiydicable financial
reporting framework;

13
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(b) where possible, making arrangements to disdiiggtion and claims with

management and the entity’s legal counsel;

(c) further review of documents in management’ssgssion concerning litigation
and claims, including the entity’'s board minutasd a

(d) further examination of accounts rendered leyahtity’s external legal counsel.

Other Audit Reporting Considerations (Ref: Para) 11

NZA24.5 In those circumstances where, due to uargits, the entity’s legal counsel is unable to

form a conclusion to corroborate representatioosmfmanagement and those charged
with governance, the auditor needs to considereffext on the auditor’s report arising
from the extent of disclosure of the uncertaintyhe financial statements:

(a) where the auditor considers that the disclsfithe uncertainty in the financial
statements is adequate, the auditor needs to evnsaicluding an Emphasis of
Matter paragraph, in accordance with ISA (NZ) 7061,

(b) if in the auditor’s opinion the disclosure thfe uncertainty is inadequate or
unreliable, a modified opinion needs to be expmrseeaccordance with ISA

(NZ) 705.

A25. In accordance with ISA (N2Z) 700the auditor is required to date the auditor’s repo

no earlier than the date on which the auditor Heaioned sufficient appropriate audit
evidence on which to base the auditor’s opiniontlos financial statements. Audit
evidence about the status of litigation and claiqpgo the date of the auditor’s report
may be obtained by enquiry of management, includmgpouse legal counsel,
responsible for dealing with the relevant mattérssome instances, the auditor may
need to obtain updated information from the ergigxternal legal counsel.

Segment Information (Ref: Para. 13)
A26. Depending on the applicable financial repagrtiftamework, the entity may be

required or permitted to disclose segment inforamain the financial statements. The
auditor’s responsibility regarding the presentatiand disclosure of segment
information is in relation to the financial statemee taken as a whole. Accordingly,
the auditor is not required to perform audit praged that would be necessary to
express an opinion on the segment information ptedeon a stand alone basis.

Understanding of the Methods Used by ManagertRentPara. 13(a))
A27. Depending on the circumstances, examples dfemsathat may be relevant when

obtaining an understanding of the methods used bByagement in determining

segment information and whether such methods ketylto result in disclosure in

accordance with the applicable financial reportiagnework include:

. Sales, transfers and charges between segmentslilanakation of inter-segment
amounts.

. Comparisons with budgets and other expected redoltsexample, operating
profits as a percentage of sales.

11

ISA (NZ) 700, “Forming an Opinion and Reporting Binancial Statements,” paragraph 41.

14
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The allocation of assets and costs among segments.

Consistency with prior periods, and the adequadh@fisclosures with respect
to inconsistencies.

15
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NZ] Appendix 1
(Ref: NZA23.1)

This example letter relates to specific enquingedied to the entity’s external legal counsel,
but may be adapted, as appropriate, to specificzggalirected to the entity’s internal lega

counse

Example of a Letter of Specific Enquiry to ExternalLegal Counsel (For an
Audit Client)

(Client Letterhead)

(Date)

(Name and Address of External Legal Counsel)

Dear ...

In connection with the preparation and audit offthancial statements of (name of
company) (and the following subsidiaries and/oisidns) for the reporting period ended
(date) we request that you provide to this compahgur cost, the following information:

1 Confirmation that you are acting for the compéanyd the above-named subsidiaries
and/or divisions) in relation to the matters meméid below and that the directors’
description and estimates of the amounts of thenfiral settlement (including costs
and disbursements) which might arise in relatiothtse matters are in your opinion

reasonable.
Name of Company Directors’ Description of  Directors’ Estimate of the
(subsidiary or Matter (including current Fllnancllal Settlement
. status) (inclusive of costs and

division) disbursement

2 Should you disagree with any of the informatiocuded in 1 above, please comment
on the nature of your disagreement.

3 In addition to the above, a list of open fileattiiou maintain in relation to the
company (and the above mentioned subsidiaries adilisions).

4 In relation to the matters identified under 2 8nmbove, we authorise you to discuss

these matters with our auditor (hame and addréssfjuested, and at our cost.

It is understood that:

(a) the company (and the above-named subsidian#/srdivisions) may have used other
legal counsel in certain matters;

(b) the information sought relates only to informoatrelating to litigation and claims
referred to your firm (including branches or submmigs) which were current at any
time during the above-mentioned reporting periagdiave arisen since the end of the
reporting period and up to the date of your resppns
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(c)  unless separately requested in writing, younataesponsible for keeping the auditors
advised of any changes after the date of your reply

(d) you are only required to respond on mattersrreél to you as legal counsel for the
company (and the above-mentioned subsidiaries addfisions), not on those within
your knowledge solely because of the holding of affige as director, secretary or
otherwise of the company (and the above-mentionbdidiaries and/or divisions) by a
consultant, partner or employee of your firm; and

(e) your reply is sought solely for the informatioi) and assistance to, this company in
connection with the audit of, and report with redge, the financial statements of the
company (and the above-mentioned subsidiaries addfisions) and will not be
quoted or otherwise referred to in any financiatesinents or related documents of the
company (and the above-mentioned subsidiaries add/igions) nor will it be
furnished to any governmental agency or other persabject to specific legislative
requirements, without the prior written consenyafir firm.

Your prompt assistance in this matter will be ap@ted. If you are unable to confirm or
provide the information requested above, pleasesadis and our auditor the reasons for any
limitation or impediment to fulfilling this request

Please forward a signed copy of your reply direttlpur auditors, (hame) at (address), by

(date).

Yours faithfully,

(Signature and Title of client)
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ACCOMPANYING ATTACHMENT: SIMILARITY TO THE INTERNAT IONAL
STANDARDS ON AUDITING

This conformity statement accompanies but is nat@aSA (NZ) 501.

Conformity with International Standards on Auditing

This International Standard on Auditing (New Zealp(SA (NZ)) conforms to International
Standard on Auditing ISA 50Audit Evidence — Specific Considerations for Sekkttems
issued by the International Auditing and AssuraBtandards Board (IAASB), an
independent standard-setting board of the IntevnatiFederation of Accountants (IFAC).

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

The following requirement is additional to ISA 50tlhas also been added to ASA 501:

. Where in-house legal counsel has the primary resbiity for litigation and claims
and is in the best position to corroborate managé€meepresentations, the auditor
shall endeavour to obtain a representation lettem fthe in-house legal counsel,
seeking information similar to that sought from #rdity’s external legal counsel. (Ref:
Para. NZ10.2Aus 5.)

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

Compliance with this ISA (NZ) enables compliancémSA 501.

Comparison with Australian Auditing Standards

In Australia the Australian Auditing and AssurarSandards Board (AUASB) has issued
Australian Auditing Standard ASA 50Audit Evidence — Specific Considerations for
Inventory and Segment Informatiand ASA 502Audit Evidence — Specific Considerations
for Litigation and Claims.

ASA 501 conforms with the Inventory and Segmenoidnfation sections (paragraphs 1-8, 13,
Al-Al16 and A26-A27) of ISA 501. The other paradrapf ISA 501 (paragraphs 1-3, 9-12
and A17-A25) relating to Litigation and Claims ameorporated into ASA 502.

The AUASB decided to continue to issue ASA 502 aeparate Auditing Standard, in the
same way as the structure of the previous Austratandards. Paragraphs have therefore
been renumbered in ASA 502.

The following requirements are additional to ISAL%Nd ISA (NZ) 501.:

. If a response from the entity’s external or intériegal counsel contains a material
disagreement with management’s original evaluatiba particular matter, the auditor
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shall seek discussions with management and thaysniegal counsel, unless
management subsequently agrees with the legal etaievaluation. (Ref: Para. Aus
5.2)

The auditor shall enquire of management about iteyation and claims referred to the
entity’s legal counsel subsequent to the date efdiguest for a letter of enquiry to the
entity’s legal counsel and prior to signing theitars report. (Ref: Para. Aus 6.1)

If audit procedures lead to the discovery of matteir a legal nature not previously
identified by management, the auditor shall conside impact of each of the matters
on the financial report. (Ref: Para. Aus 6.2)
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