ISA 505 marked up to ISA (NZ) 505

The purpose of this document is to clearly indicate all changes made to the International
Standard on Auditing when developing the International Standard on Auditing (New
Zealand) equivalent. Amended paragraphs are shown with new text underlined and

deleted text struck through.
This document has been prepared by staff for information purposes only.
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Introduction
Scope of this ISA (NZ)

1.  This International Standard on Auditing (New Zealand) (ISA _(NZ)) deals with the
auditor’s use of external confirmation procedures to obtain audit evidence in
accordance with the requirements of ISA (NZ) 330" and ISA (NZ) 500.% It does not
address inguiriesenquiries regarding litigation and claims which are dealt with in

ISA (NZ) 501.°
External Confirmation Procedures to Obtain Audit Evidence
2. ISA(NZ) 500 indicates that the reliability of audit evidence is influenced b¥mits\source
and by its nature, and is dependent on the individual circumstances ugder whiclhrit is
| obtained.* That ISA (NZ) also includes the following izati erglisations
applicable to audit evidence:®
. Audit evidence is more reliable when it is obtained f ndent sources
outside the entity.

. Audit evidence obtained directly by the audi more reliable than audit

evidence obtained indirectly or by inference
. Audit evidence is more reliable when i e

paper, electronic or other medium.

ocumentary form, whether

Accordingly, depending on the circumstances\gf the audit, audit evidence in the form
of external confirmations received di by the auditor from confirming parties
| may be more reliable than eviden internally by the entity. This ISA_(NZ)
is intended to assist the auditQr i ing and performing external confirmation

evidence, for exampl
| . ISA_(NZ) 830 es the auditor’s responsibility to design and implement
overall réspofises to address the assessed risks of material misstatement at the

nt level, and to design and perform further audit procedures

sks of material misstatement at the assertion level.® In addition,

330 requires that, irrespective of the assessed risks of material

atement, the auditor designs and performs substantive procedures for each

Q aterial class of transactions, account balance, and disclosure. The auditor is

also required to consider whether external confirmation procedures are to be
performed as substantive audit procedures.’

! 1SA 330, “The Auditor’s Responses to Assessed Risks.”

2 ISA 500, “Audit Evidence.”

® ISA(NZ) 501, “Audit Evidence—Specific Considerations for Selected Items.”
* __ISA(NZ) 500, paragraph A5.

> 1SA(NZ) 500, paragraph A31.

® 1SA(NZ) 330, paragraphs 5-6.

" 1SA (NZ) 330, paragraphs 18-19.
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. ISA_(NZ) 330 requires that the auditor obtain more persuasive audit evidence
the higher the auditor’s assessment of risk.? To do this, the auditor may increase
the quantity of the evidence or obtain evidence that is more relevant or reliable,
or both. For example, the auditor may place more emphasis on obtaining
evidence directly from third parties or obtaining corroborating evidence from a
number of independent sources. ISA (NZ) 330 also indicates that external
confirmation procedures may assist the auditor in obtaining audit evidence with
the high level of reliability that the auditor requires to respond to significant
risks of material misstatement, whether due to fraud or error.’

. ISA_(NZ) 240 indicates that the auditor may design confirmation requests to
obtain additional corroborative information as a response to s the
assessed risks of material misstatement due to fraud at the asserti@n level.

. ISA_(NZ) 500 indicates that corroborating information obtainethfroga’a source
independent of the entity, such as external confirmations increase the
assurance the auditor obtains from evidence existing withinythe accounting
records or from representations made by those chagged With governance.™

Effective Date

4.  This ISA (N2Z) is effective for audits of financi Ie s for periods beginning on
or after 1 September, 2011. &
Objective
5. The objective of the auditor, w u xternal confirmation procedures, is to
design and perform such procedures\te,obtain relevant and reliable audit evidence.
Definitions Y
6. For purposes of the % £), the following terms have the meanings attributed
below:

ation — Audit evidence obtained as a direct written response to
a third party (the confirming party), in paper form, or by
r other medium.

(@) External
the i
ele

(b) sitive J€onfirmation request — A request that the confirming party respond

%ﬂvy to the auditor indicating whether the confirming party agrees or

ISagrees with the information in the request, or providing the requested
nformation.

c) Negative confirmation request — A request that the confirming party respond
directly to the auditor only if the confirming party disagrees with the
information provided in the request.

ISA (NZ) 330, paragraph 7(b).

ISA (NZ) 330, paragraph A53.

10

ISA (NZ) 240, “The Auditor’s Responsibilities Relating to Fraud in an Audit of Financial Statements,”

11

paragraph A37.
ISA (NZ) 500, paragraph A8-A9.
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(d) Non-response — A failure of the confirming party to respond, or fully respond, to
a positive confirmation request, or a confirmation request returned undelivered.

(e) Exception — A response that indicates a difference between information
requested to be confirmed, or contained in the entity’s records, and information
provided by the confirming party.

Requirements
External Confirmation Procedures

7. When using external confirmation procedures, the auditor shall maintain contkol over
external confirmation requests, including:

(@) Determining the information to be confirmed or requested; (Ref; w
(b) Selecting the appropriate confirming party; (Ref: Para. A2)

(c) Designing the confirmation requests, including deter t requests are
properly addressed and contain return informati s onses to be sent
directly to the auditor; and (Ref: Para. A3-A6)

(d) Sending the requests, including follow- up ts When applicable, to the
confirming party. (Ref: Para. A7)
Management’s Refusal to Allow the Auditor{% Confirmation Request
rto

8.  If management refuses to allow the audito d a confirmation request, the auditor

shall:

for the refusal, and seek audit evidence as
S; (Ref: Para. A8)

(b) Evaluate the impli anagement’s refusal on the auditor’s assessment
erial misstatement, including the risk of fraud, and on

Perform
audit

(©)

tive audit procedures designed to obtain relevant and reliable
ef: Para. A10)

9. If the aud concludes that management’s refusal to allow the auditor to send a
co ion réquest is unreasonable, or the auditor is unable to obtain relevant and
%‘drt evidence from alternative audit procedures, the auditor shall

N ate with those charged with governance in accordance with ISA (NZ) 260."

drtor also shall determine the implications for the audit and the auditor’s
op|n|on in accordance with ISA (NZ) 705.%

Results of the External Confirmation Procedures
Reliability of Responses to Confirmation Requests

10. If the auditor identifies factors that give rise to doubts about the reliability of the
response to a confirmation request, the auditor shall obtain further audit evidence to

12 1SA (NZ) 260, “Communication with Those Charged with Governance,” paragraph 16.

1 ISA (NZ) 705, “Modifications to the Opinion in the Independent Auditor’s Report.”
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resolve those doubts. (Ref: Para. A11-A16)

11. If the auditor determines that a response to a confirmation request is not reliable, the
auditor shall evaluate the implications on the assessment of the relevant risks of
material misstatement, including the risk of fraud, and on the related nature, timing
and extent of other audit procedures. (Ref: Para. A17)

Non-Responses
12. In the case of each non-response, the auditor shall perform alternative audit
procedures to obtain relevant and reliable audit evidence. (Ref: Para A18-A19)

When a Response to a Positive Confirmation Request Is Necessary to Obtain icient
Appropriate Audit Evidence

13. If the auditor has determined that a response to a positive co jonprequest is
necessary to obtain sufficient appropriate audit evidence, altepaati procedures
will not provide the audit evidence the auditor requires. If th %o oes not obtain
such confirmation, the auditor shall determine the implications for the audit and the
auditor’s opinion in accordance with ISA (NZ) 705. : Paca A20)

Exceptions

14. The auditor shall investigate exceptions @e whether or not they are

indicative of misstatements. (Ref: Para. A21

Negative Confirmations
15. Negative confirmations provide s ypersuasive audit evidence than positive

confirmations. Accordingly, t oF’shall not use negative confirmation requests
as the sole substantive procedure to address an assessed risk of material
misstatement at the assekti unless all of the following are present: (Ref: Para.
A23)

sed the risk of material misstatement as low and has
ilent appropriate audit evidence regarding the operating
controls relevant to the assertion;

(@ The audit

(b) The po ion of items subject to negative confirmation procedures comprises
large humber of small, homogeneous, account balances, transactions or
snditions;

very low exception rate is expected; and
(d) The auditor is not aware of circumstances or conditions that would cause
recipients of negative confirmation requests to disregard such requests.
Evaluating the Evidence Obtained

16. The auditor shall evaluate whether the results of the external confirmation procedures
provide relevant and reliable audit evidence, or whether further audit evidence is
necessary. (Ref: Para A24-A25)

**k*k
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Application and Other Explanatory Material
External Confirmation Procedures

Determining the Information to Be Confirmed or Requested (Ref: Para. 7(a))

Al.

External confirmation procedures frequently are performed to confirm or request
information regarding account balances and their elements. They may also be used to
confirm terms of agreements, contracts, or transactions between an entity and other
parties, or to confirm the absence of certain conditions, such as a “side agreement.”

Selecting the Appropriate Confirming Party (Ref: Para. 7(b))

A2.

Responses to confirmation requests provide more relevant and reliable audit €¥idence
when confirmation requests are sent to a confirming party the au i I
knowledgeable about the information to be confirmed. For exa
institution official who is knowledgeable about the transactions”of*arrangements for
which confirmation is requested may be the most appropria@o at the financial

institution from whom to request confirmation.

Designing Confirmation Requests (Ref: Para. 7(c))

A3.

A4,

The design of a confirmation request may direg eChthe confirmation response
rate, and the reliability and the nature of the a ce obtained from responses.
n

Factors to consider when designing confi ests include:

. The assertions being addressed.
. Specific identified risks of rial misstatement, including fraud risks.

h&"confirmation request.

. The layout and presentafi
r similar engagements.

. Prior experience o@
. The method of .m ation (for example, in paper form, or by electronic or

other medi
. Managem t Sy autherizationauthorisation or encouragement to the confirming
d to the auditor. Confirming parties may only be willing to
a confirmation  request  containing  management’s
authorlsatlon.

ility of the intended confirming party to confirm or provide the requested
rmation (for example, individual invoice amount versus total balance).

itive external confirmation request asks the confirming party to reply to the
uditor in all cases, either by indicating the confirming party’s agreement with the
given information, or by asking the confirming party to provide information. A
response to a positive confirmation request ordinarily is expected to provide reliable
audit evidence. There is a risk, however, that a confirming party may reply to the
confirmation request without verifying that the information is correct. The auditor
may reduce this risk by using positive confirmation requests that do not state the
amount (or other information) on the confirmation request, and ask the confirming
party to fill in the amount or furnish other information. On the other hand, use of this
type of “blank” confirmation request may result in lower response rates because
additional effort is required of the confirming parties.
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A6. Determining that requests are properly addressed includes testing the validity of some
or all of the addresses on confirmation requests before they are sent out.
Follow-Up on Confirmation Requests (Ref: Para. 7(d))

A7. The auditor may send an additional confirmation request when a reply to a previous
request has not been received within a reasonable time. For example, the auditor may,
having re-verified the accuracy of the original address, send an additional or follow-
up request.

Management’s Refusal to Allow the Auditor to Send a Confirmation Reques
Reasonableness of Management’s Refusal (Ref: Para. 8(a))

A8. A refusal by management to allow the auditor to send a confirm

I0R, request is a
limitation on the audit evidence the auditor may wish to obtain. Theyduditor is
therefore required to inguireenquire as to the reasons for the-bigitation: A common
reason advanced is the existence of a legal dispute or ong ation with the
intended confirming party, the resolution of which may be affected by an untimely
confirmation request. The auditor is required to seek audi
and reasonableness of the reasons because of
attempting to deny the auditor access to audit evic

vidence as to the validity
management may be
ay reveal fraud or error.

Implications for the Assessment of Risks of Matg€lal Misstatement (Ref: Para. 8(b))

A9. The auditor may conclude from the gvaluatiog in paragraph 8(b) that it would be
appropriate to revise the assessmgnt risks of material misstatement at the
assertion level and modify plann udit procedures in accordance with ISA (NZ)
315." For example, if manag est to not confirm is unreasonable, this may
indicl%te a fraud risk fact at\requires evaluation in accordance with ISA (NZ)
240.

Alternative Audit Proce ara. 8(c))

A10. The alternative4qu rocedures performed may be similar to those appropriate for a

9

non-respon t in paragraphs A18-A19 of this ISA (NZ). Such procedures
also woulintak®d.account of the results of the auditor’s evaluation in paragraph 8(b) of

this | N

Results-e

. ISA_(NZ) 500 indicates that even when audit evidence is obtained from sources
xternal to the entity, circumstances may exist that affect its reliability.*® All responses
carry some risk of interception, alteration or fraud. Such risk exists regardless of
whether a response is obtained in paper form, or by electronic or other medium.
Factors that may indicate doubts about the reliability of a response include that it:

ernal Confirmation Procedures

esponses to Confirmation Requests (Ref: Para. 10)

4 ISA (NZ) 315, “Identifying and Assessing the Risks of Material Misstatement through Understanding the

Entity and Its Environment,” paragraph 31.
15 ISA (NZ) 240, paragraph 24.
16 ISA (NZ) 500, paragraph A31.
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. Was received by the auditor indirectly; or
. Appeared not to come from the originally intended confirming party.

Responses received electronically, for example by facsimile or electronic mail,
involve risks as to reliability because proof of origin and authority of the respondent
may be difficult to establish, and alterations may be difficult to detect. A process used
by the auditor and the respondent that creates a secure environment for responses
received electronically may mitigate these risks. If the auditor is satisfied that such a
process is secure and properly controlled, the reliability of the related responses is
enhanced. An electronic confirmation process might incorporate various teghniques
for validating the identity of a sender of information in electronic form, f. ample,
through the use of encryption, electronic digital signatures, and procedures toerify
web site authenticity.

If a confirming party uses a third party to coordinate and ide\ responses to
confirmation requests, the auditor may perform procedures to@ the risks that:

(@) The response may not be from the proper source;

(b) Arespondent may not be autherizedauthorised to

(c) The integrity of the transmission may have '% romised.
The auditor is required by ISA (NZ) 500 e whether to modify or add

procedures to resolve doubts over the reli information to be used as audit

a confirmation request by contacting confirming party. For example, when a
confirming party responds by électrofiic”mail, the auditor may telephone the
confirming party to determin e confirming party did, in fact, send the
response. When a response returned to the auditor indirectly (for example,
because the confirming oprectly addressed it to the entity rather than to the
auditor), the auditor the confirming party to respond in writing directly to
the auditor.

On its own, anQralgesponse to a confirmation request does not meet the definition of
an external ation because it is not a direct written response to the auditor.
However%ob aining an oral response to a confirmation request, the auditor may,

depending o circumstances, request the confirming party to respond in writing
dir to the’auditor. If no such response is received, in accordance with paragraph
itor seeks other audit evidence to support the information in the oral

se. Such restrictions do not necessarily invalidate the reliability of the response as
audit evidence.

Unreliable Responses (Ref: Para. 11)

Al7.

When the auditor concludes that a response is unreliable, the auditor may need to
revise the assessment of the risks of material misstatement at the assertion level and

7 ISA (NZ) 500, paragraph 11.
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modify planned audit procedures accordingly, in accordance with ISA (NZ) 315.* For
example, an unreliable response may indicate a fraud risk factor that requires
evaluation in accordance with ISA (NZ) 240.%°
Non-Responses (Ref: Para. 12)
A18. Examples of alternative audit procedures the auditor may perform include:

. For accounts receivable balances — examining specific subsequent cash receipts,
shipping documentation, and sales near the period-end.

. For accounts payable balances — examining subsequent cash disburserfjents or
correspondence from third parties, and other records, such as go ceived

notes.
A19. The nature and extent of alternative audit procedures are affected b WUnt and
assertion in question. A non-response to a confirmation re indicate a

previously unidentified risk of material misstatement. In s ions, the auditor
may need to revise the assessed risk of material misstatem e assertion level,
and modify planned audit procedures, in accordance\with “1SA (NZ) 315.2° For
example, fewer responses to confirmation request ticipated, or a greater

number of responses than anticipated, may indigate®a previously unidentified fraud
risk factor that requires evaluation in accordange V SA'(NZ) 240.2

When a Response to a Positive Confirmation q&s

Appropriate Audit Evidence (Ref. Para. 13)

Necessary to Obtain Sufficient
'OWidentify an assessed risk of material
ich a response to a positive confirmation

icient appropriate audit evidence. Such

A20. In certain circumstances, the au
misstatement at the assertion
request is necessary to

auditor is required by ISA (NZ) 240 to evaluate whether such misstatement is
indicative of fraud.?* Exceptions may provide a guide to the quality of responses from
similar confirming parties or for similar accounts. Exceptions also may indicate a
deficiency, or deficiencies, in the entity’s internal control over financial reporting.

¥ ISA (NZ) 315, paragraph 31.
¥ 1SA (NZ) 240, paragraph 24.
% 1SA(NZ) 315, paragraph 31.
2 ISA (NZ) 240, paragraph 24.
2 1SA(NZ) 240, paragraph 35.
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. Some exceptions do not represent misstatements. For example, the auditor may

conclude that differences in responses to confirmation requests are due to timing,
measurement, or clerical errors in the external confirmation procedures.

Negative Confirmations (Ref: Para. 15)

AZ23.

The failure to receive a response to a negative confirmation request does not explicitly
indicate receipt by the intended confirming party of the confirmation request or
verification of the accuracy of the information contained in the request. Accordingly, a
failure of a confirming party to respond to a negative confirmation request provides
significantly less persuasive audit evidence than does a response to a“positive
confirmation request. Confirming parties also may be more likely to respont™maicating
their disagreement with a confirmation request when the information j&hf?q St is
, h
LN

not in their favesfavour, and less likely to respond otherwise. For exa Iders of
bank deposit accounts may be more likely to respond if they believe
their account is understated in the confirmation request, but~mmg
respond when they believe the balance is overstated. Th % sending negative
confirmation requests to holders of bank deposit accounts4may besa-tiseful procedure in
considering whether such balances may be understate unlikely to be effective if
the auditor is seeking evidence regarding overstate

: alance in
be less likely to

Evaluating the Evidence Obtained (Ref: Para. 16) \E
A24. When evaluating the results of individua&a onfirmation requests, the auditor
lows

A25.

may categerizecategorise such results as

(@ A response by the appropriatg,confirming party indicating agreement with the
information provided ipgthe rmation request, or providing requested
information without exeeptiQn;

(b) Aresponse deem

auditor performed, may assist the auditor in concluding whether sufficient
appropriate abgit evidence has been obtained or whether further audit evidence is
ne as required by ISA (NZ) 330.%

O

23

ISA (NZ) 330, paragraphs 26-27.

10



