ISA (NZ) 510
Issued 07/11
Compiled 8711/13

-=XRB

EXTERNAL REPORTING BOARD

Te Kawai Arahi Piirongo Mowaho

INTERNATIONAL STANDARD ON AUDITING (NEW ZEALAND) 510

Initial Audit Engagements — Opening Balances (ISA (NZ) 510)

This compilation was prepared in JulyNovember 2013 and incorporates amendments up to and
including April 2013.

Issued July 2014

Effective for audits of historical financial statements for periods beginning on or after
1 September, 2011.

This Standard was issued by the External Reporting Board pursuant to section 24(1)(b) of the Financial
Reporting Act 1993. This Standard is a Regulation for the purpose of the Regulations (Disallowance)
Act 1989.



ISA (NZ) 510
COPYRIGHT
© External Reporting Board (“XRB”) 2011

This XRB standard contains copyright material agroduces, with the permission of the
International Federation of Accountants (IFAC),tparf the corresponding international standard
issued by the International Auditing and Assura8tandards Board (“IAASB”), and published by
IFAC. Reproduction within New Zealand in unaltefedn (retaining this notice) is permitted for
personal and non-commercial use subject to thesrmah of an acknowledgement of the source.

Requests and enquiries concerning reproductionights for commercial purposes within New
Zealand should be addressed to the Chief Execixteynal Reporting Board at the following email
addressenquiries@xrb.govt.nz

All existing rights (including copyrights) in thimaterial outside of New Zealand are reserved by
IFAC, with the exception of the right to reproddoethe purposes of personal use or other fair
dealing. Further information can be obtained fré/AC atwww.ifac.orgor by writing to
permissions@ifac.org

ISBN 978-1-927174-17-3



ISA (NZ) 510

INTERNATIONAL STANDARD ON AUDITING (NEW ZEALAND) 510
INITIAL AUDIT ENGAGEMENTS - OPENING BALANCES

Issued by the External Reporting Board

CONTENTS

Paragraph
History of Amendments
Introduction
Scope Of thIS ISA (NZ) .eeeiiiii i e e e e e e e e e e e ee e e e e eeneaannes 1
EffECHIVE DALE .....ccoiiiiiieieeee ettt 2
(@ o] =3 11V S 3
D= 11 0111 0] LS PP 4
Requirements
AUAIT PrOCEAUIES ...ttt e e e e e s enbeeees 5-9
Audit Conclusions and REPOIMING .....uiiiiiceeeeeiiiiie e ee e e 10-13
Application and Other Explanatory Material
AUAIT PrOCEAUIES ...ttt e e e e e s eebenebeees Al-A7
Audit Conclusions and REPOIING ......iiiiiceeeeeiiiieie e e e A8-A9

Appendix: lllustrations of Auditors’ Reports withddified Opinions
Accompanying Attachment: Similarity to the Interoatl Standards on Auditing

International Standard on Auditing (New Zealand) (ISA (NZ)) 510, “Initial Audit Engagements — Opening Balances”
should be read in conjunction with ISA (NZ) 200, “Overall Objectives of the Independent Auditor and the Conduct of
an Audit in Accordance with International Standards on Auditing (New Zealand).”




History of Amendments

ISA (NZ) 510

Table of pronouncements — ISA (NZ) 51mnitial Audit Engagements — Opening Balances

This table lists the pronouncements establishirgaanending ISA (NZ) 510.

Pronouncements Date Early Effective date
approved operative date

International Standard on |July 2011 - This ISA (NZ) is effective fol
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Introduction
Scope of this ISA (N2Z)

1. This International Standard on Auditing (New Zedp(ISA (NZ)) deals with the
auditor’s responsibilities relating to opening ees in an initial audit engagement.
In addition to financial statement amounts, openimglances include matters
requiring disclosure that existed at the beginr@hthe period, such as contingencies
and commitments. When the financial statementsudeclcomparative financial
information, ,the requirements and guidance in ISRZ) 710 also apply.
ISA (NZ) 300 includes additional requirements and guidance rdagg activities
prior to starting an initial audit.

Effective Date

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

Objective

3. In conducting an initial audit engagement, the ofoye of the auditor with respect to
opening balances is to obtain sufficient appropraatdit evidence about whether:

(@) Opening balances contain misstatements that mifyeadfect the current
period’s financial statements; and

(b) Appropriate accounting policies reflected in theswmpg balances have been
consistently applied in the current period’s finahcstatements, or changes
thereto are appropriately accounted for and adetyuptesented and disclosed
in accordance with the applicable financial repgytiramework.

Definitions

4. For the purposes of the ISAs (NZ), the followingiie have the meanings attributed
below:

(@) Initial audit engagement — An engagement in whittee:
(i) The financial statements for the prior periodresnot audited; or

(i)  The financial statements for the prior periwdre audited by a predecessor
auditor.

(b) Opening balances — Those account balances thdtatxise beginning of the
period. Opening balances are based upon the clbsiagces of the prior period
and reflect the effects of transactions and evehpsior periods and accounting
policies applied in the prior period. Opening baks also include matters
requiring disclosure that existed at the beginnofgthe period, such as
contingencies and commitments.

(c) Predecessor auditor — The auditor from a diffegardit firm, who audited the
financial statements of an entity in the prior pdreand who has been replaced
by the current auditor.

1 ISA(NZ) 710, “Comparative Information - Corresjlimg Figures and Comparative Financial Statements.”

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

Opening Balances

5.

The auditor shall read the most recent financeteshents, if any, and the predecessor
auditor’'s report thereon, if any, for informatiorlevant to opening balances,
including disclosures.

The auditor shall obtain sufficient appropriate iaugliidence about whether the
opening balances contain misstatements that miateatiect the current period’s
financial statements byRef: Para. A1-A2)

(@) Determining whether the prior period’s closing Ingles have been correctly
brought forward to the current period or, when appate, have been restated,;

(b) Determining whether the opening balances reflestaghplication of appropriate
accounting policies; and

(c) Performing one or more of the followingref: Para. A3-A7)

(i) Where the prior year financial statements watglited, reviewing the
predecessor auditor's working papers to obtain engd regarding the
opening balances;

(i) Evaluating whether audit procedures performeadthe current period
provide evidence relevant to the opening balarmes;

(i) Performing specific audit procedures to ohtavidence regarding the
opening balances.

If the auditor obtains audit evidence that the apgalances contain misstatements
that could materially affect the current periodisahcial statements, the auditor shall
perform such additional audit procedures as areogpiate in the circumstances to
determine the effect on the current period’s finahstatements. If the auditor
concludes that such misstatements exist in theeouperiod’s financial statements,
the auditor shall communicate the misstatements whe appropriate level of
management and those charged with governance andaotce with ISA (NZ) 450.

Consistency of Accounting Policies

8.

The auditor shall obtain sufficient appropriate iaglidence about whether the
accounting policies reflected in the opening batsnlcave been consistently applied
in the current period’s financial statements, arttetiver changes in the accounting
policies have been appropriately accounted for adequately presented and
disclosed in accordance with the applicable finglmaporting framework.

Relevant Information in the Predecessor Auditoep&t

9.

If the prior period’s financial statements were itedl by a predecessor auditor and
there was a modification to the opinion, the auddball evaluate the effect of the
matter giving rise to the modification in assesdimg risks of material misstatement

3

ISA (NZ) 450, “Evaluation of Misstatements Iderd during the Audit,” paragraphs 8 and 12.



ISA (NZ) 510

in the cyrrent period's financial statements in cadance with ISA (NZ) 315

(Revised).

Audit Conclusions and Reporting
Opening Balances

10. If the auditor is unable to obtain sufficient apmiate audit evidence regarding the
opening balances, the auditor shall express afggabpinion or disclaim an ppinion
on the financial statements, as appropriate, imr@ence with ISA (NZ) 705.(Ref:
Para. A8)

11. If the auditor concludes that the opening balancestain a misstatement that
materially affects the current period’'s financightements, and the effect of the
misstatement is not appropriately accounted fornot adequately presented or
disclosed, the auditor shall express a qualifiethiop or an adverse opinion, as
appropriate, in accordance with ISA (NZ) 705.

Consistency of Accounting Policies

12. If the auditor concludes that:

(@) the current period’s accounting policies are notststently applied in relation
to opening balances in accordance with the appécdimancial reporting
framework; or

(b) a change in accounting policies is not appropyagtcounted for or not
adequately presented or disclosed in accordande tiv applicable financial
reporting framework,

the auditor shall express a qualified opinion oraaverse opinion as appropriate in
accordance with ISA (NZ) 705.
Modification to the Opinion in the Predecessor Aods Report

13. If the predecessor auditor’'s opinion regarding phier period’s financial statements
included a modification to the auditor’s opinioratliemains relevant and material to
the current period’s financial statements, the taudshall modify the auditor's
opinion on the current period’s financial statensantaccordance with ISA (NZ) 705
and ISA (NZ) 710(Ref: Para. A9)

*k*k

Application and Other Explanatory Material
Audit Procedures
Considerations Specific to Public Sector Entities’: Para. 6)

Al. In the public sector, there may be legal or reguiatimitations on the information
that the current auditor can obtain from a predsmesuditor. For example, if a public

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

5 ISA(NZ) 705, “Modifications to the Opinion in tHadependent Auditor’s Report.”
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sector entity that has previously been audited Isyatutorily appointed auditor (for

example, the Auditor-General, or other suitablyldjed person appointed on behalf
of the Auditor-General) is privatised, the amouh&ccess to working papers or other
information that the statutorily appointed auditwan provide a newly-appointed
auditor that is in the private sector may be camnséd by privacy or secrecy laws or
regulation. In situations where such communicatiares constrained, audit evidence
may need to be obtained through other means arslfficient appropriate audit

evidence cannot be obtained, consideration giverthé effect on the auditor’s

opinion.

If the statutorily appointed auditor outsourcesaalit of a public sector entity to a
private sector audit firm, and the statutorily apped auditor appoints an audit firm
other than the firm that audited the financial esta¢nts of the public sector entity in
the prior period, this is not usually regarded ahange in auditors for the statutorily
appointed auditor. Depending on the nature of thtsaurcing arrangement, however,
the audit engagement may be considered an initidit engagement from the
perspective of the private sector auditor in flifg their responsibilities, and

therefore this ISA (NZ) applies.

Opening Balance@ef: Para. 6(c))

AS.

A4.

AS.

AG.

The nature and extent of audit procedures neces$sarptain sufficient appropriate
audit evidence regarding opening balances depesdadnmatters as:

. The accounting policies followed by the entity.

. The nature of the account balances, classes factinns and disclosures and
the risks of material misstatement in the curremtqal’s financial statements.

. The significance of the opening balances relatiwvetiie current period’s
financial statements.

. Whether the prior period’s financial statementsenandited and, if so, whether
the predecessor auditor’s opinion was modified.

If the prior period’s financial statements were igedl by a predecessor auditor, the
auditor may be able to obtain sufficient approgriaudit evidence regarding the
opening balances by reviewing the predecessor aiglivorking papers. Whether
such a review provides sufficient appropriate awditdence is influenced by the
professional competence and independence of thieqessor auditor.

Relevant ethical and professional requirements euitie current auditor’s
communications with the predecessor auditor.

For current assets and liabilities, some auditevig about opening balances may be
obtained as part of the current period’s audit pduces. For example, the collection
(payment) of opening accounts receivable (accopatgable) during the current
period will provide some audit evidence of theiistéance, rights and obligations,
completeness and valuation at the beginning op#red. In the case of inventories,
however, the current period’s audit procedures lom ¢losing inventory balance
provide little audit evidence regarding inventony band at the beginning of the
period. Therefore, additional audit procedures in@ayecessary, and one or more of
the following may provide sufficient appropriatedéievidence:
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. Observing a current physical inventory count arcbneiling it to the opening
inventory quantities.

. Performing audit procedures on the valuation ofgpening inventory items.
. Performing audit procedures on gross profit andftut

For non-current assets and liabilities, such aspgmy plant and equipment,
investments and long-term debt, some audit evidemg be obtained by examining
the accounting records and other information uiydegl the opening balances. In
certain cases, the auditor may be able to obtamesaudit evidence regarding
opening balances through confirmation with thirdtiesa, for example, for long-term
debt and investments. In other cases, the audityr meed to carry out additional
audit procedures.

Audit Conclusions and Reporting

Opening Balance@ef: Para. 10)

A8.

ISA (NZ) 705 establishes requirements and provglédance on circumstances that
may result in a modification to the auditor's opimion the financial statements, the
type of opinion appropriate in the circumstancey] ¢he content of the auditor’s
report when the auditor’s opinion is modified. Tihability of the auditor to obtain
sufficient appropriate audit evidence regardingnapg balances may result in one of
the following modifications to the opinion in thaditor’s report:

(@ A qualified opinion or a disclaimer of opinion, as appropriate in the
circumstances; or
(b) Unless prohibited by law or regulation, an opiniaich is qualified or

disclaimed, as appropriate, regarding the restltgperations, and cash flows,
where relevant, and unmodified regarding finangpaaition.

The Appendix includes illustrative auditors’ reort

Modification to the Opinion in the Predecessor Aods Report(Ref: Para. 13)

A9.

In some situations, a modification to the predemessiditor's opinion may not be
relevant and material to the opinion on the curpartod’s financial statements. This
may be the case where, for example, there waspee droitation in the prior period,
but the matter giving rise to the scope limitatioams been resolved in the current
period.
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Appendix
(Ref: Para. A8)

lllustrations of Auditors’ Reports with Modified Op inions

lllustration 1: Circumstances described in paragrag A8(a) include the following:

The auditor did not observe the counting of the phsgical inventory at the
beginning of the current period and was unable to latain sufficient appropriate
audit evidence regarding the opening balances ofwentory.

The possible effects of the inability to obtain sdicient appropriate audit evidence
regarding opening balances of inventory are deemetb be material but not
pervasive to the entity’s financial performance andcash flows.

The financial position at year end is fairly preseted.

In this particular jurisdiction, law and regulation prohibit the auditor from giving
an opinion which is qualified regarding the financal performance and cash flows
and unmodified regarding financial position.

This example has not been included in ISA (NZ)d&slthere is no law or regulation in
New Zealand that prohibits the auditor from giviag opinion which is qualified
regarding the financial performance and cash floasd unmodified regarding
financial position.

10
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lllustration 2: Circumstances described in paragrag A8(b) include the following:
. The company is a reporting entity as defined by th&inancial Reporting Act 1993.

. The auditor did not observe the counting of the phsgical inventory at the
beginning of the current period and was unable to latain sufficient appropriate
audit evidence regarding the opening balances ofwentory.

. The possible effects of the inability to obtain sticient appropriate audit evidence
regarding opening balances of inventory are deemetb b6e material but not
pervasive to the entity’s financial performance anctash flows.

. The financial position at year end is fairly preseted.

. An opinion that is qualified regarding the financid performance and cash flows
and unmodified regarding financial position is conglered appropriate in the
circumstances.

INDEPENDENT AUDITOR’'S REPORT
To the Shareholders of ABC Limited.

Report on the Financial Statements

We have audited the financial statements of ABC itdch on pages .... to ...., which
comprise the balance sheet as at December 31, 20dlthe income statement, statement of
changes in equity and cash flow statement for thar fhen ended, and a summary of
significant accounting policies and other explanatoformation.

Directors’ Responsibility for the Financial Statemt®

The directors are responsible for the preparatiofinancial statements in accordance with
generally accepted accounting practice in New Zwhind that give a true and fair view of
the matters to which they relate, and for suchrivalecontrol as the directors determine is
necessary to enable the preparation of financialestents that are free from material
misstatement, whether due to fraud or error.

Auditor’'s Responsibility

Our responsibility is to express an opinion on ¢hfssancial statements based on our audit.
We conducted our audit in accordance with Inteomati Standards on Auditing (New
Zealand). Those standards require that we complly athical requirements and plan and
perform the audit to obtain reasonable assurancatathether the financial statements are
free from material misstatement.

An audit involves performing procedures to obtairia evidence about the amounts and
disclosures in the financial statements. The proeed selected depend on the auditor’s
judgement, including the assessment of the riskeaterial misstatement of the financial

statements, whether due to fraud or error. In ntakhose risk assessments, the auditor

6 If the possible effects, in the auditor’s judgememe considered to be material and pervasiveae@ntity’s
financial performance and cash flows, the auditoulel disclaim the opinion on the financial perfonoa
and cash flows.

11
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considers internal control relevant to the entifyfsparation of the financial statements that
give a true and fair view of the matters to whidteyt relate in order to design audit
procedures that are appropriate in the circumstariné not for the purpose of expressing an
opinion on the effectiveness of the entity’s inroontrol. An audit also includes evaluating
the appropriateness of accounting policies used tied reasonableness of accounting
estimates, as well as evaluating the overall ptasien of the financial statements.

We believe that the audit evidence we have obtamsdfficient and appropriate to provide a
basis for our unmodified opinion on the financiakpion and our qualified audit opinion on
the financial performance and cash flows.

Other than in our capacity as auditor we have tatiomship with, or interests in, ABC
Limited.

Basis for Qualified Opinion on the Financial Penfeance and Cash Flows

We were appointed as auditors of the company oa 30n20X1 and thus did not observe the
counting of the physical inventories at the begignof the year. We were unable to satisfy
ourselves by alternative means concerning invergontities held at December 31, 20XO0.

Since opening inventories enter into the deternonatf the financial performance and cash

flows, we were unable to determine whether adjustménight have been necessary in

respect of the profit for the year reported inithmme statement and the net cash flows from
operating activities reported in the cash flowestant.

Qualified Opinion on the Financial Performance aBdsh Flows
In our opinion, except for the possible effectstibé matter described in the Basis for
Qualified Opinion paragraph the financial stateraemt pages ....to ....,:

e Comply with generally accepted accounting pradncdew Zealand;

* Give a true and fair view of the financial perfamece and cash flows of ABC
Limited for the year ended December 31, 20X1.

Opinion on the Financial Position

In our opinion, the financial statements on pagesto....., give a true and fair view of the
financial position of ABC Limited as at December, 20X1.

Other Matters

The financial statements of ABC Limited for the yemdedDecember 31, 20X0, were
audited by another auditor who expressed an unmedddpinion on those statements on
March 31, 20X1.

7 In circumstances when the auditor also has redpbtysto express an opinion on the effectiveneds
internal control in conjunction with the audit dfet financial statements, this sentence would belegdas
follows: “In making those risk assessments, theitauaonsiders internal control relevanttte entity’s
preparation of financial statements that give a ttiad fair view of the matters to which they reiaterder
to design audit procedures that are appropriatieeircircumstances.”

12
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Report on Other Legal and Regulatory Requirements
In accordance with the Financial Reporting Act 1988 report that:

* We have obtained all the information and explamatithat we have required.

* In our opinion proper accounting records have bexpt by ABC Limited as far as
appears from an examination of those records.

[Add any matters required to be included under@hegr legislation or regulation.]
[Auditor’s signature]

[Date of the auditor’s report]
[Auditor's address]

13



ISA (NZ) 510

ACCOMPANYING ATTACHMENT: SIMILARITY TO THE INTERNAT  IONAL
STANDARDS ON AUDITING

This conformity statement accompanies but is ndtgddSA (NZ) 510.

Conformity with International Standards on Auditing

This International Standard on Auditing (New Zedalp(SA (NZ)) conforms to International
Standard on Auditing ISA 51@itial Audit Engagements — Opening Balanassued by the
International Auditing and Assurance Standards 8¢0&#ASB), an independent standard-
setting board of the International Federation ofduntants (IFAC).

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

This ISA (NZ) incorporates terminology and defiaris used in New Zealand.
Compliance with this ISA (NZ) enables compliancémSA 510.

Comparison with Australian Auditing Standards

In Australia the Australian Auditing and Assurar8@ndards Board (AUASB) has issued
Australian Auditing Standard ASA 516itial Audit Engagements — Opening Balances.

ASA 510 conforms to ISA 510.



