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Introduction
Scope of this ISA (N2)

1.

This International Standard on Auditing (New [Eed) (ISA (NZ)) deals with the
auditor’s responsibilities relating to related gaelationships and transactions in an audit
of financial statements. Specifically, it expandshow ISA (NZ) 315 (Revised)|SA
(NZ) 3307 and ISA (NZ) 248 are to be applied in relation to risks of material
misstatement associated with related party relahigs and transactions.

Nature of Related Party Relationships and Transactins

2.

Many related party transactions are in the nbromurse of business. In such
circumstances, they may carry no higher risk ofemal misstatement of the financial
statements than similar transactions with unrelpgeties. However, the nature of related
party relationships and transactions may, in sansamstances, give rise to higher risks
of material misstatement of the financial statermeghtin transactions with unrelated

parties. For example:

. Related parties may operate through an extensivk camplex range of
relationships and structures, with a correspondiegease in the complexity of
related party transactions.

. Information systems may be ineffective at identifyor summarising transactions
and outstanding balances between an entity amelited parties.

. Related party transactions may not be conductedrumatrmal market terms and
conditions; for example, some related party trateas may be conducted with no
exchange of consideration.

Responsibilities of the Auditor

3.

Because related parties are not independenaaf ether, many financial reporting
frameworks establish specific accounting and dgale requirements for related party
relationships, transactions and balances to enad@des of the financial statements to
understand their nature and actual or potentiatedfon the financial statements. Where
the applicable financial reporting framework est&i#s such requirements, the auditor
has a responsibility to perform audit procedureglémtify, assess and respond to the
risks of material misstatement arising from thatgstfailure to appropriately account
for or disclose related party relationships, tratisas or balances in accordance with the
requirements of the framework.

Even if the applicable financial reporting frammek establishes minimal or no related
party requirements, the auditor nevertheless needdtain an understanding of the
entity’s related party relationships and transatigufficient to be able to conclude
whether the financial statements, insofar as they#Hected by those relationships and
transactions(Ref: Para. A1)

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

ISA (NZ) 330, “The Auditor’s Responses to AssesRéeks.”
ISA (NZ) 240, “The Auditor’s Responsibilities Réleg to Fraud in an Audit of Financial Statements.”
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(@) Achieve fair presentation (for fair presentati;cmmeworks); o(Ref: Para. A2)
(b) Are not misleading (for compliance frameworkggf: Para. A3)

5. Inaddition, an understanding of the entitylated party relationships and transactions is
relevant to the auditor’s evaluation of whether oneore fraud risk factors are present
as required by ISA (NZ) 24bpecause fraud may be more easily committed through
related parties.

6. Owing to the inherent limitations of an auditete is an unavoidable risk that some
material misstatements of the financial statemenatg not be detected, even though the
audit is properly planned and performed in accardanith the ISAs (NZJ.In the
context of related parties, the potential effedtenberent limitations on the auditor’s
ability to detect material misstatements are grdatesuch reasons as the following:

. Management and those charged with governance marydveare of the existence
of all related party relationships and transactigraticularly if the applicable
financial reporting framework does not establidates party requirements.

. Related party relationships may present a gregd@ortunity for collusion,
concealment or manipulation by management and/osethcharged with
governance.

7. Planning and performing the audit with profesaioscepticism as required by
ISA (NZ) 200 is therefore particularly important in this corttegiven the potential for
undisclosed related party relationships and traisae The requirements in this
ISA (NZ) are designed to assist the auditor in ifiging and assessing the risks of
material misstatement associated with related paldyionships and transactions, and in
designing audit procedures to respond to the asdesks.

Effective Date

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

Objectives
9. The objectives of the auditor are:

(@) Irrespective of whether the applicable finahegorting framework establishes
related party requirements, to obtain an understgrad related party relationships
and transactions sufficient to be able:

() Torecognise fraud risk factors, if any, arginom related party relationships
and transactions that are relevant to the ideatibo and assessment of the
risks of material misstatement due to fraud; and

(i) To conclude, based on the audit evidenceinbth whether the financial
statements, insofar as they are affected by thedationships and

*ISA(NZ) 240, paragraph 24.
> ISA(NZ) 200, “Overall Objectives of the Independ&uditor and the Conduct of an Audit in Accordamdth
International Standards on Auditing (New Zealangatagraph A51 - A52.

® ISA(NZ) 200, paragraph 15.
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transactions:
a. Achieve fair presentation (for fair presentati@meworks); or
b.  Are not misleading (for compliance frameworks)d

(b) Inaddition, where the applicable financialogmg framework establishes related
party requirements, to obtain sufficient approgriatidit evidence about whether
related party relationships and transactions haen appropriately identified,
accounted for and disclosed in the financial staet@sin accordance with the
framework.

Definitions

10. For purposes of the ISAs (NZ), the followingne have the meanings attributed below:

(@) Arm’slength transaction — A transaction coridd®n such terms and conditions as
between a willing buyer and a willing seller wha amrelated and are acting
independently of each other and pursuing their best interests.

(b) Related party — A party that is eith@ref: Para. A4-A7)
() Arelated party as defined in the applicabltaficial reporting framework; or

(i)  Where the applicable financial reporting franggk establishes minimal or
no related party requirements:

a. A person or other entity that has control omi$igant influence,
directly or indirectly through one or more internaates, over the
reporting entity;

b.  Another entity over which the reporting entigstcontrol or significant
influence, directly or indirectly through one or mantermediaries; or

c.  Another entity that is under common control vitik reporting entity
through having:

I Common controlling ownership;
ii.  Owners who are close family members; or
iii. Common key management.

However, entities that are under common contro lsyate (that is, a
national, regional or local government) are nosatered related unless
they engage in significant transactions or shaouees to a

significant extent with one another.

Requirements
Risk Assessment Procedures and Related Activities

11. As part of the risk assessment procedures @lated activities that ISA (NZ) 315
(Revised) and ISA (NZ) 240 require the auditoréofprm during the auditthe auditor
shall perform the audit procedures and relatediiie8 set out in paragraphs 12-17 to

7

ISA (NZ) 315 (Revised), paragraph 5; and ISA (124D, paragraph 16.
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obtain information relevant to identifying the rss&f material misstatement associated
with related party relationships and transactiQRef: Para. A8)

Understanding the Entity’'s Related Party Relatiopstand Transactions

12. The engagement team discussion that ISA (NZYB&vised) and ISA (NZ) 240 reqiire
shall include specific consideration of the susbdpy of the financial statements to
material misstatement due to fraud or error thatcceesult from the entity’s related party
relationships and transactionBef: Para. A9-A10)

13. The auditor shall enquire of management anskticsbarged with governance regarding:

(&) The identity of the entity’'s related parties;luding changes from the prior period,
(Ref: Para. A11-A14)

(b) The nature of the relationships between thigyeamd these related parties)d

(c) Whether the entity entered into any transastiwith these related parties during
the period and, if so, the type and purpose ofrémesactions.

14. The auditor shall enquire of management, tlobseged with governance and others
within the entity, and perform other risk assesdmpescedures considered appropriate, to

obtain an understanding of the controls, if angt thanagement has establishedqret:
Para. A15-A20)

(a) Identify, account for, and disclose relatedypeaglationships and transactions in
accordance with the applicable financial reporfragnework;

(b) Authorise and approve significant transactiansl arrangements with related
parties; andRef: Para. A21)

(c) Authorise and approve significant transactiamsl arrangements outside the
normal course of business.

Maintaining Alertness for Related Party Informatidfhen Reviewing Records or Documents

15. During the audit, the auditor shall remaintaMhen inspecting records or documents,
for arrangements or other information that mayacatk the existence of related party
relationships or transactions that managementbsetbharged with governance have not
previously identified or disclosed to the auditef: Para. A22-A23)

In particular, the auditor shall inspect the fallog for indications of the existence of
related party relationships or transactions thahagament or those charged with
governance have not previously identified or disetbto the auditor:

(@) Bank and legal confirmations obtained as pitti@ auditor’s procedures;
(b) Minutes of meetings of shareholders and oféhadsarged with governance; and

(c) Such other records or documents as the audtasiders necessary in the
circumstances of the entity.

16. If the auditor identifies significant transacts outside the entity’s normal course of
business when performing the audit proceduresmed)by paragraph 15 or through other

8 ISA(NZ) 315 (Revised), paragraph 10; and ISA (124D, paragraph 15.
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audit procedures, the auditor shall enquire of ganmeent and, where necessary, those
charged with governance abo(Ref: Para. A24-A25)

(@) The nature of these transactions; @eadt Para. A26)
(b) Whether related parties could be involvgas: Para. A27)

Sharing Related Party Information with the EngagenTeam

17. The auditor shall share relevant informatiotawied about the entity’s related parties
with the other members of the engagement t¢aen.Para. A28)

Identification and Assessment of the Risks of Matéal Misstatement Associated with
Related Party Relationships and Transactions

18. In meeting the ISA (NZ) 315 (Revised) requirente identify and assess the risks of
material misstatementthe auditor shall identify and assess the riskamaterial
misstatement associated with related party relahigs and transactions and determine
whether any of those risks are significant risksniking this determination, the auditor
shall treat identified significant related partgrisactions outside the entity’s normal
course of business as giving rise to significaskgi

19. If the auditor identifies fraud risk factorsi¢iuding circumstances relating to the
existence of a related party with dominant infllBnevhen performing the risk
assessment procedures and related activities mectan with related parties, the auditor
shall consider such information when identifyingd aassessing the risks of material
misstatement due to fraud in accordance with ISA)(R40.(Ref: Para. A6 and A29-A30)

Responses to the Risks of Material Misstatement Assiated with Related Party
Relationships and Transactions

20. As part of the ISA (NZ) 330 requirement that &uditor respond to assessed riSkke
auditor designs and performs further audit proceslto obtain sufficient appropriate
audit evidence about the assessed risks of mateisatatement associated with related
party relationships and transactions. These avdlitgulures shall include those required
by paragraphs 21-24Rr4f: Para. A31-A34)

Identification of Previously Unidentified or Undiesed Related Parties or Significant
Related Party Transactions

21. Ifthe auditor identifies arrangements or infation that suggests the existence of related
party relationships or transactions that have ratipusly been identified or disclosed to
the auditor, the auditor shall determine whethemhderlying circumstances confirm the
existence of those relationships or transactions.

22. If the auditor identifies related parties g@rsficant related party transactions that have
not been previously identified or disclosed to dléitor, the auditor shall:

(@) Promptly communicate the relevant informationthe other members of the
engagement teanRef: Para. A35)

® ISA(NZ) 315 (Revised), paragraph 25.
10 ISA (NZ) 330, paragraphs 5-6.

10
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(b) Where the applicable financial reporting franoekv establishes related party
requirements:

(i)

(ii)

Request management to identify all transactwith the newly identified
related parties for the auditor’s further evaluatiand

Enquire as to why the entity’s controls ovefated party relationships and
transactions failed to enable the identificationd@closure of the related
party relationships or transactions;

(c) Perform appropriate substantive audit procesltgkating to such newly identified
related parties or significant related party tratisas;(Ref: Para. A36)

(d) Reconsider the risk that other related padiesgnificant related party transactions
may exist that management or those charged witBrgance have not previously
identified or disclosed to the auditor, and perf@uditional audit procedures as
necessary; and

(e) If the non-disclosure appears intentional (#metefore indicative of a risk of
material misstatement due to fraud), evaluaterti@ications for the auditRef:
Para. A37)

Identified Significant Related Party Transactionsside the Entity’'s Normal Course of Business

23.

For identified significant related party tracisans outside the entity’s normal course of

business, the auditor shall:

(&) Inspect the underlying contracts or agreemérsy, and evaluate whether:

(i)

(ii)

The business rationale (or lack thereof) oftta@sactions suggests that they
may have been entered into to engage in fraudfitertcial reporting or to
conceal misappropriation of assetgRef: Para. A38-A39)

The terms of the transactions are consisteith the explanations of
management or those charged with governance; and

(i) The transactions have been appropriately anted for and disclosed in

accordance with the applicable financial reportragnework; and

(b) Obtain audit evidence that the transactiong lieen appropriately authorised and
approved(Ref: Para. A40-A41)

Assertions That Related Party Transactions WeredGated on Terms Equivalent to Those
Prevailing in an Arm’s Length Transaction

24. Ifthose charged with governance have madesait#on in the financial statements to the
effect that a related party transaction was coretlucn terms equivalent to those
prevailing in an arm’s length transaction, the &udshall obtain sufficient appropriate
audit evidence about the asserti@ef: Para. A42-A45)

11

ISA (NZ) 240, paragraph 32(c).

11
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Evaluation of the Accounting for and Disclosure ofdentified Related Party
Relationships and Transactions

25. Informing an opinion on the financial statetsen accordance with ISA (NZ) 766the
auditor shall evaluatgRef: Para. A46)

(&) Whether the identified related party relatiapshand transactions have been
appropriately accounted for and disclosed in aaed with the applicable
financial reporting framework; angef: Para. A47)

(b) Whether the effects of the related party retehips and transactions:

(i) Prevent the financial statements from achieviaig presentation (for fair
presentation frameworks); or

(i) Cause the financial statements to be mislegatfor compliance frameworks).

Written Representations

26. Where the applicable financial reporting framdw establishes related party
requirements, the auditor shall obtain written espntations from those charged with
governance thatRef: Para. A48-A49)

(@) They have disclosed to the auditor the idewfitye entity’s related parties and all
the related party relationships and transactionshoéh they are aware; and

(b) They have appropriately accounted for and dssd such relationships and
transactions in accordance with the requirementseoframework.

Communication with Those Charged with Governance

27. Unless all of those charged with governanceérar@ved in managing the entity,the
auditor shall communicate with those charged wathegnance significant matters arising
during the audit in connection with the entity'sated parties(Ref: Para. A50)

Documentation

28. The auditor shall include in the audit docuragah the names of the identified related
parties and the nature of the related party refatigpps**

*k%

12 1SA (NZ) 700, “Forming an Opinion and Reporting Binancial Statements,” paragraphs 10-15.

ISA (NZ) 260, “Communication with Those ChargethaGovernance,” paragraph 13.
ISA (NZ) 230, “Audit Documentation,” paragraphd 8, and paragraph A6.

13

14
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Application and Other Explanatory Material
Responsibilities of the Auditor

Financial Reporting Frameworks That Establish MiainRelated Party RequiremeniRef:
Para. 4)

Al. An applicable financial reporting framework thestablishes minimal related party
requirements is one that defines the meaning efaded party but that definition has a
substantially narrower scope than the definitioncag in paragraph 10(b)(ii) of this
ISA (NZ), so that a requirement in the frameworkligclose related party relationships
and transactions would apply to substantially fewedated party relationships and
transactions.

Fair Presentation Framework®ef: Para. 4(a))

A2. In the context of a fair presentation framewbtkelated party relationships and
transactions may cause the financial statemerfisl to achieve fair presentation if, for
example, the economic reality of such relationshipdtransactions is not appropriately
reflected in the financial statements. For instafatepresentation may not be achieved if
the sale of a property by the entity to a contnglishareholder at a price above or below
fair market value has been accounted for as adcting involving a profit or loss for the
entity when it may constitute a contribution oruret of capital or the payment of a
dividend.

Compliance Framework®ef: Para. 4(b))

A3. In the context of a compliance framework, wieethelated party relationships and
transactions cause the financial statements tadleading as discussed in ISA (NZ) 700
depends upon the particular circumstances of thagement. For example, even if non-
disclosure of related party transactions in tharftial statements is in compliance with
the framework and applicable law or regulation, fimancial statements could be
misleading if the entity derives a very substarga@tion of its revenue from transactions
with related parties, and that fact is not disalbog¢éowever, it will be extremely rare for
the auditor to consider financial statements thapeepared and presented in accordance
with a compliance framework to be misleading i&atordance with ISA (NZ) 210 the
auditor has determined that the framework is aatset’

Definition of a Related Party(Ref: Para. 10(b))

A4. Many financial reporting frameworks discuss tmcepts of control and significant
influence. Although they may discuss these conaegitg different terms, they generally
explain that:

(&) Controlisthe power to govern the financial aperating policies of an entity so as
to obtain benefits from its activities; and

(b) Significant influence (which may be gained byae ownership, statute or

15 ISA (NZ) 200, paragraph 13(a), defines the meanirfgir presentation and compliance frameworks.

ISA (NZ) 210, “Agreeing the Terms of Audit Engagents,” paragraph 6(a).
" 1SA (NZ) 700, paragraph A12.

16
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agreement) is the power to participate in the forinand operating policy
decisions of an entity, but is not control overshaolicies.

A5. The existence of the following relationshipsymadicate the presence of control or
significant influence:

(@) Direct or indirect equity holdings or otherdirtial interests in the entity.

(b) The entity’s holdings of direct or indirect eyor other financial interests in other
entities.

(c) Being part of those charged with governanckeyr management (that is, those
members of management who have the authority ambnsibility for planning,
directing and controlling the activities of the gyt

(d) Being a close family member of any person refito in subparagraph (c).

(e) Having a significant business relationship wdhy person referred to in
subparagraph (c).

Related Parties with Dominant Influence

A6. Related parties, by virtue of their abilityewert control or significant influence, may be
in a position to exert dominant influence overehéty, its management or those charged
with governance. Consideration of such behavioueisvant when identifying and
assessing the risks of material misstatement duiatal, as further explained in
paragraphs A29-A30.

Special-Purpose Entities as Related Parties

A7. In some circumstances, a special-purpose éhtitgy be a related party of the entity
because the entity may in substance control ity é\tee entity owns little or none of the
special-purpose entity’s equity.

Risk Assessment Procedures and Related Activities

Risks of Material Misstatement Associated with Rel&arty Relationships and
TransactiongRef: Para. 11)

Considerations Specific to Public Sector Entities

A8. The public sector auditor’s responsibilitiegaeding related party relationships and
transactions may be affected by the audit mandatby obligations on public sector
entities arising from law, regulation or other aarity. Consequently, the public sector
auditor’s responsibilities may not be limited todesksing the risks of material
misstatement associated with related party relakigms and transactions, but may also
include a broader responsibility to address th&srisf non-compliance with law,
regulation and other authority governing publictsed®odies that lay down specific
requirements in the conduct of business with rdlgi@ties. Further, the public sector
auditor may need to have regard to public sect@nitial reporting requirements for

18 |SA (NZ) 315 (Revised), paragraphs A26-A27, pdes guidance regarding the nature of a specialgserp
entity.

14
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related party relationships and transactions thay differ from those in the private
sector.

Understanding the Entity’'s Related Party Relatiopstand Transactions
Discussion among the Engagement TeRen Para. 12)
A9. Matters that may be addressed in the discussitong the engagement team include:

. The nature and extent of the entity’s relationslapd transactions with related
parties (using, for example, the auditor’s recdidentified related parties updated
after each audit).

. An emphasis on the importance of maintaining p&esl scepticism throughout
the audit regarding the potential for material n@smment associated with related
party relationships and transactions.

. The circumstances or conditions of the entity thal indicate the existence of
related party relationships or transactions theémet been identified or disclosed
to the auditor (for example, a complex organisaiatructure, use of special-
purpose entities for off-balance sheet transactionan inadequate information
system).

. The records or documents that may indicate thetemgs of related party
relationships or transactions.

. The importance that management and those chargled@uernance attach to the
identification, appropriate accounting for, and cthsure of related party
relationships and transactions (if the applicalarfcial reporting framework
establishes related party requirements), and lederisk of management override
of relevant controls.

A10. In addition, the discussion in the contextratid may include specific consideration of
how related parties may be involved in fraud. Bareple:

. How special-purpose entities controlled by manageraed/or those charged with
governance might be used to facilitate earningsagament.

. How transactions between the entity and a knownnbas partner of a key
member of management or those charged with goveeneould be arranged to
facilitate misappropriation of the entity’s assets.

The Identity of the Entity’s Related Parti@zf: Para. 13(a))

All. Where the applicable financial reporting fravoek establishes related party
requirements, information regarding the identityhaf entity’s related parties is likely to
be readily available to management and those ctiakgh governance because the
entity’s information systems will need to recordogess and summarise related party
relationships and transactions to enable the eutityeet the accounting and disclosure
requirements of the framework. Management is tloeedfkely to have a comprehensive
list of related parties and changes from the ppetiod. For recurring engagements,
making the enquiries provides a basis for compativg information supplied by
management and those charged with governance mgtlauditor’s record of related
parties noted in previous audits.

15
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Al12. However, where the framework does not estabétated party requirements, the entity
may not have such information systems in place. ddadch circumstances, it is possible
that management and/or those charged with goveenamay not be aware of the
existence of all related parties. Nevertheless,réguirement to make the enquiries
specified by paragraph 13 still applies becauseagement and/or those charged with
governance may be aware of parties that meet ledeparty definition set out in this
ISA (N2). In such a case, however, the auditorgusmes regarding the identity of the
entity’s related parties are likely to form partloé auditor’s risk assessment procedures
and related activities performed in accordance W8 (NZ) 315 (Revised) to obtain
information regarding:

. The entity’s ownership and governance structures;
. The types of investments that the entity is malking plans to make; and
. The way the entity is structured and how it is fioad.

In the particular case of common control relatiopshas those charged with governance
are more likely to be aware of such relationsHifisdy have economic significance to the
entity, the auditor’s enquiries are likely to bemmeffective if they are focused on whether
parties with which the entity engages in significansactions, or shares resources to a
significant degree, are related parties.

Al13. In the context of a group audit, ISA (NZ) 6@uires the group engagement team to
provide each component auditor with a list of mdaparties prepared by group
management and any other related parties of wiiehgtoup engagement team is
aware'® Where the entity is a component within a groufs thformation provides a
useful basis for the auditor’s enquiries of manag@megarding the identity of the
entity’s related parties.

Al4. The auditor may also obtain some informatiegarding the identity of the entity’s
related parties through enquiries of managementtlaose charged with governance
during the engagement acceptance or continuance$so

The Entity’s Controls over Related Party Relatiopstand TransactionRef: Para. 14)

A15. Others within the entity are those considdilegly to have knowledge of the entity’s
related party relationships and transactions, dml dntity’s controls over such
relationships and transactions. These may inctodbe extent that they do not form part
of management or those charged with governance:

. Personnel in a position to initiate, process, @oré transactions that are both
significant and outside the entity’s normal coua$ebusiness, and those who
supervise or monitor such personnel;

. Thedinternal auditers function;
. In-house legal counsel; and
. The chief ethics officer or equivalent person.

19 ISA (N2) 600, “Special Considerations—Audits ofdBp Financial Statements (Including the Work of
Component Auditors),” paragraph 40(e).
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Al16. The audit is conducted on the premise thasdhoharged with governance have

Al7.

acknowledged and understand that they have redplitysior the preparation of the
financial statements in accordance with the apple&inancial reporting framework,
including where relevant their fair presentatiomdafor such internal control as
management and those charged with governance degersnnecessary to enable the
preparation of financial statements that are freefmaterial misstatement, whether due
to fraud or errof® Accordingly, where the framework establishes eslaparty
requirements, the preparation of the financialestents requires management, with
oversight from those charged with governance, twige implement and maintain
adequate controls over related party relationships transactions so that these are
identified and appropriately accounted for and Idsed in accordance with the
framework. In their oversight role, those chargedhwgovernance monitor how
management is discharging its responsibility fahscontrols. Regardless of any related
party requirements the framework may establistsdtaharged with governance may, in
their oversight role, obtain information from maeagent to enable them to understand
the nature and business rationale of the entitglated party relationships and
transactions.

In meeting the ISA (NZ) 315 (Revised) requimsmnto obtain an understanding of the
control environment! the auditor may consider features of the contrfirenment
relevant to mitigating the risks of material misstaent associated with related party
relationships and transactions, such as:

. Internal ethical codes, appropriately communicatethe entity’s personnel and
enforced, governing the circumstances in whichettiteéy may enter into specific
types of related party transactions.

. Policies and procedures for open and timely disecf the interests that
management and those charged with governance masiaied party transactions.

. The assignment of responsibilities within the gntdr identifying, recording,
summarising, and disclosing related party transasti

. Timely disclosure and discussion between managearehthose charged with
governance of significant related party transaationtside the entity’s normal
course of business, including whether those chasgigd governance have
appropriately challenged the business rationasiol transactions (for example,
by seeking advice from external professional adgiso

. Clear guidelines for the approval of related paraysactions involving actual or
perceived conflicts of interest, such as approwalabsubcommittee of those
charged with governance comprising individuals petelent of management.

. Periodic reviews by the internal auditors functiahere applicable.

. Proactive action taken by management and thoseyetharith governance to
resolve related party disclosure issues, such aséking advice from the auditor
or external legal counsel.

20

21

ISA (NZ) 200, paragraph A2.
ISA (NZ) 315 (Revised), paragraph 14.
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. The existence of whistle-blowing policies and paaes, where applicable.

A18. Controls over related party relationships @madsactions within some entities may be
deficient or non-existent for a number of reassnsh as:

. The low importance attached by management or ttieesged with governance to
identifying and disclosing related party relatiopshand transactions.

. The lack of appropriate oversight by those changigld governance.

. An intentional disregard for such controls becawsdated party disclosures may
reveal information that management or those chawgddgovernance consider
sensitive, for example, the existence of transastiovolving family members of
management or those charged with governance.

. An insufficient understanding by management andfwrse charged with
governance of the related party requirements oéfipdicable financial reporting
framework.

. The absence of disclosure requirements under thicable financial reporting
framework.

Where such controls are ineffective or non-existidret auditor may be unable to obtain
sufficient appropriate audit evidence about relgidy relationships and transactions. If
this were the case, the auditor would, in accoreamith ISA (NZ) 705 consider the
implications for the audit, including the opiniamthe auditor’s report.

A19. Fraudulent financial reporting often involvesanagement override of controls that
otherwise may appear to be operating effecti?&Rhe risk of management override of
controls is higher if management, or those chavg#udgovernance, have relationships
that involve control or significant influence wigrarties with which the entity does
business because these relationships may preseagement with greater incentives and
opportunities to perpetrate fraud. For exampla@rfoial interests of management and/or
those charged with governance in certain relatetegamay provide incentives for
management to override controls by (a) directing éntity, against its interests, to
conclude transactions for the benefit of thesagmror (b) colluding with such parties or
controlling their actions. Examples of possibleuttanclude:

. Creating fictitious terms of transactions with teth parties designed to
misrepresent the business rationale of these traosa.

. Fraudulently organising the transfer of assets foorto management or others at
amounts significantly above or below market value.

. Engaging in complex transactions with related partsuch as special-purpose
entities, that are structured to misrepresent thantial position or financial
performance of the entity.

2 |SA (NZ) 705, “Modifications to the Opinion inéHndependent Auditor’s Report.”
% |SA (NZ) 240, paragraphs 31 and A4.
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Considerations specific to smaller entities

A20. Control activities in smaller entities aredii to be less formal and smaller entities may
have no documented processes for dealing with ecklggarty relationships and
transactions. An owner-manager may mitigate sortteeaisks arising from related party
transactions, or potentially increase those rigkgugh active involvement in all the
main aspects of the transactions. For such entitles auditor may obtain an
understanding of the related party relationship teensactions, and any controls that
may exist over these, through enquiry of manager@nbined with other procedures,
such as observation of management’s oversightarnew activities, and inspection of
available relevant documentation.

Authorisation and approval of significant transaci and arrangemeriteef: Para. 14(b))

A21. Authorisation involves the granting of pernmss by a party or parties with the
appropriate authority (whether management, thosegell with governance or the
entity’s shareholders) for the entity to enter ispecific transactions in accordance with
pre-determined criteria, whether judgemental or Approval involves those parties’
acceptance of the transactions the entity hasezhieto as having satisfied the criteria on
which authorisation was granted. Examples of cdsithe entity may have established to
authorise and approve significant transactionsaarahgements with related parties or
significant transactions and arrangements outbiel@drmal course of business include:

. Monitoring controls to identify such transactionsida arrangements for
authorisation and approval.

. Approval of the terms and conditions of the tratisas and arrangements by
management, those charged with governance or, velppleeable, shareholders.
Maintaining Alertness for Related Party Informatidfhen Reviewing Records or Documents
Records or Documents That the Auditor May Insieet Para. 15)

A22. During the audit, the auditor may inspect rdsoor documents that may provide
information about related party relationships aansactions, for example:

. Third-party confirmations obtained by the auditor gddition to bank and legal
confirmations).

. Entity income tax returns.
. Information supplied by the entity to regulatoryreaarities.
. Shareholder registers to identify the entity’s piial shareholders.

. Statements of conflicts of interest from managensrd those charged with
governance.

. Records of the entity’s investments and thosesgbénsion plans.

. Contracts and agreements with key managementse targed with governance.
. Significant contracts and agreements not in thig/nordinary course of business.
. Specific invoices and correspondence from thegstirofessional advisors.

. Life insurance policies acquired by the entity.
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. Significant contracts re-negotiated by the entitying the period.
. internalauditors- rReports of the internal audmdgtion.

. Documents associated with the entity’s filings wéhsecurities regulator (for
example, prospectuses).

Arrangements that may indicate the existence ofipusly unidentified or undisclosed
related party relationships or transactions

A23. An arrangement involves a formal or informgite®ement between the entity and one or
more other parties for such purposes as:

. The establishment of a business relationship throaypropriate vehicles or
structures.

. The conduct of certain types of transactions usgecific terms and conditions.
. The provision of designated services or finanaiglprt.

Examples of arrangements that may indicate thésgxde of related party relationships or
transactions that have not previously been idewtifir disclosed to the auditor include:

. Participation in unincorporated partnerships witheo parties.

. Agreements for the provision of services to certparties under terms and
conditions that are outside the entity’s normalrselof business.

. Guarantees and guarantor relationships.

Identification of Significant Transactions outsithe Normal Course of Busineg&f: Para. 16)

A24. Obtaining further information on significamahsactions outside the entity’s normal
course of business enables the auditor to evaluad¢her fraud risk factors, if any, are
present and, where the applicable financial repgifiamework establishes related party
requirements, to identify the risks of material stagement.

A25. Examples of transactions outside the entitgsnal course of business may include:
. Complex equity transactions, such as corporateusstings or acquisitions.
. Transactions with offshore entities in jurisdictsonith weak corporate laws.

. The leasing of premises or the rendering of manageservices by the entity to
another party if no consideration is exchanged.

. Sales transactions with unusually large discountstorns.

. Transactions with circular arrangements, for exaygales with a commitment to
repurchase.

. Transactions under contracts whose terms are ctidvejere expiry.

Understanding the nature of significant transactioatside the normal course of business
(Ref: Para. 16(a))

A26. Enquiring into the nature of the significarrtsactions outside the entity’s normal course
of business involves obtaining an understandinghef business rationale of the
transactions, and the terms and conditions undatwthese have been entered into.
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Enquiring into whether related parties could beoiagd (Ref: Para. 16(b))

A27. Arelated party could be involved in a sigedint transaction outside the entity’s normal
course of business not only by directly influendihg transaction through being a party
to the transaction, but also by indirectly influgrrit through an intermediary. Such
influence may indicate the presence of a fraudfaskor.

Sharing Related Party Information with the Engageni@amRef: Para. 17)

A28. Relevant related party information that maysbared among the engagement team
members includes, for example:

The identity of the entity’s related parties.
The nature of the related party relationships aaasactions.

Significant or complex related party relationshiypsransactions that may require
special audit consideration, in particular transastin which management or those
charged with governance are financially involved.

Identification and Assessment of the Risks of Matéal Misstatement Associated with
Related Party Relationships and Transactions

Fraud Risk Factors Associated with a Related Paiitih Dominant Influencéref: Para. 19)

A29. Domination of management or those chargedgatiernance by a single person or small
group of persons without compensating controlsfisad risk factof* Indicators of
dominant influence exerted by a related party idelu

A30.

The related party has vetoed significant businessins taken by management or
those charged with governance.

Significant transactions are referred to the relgt@rty for final approval.

There is little or no debate among managementragktcharged with governance
regarding business proposals initiated by theedlaarty.

Transactions involving the related party (or a eléamily member of the related
party) are rarely independently reviewed and apgdov

Dominant influence may also exist in some casiifelated party has played a leading
role in founding the entity and continues to pldgading role in managing the entity.

In the presence of other risk factors, thestexice of a related party with dominant
influence may indicate significant risks of matemaisstatement due to fraud. For
example:

An unusually high turnover of senior managememrofessional advisors may
suggest unethical or fraudulent business practitaisserve the related party’s
purposes.

The use of business intermediaries for signifidaamsactions for which there
appears to be no clear business justification mggest that the related party could
have an interest in such transactions through abofrsuch intermediaries for

24

ISA (NZ) 240, Appendix 1.
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fraudulent purposes.

. Evidence of the related party’s excessive partt@pan or preoccupation with the
selection of accounting policies or the determoratf significant estimates may
suggest the possibility of fraudulent financialogmg.

Responses to the Risks of Material Misstatement Assiated with Related Party
Relationships and TransactiongRef: Para. 20)

A31. The nature, timing and extent of the furthetiaprocedures that the auditor may select to
respond to the assessed risks of material misstateassociated with related party
relationships and transactions depend upon thereadi those risks and the
circumstances of the entiy.

A32. Examples of substantive audit procedurestti@auditor may perform when the auditor
has assessed a significant risk that those changiedovernance have not appropriately
accounted for or disclosed specific related paidpdactions in accordance with the
applicable financial reporting framework (whetheedo fraud or error) include:

. Confirming or discussing specific aspects of tlaasactions with intermediaries
such as banks, law firms, guarantors, or agentgrevipracticable and not
prohibited by law, regulation or ethical rules.

. Confirming the purposes, specific terms or amowhthe transactions with the
related parties (this audit procedure may be l#esteve where the auditor judges
that the entity is likely to influence the relatpdrties in their responses to the
auditor).

. Where applicable, reading the financial statementsther relevant financial
information, if available, of the related parties €vidence of the accounting of the
transactions in the related parties’ accountingnes

A33. If the auditor has assessed a significantafskaterial misstatement due to fraud as a
result of the presence of a related party with aami influence, the auditor may, in
addition to the general requirements of ISA (NZ) 2derform audit procedures such as
the following to obtain an understanding of theibess relationships that such a related
party may have established directly or indirectithwhe entity and to determine the need
for further appropriate substantive audit procedure

. Enquiries of, and discussion with, managementlaosktcharged with governance.
. Enquiries of the related party.
. Inspection of significant contracts with the rethparty.

. Appropriate background research, such as througmtarnet or specific external
business information databases.

. Review of employee whistle-blowing reports wherestn are retained.

% ISA (NZ) 330 provides further guidance on consiugrthe nature, timing and extent of further audit

procedures. ISA (NZ) 240 establishes requiremardgaovides guidance on appropriate responseséssed
risks of material misstatement due to fraud.
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A34. Depending upon the results of the auditosk @ssessment procedures, the auditor may
consider it appropriate to obtain audit evidenddaeuit testing the entity’s controls over
related party relationships and transactions. inesoircumstances, however, it may not
be possible to obtain sufficient appropriate awitdence from substantive audit
procedures alone in relation to the risks of matenisstatement associated with related
party relationships and transactions. For examgiere intra-group transactions between
the entity and its components are numerous andrafisant amount of information
regarding these transactions is initiated, recqrpextessed or reported electronically in
an integrated system, the auditor may determirtettisanot possible to design effective
substantive audit procedures that by themselvedduwaduce the risks of material
misstatement associated with these transacti@rsdoceptably low level. In such a case,
in meeting the ISA (NZ) 330 requirement to obtaiffisient appropriate audit evidence
as to the operating effectiveness of relevant otsiif the auditor is required to test the
entity’s controls over the completeness and acqurthe recording of the related party
relationships and transactions.

Identification of Previously Unidentified or Undiesed Related Parties or Significant
Related Party Transactions

Communicating Newly Identified Related Party Infation to the Engagement Te#@Ref: Para.
22(a))

A35. Communicating promptly any newly identifiedated parties to the other members of the
engagement team assists them in determining whigtisenformation affects the results
of, and conclusions drawn from, risk assessmewgepires already performed, including
whether the risks of material misstatement nedzbtreassessed.

Substantive Procedures Relating to Newly Identifedated Parties or Significant Related
Party Transaction®ef: Para. 22(c))

A36. Examples of substantive audit proceduresttigaauditor may perform relating to newly
identified related parties or significant relatexdty transactions include:

. Making enquiries regarding the nature of the eigtitglationships with the newly
identified related parties, including (where apprai@ and not prohibited by law,
regulation or ethical rules) enquiring of partiesside the entity who are presumed
to have significant knowledge of the entity andtisiness, such as legal counsel,
principal agents, major representatives, conswdfaguiarantors, or other close
business partners.

. Conducting an analysis of accounting records fandactions with the newly
identified related parties. Such an analysis mayaoditated using computer-
assisted audit techniques.

. Verifying the terms and conditions of the newly ndéed related party
transactions, and evaluating whether the transatiave been appropriately
accounted for and disclosed in accordance witlagpdicable financial reporting
framework.

% |SA (NZ) 330, paragraph 8(b).
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Intentional Non-Disclosure by Those Charged witlv€oancegRef: Para. 22(e))

A37. The requirements and guidance in ISA (NZ) &farding the auditor’s responsibilities
relating to fraud in an audit of financial statensare relevant where management and/or
those charged with governance appear to have iotetly failed to disclose related
parties or significant related party transactiomghe auditor. The auditor may also
consider whether it is necessary to re-evaluatesliability of responses to the auditor’s
enquiries and representations to the auditor.

Identified Significant Related Party Transactionsside the Entity’'s Normal Course of Business
Evaluating the Business Rationale of Significantaksl Party TransactiornRef: Para. 23)

A38. In evaluating the business rationale of aificant related party transaction outside the
entity’s normal course of business, the auditor m@sider the following:

. Whether the transaction:

0 Is overly complex (for example, it may involve nipilk: related parties within
a consolidated group).

0 Has unusual terms of trade, such as unusual pitesgst rates, guarantees
and repayment terms.

0 Lacks an apparent logical business reason focitaroence.
0 Involves previously unidentified related parties.
0 Is processed in an unusual manner.

. Whether management has discussed the nature ofaadinting for, such a
transaction with those charged with governance.

. Whether management or those charged with goverrzaagaacing more emphasis
on a particular accounting treatment rather thaimgidue regard to the underlying
economics of the transaction.

If the explanations of management or those chavgéd governance are materially
inconsistent with the terms of the related paraynsaction, the auditor is required, in
accordance with ISA (NZ) 508,to consider the reliability of the explanationsian
representations of management or those chargedgaitbrnance on other significant
matters.

A39. The auditor may also seek to understand tembss rationale of such a transaction from
the related party’s perspective, as this may hiegpauditor to better understand the
economic reality of the transaction and why it wasied out. A business rationale from
the related party’s perspective that appears instam with the nature of its business
may represent a fraud risk factor.

Authorisation and Approval of Significant Relatear®y Transaction@ef: Para. 23(b))

A40. Authorisation and approval by management,dhabsmrged with governance, or, where
applicable, the shareholders of significant relgtady transactions outside the entity’s
normal course of business may provide audit evidethat these have been duly

27 1SA (NZ) 500, “Audit Evidence,” paragraph 11.
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considered at the appropriate levels within th&yeand that their terms and conditions
have been appropriately reflected in the finangttements. The existence of
transactions of this nature that were not subgestith authorisation and approval, in the
absence of rational explanations based on disausstb management or those charged
with governance, may indicate risks of materialstagement due to error or fraud. In
these circumstances, the auditor may need to bf@aether transactions of a similar
nature. Authorisation and approval alone, howawary not be sufficient in concluding
whether risks of material misstatement due to fienedabsent because authorisation and
approval may be ineffective if there has been sublu between the related parties or if
the entity is subject to the dominant influencaoélated party.

Considerations specific to smaller entities

A4l.

A smaller entity may not have the same costpobvided by different levels of authority
and approval that may exist in a larger entity.@dmngly, when auditing a smaller entity,
the auditor may rely to a lesser degree on authiiois and approval for audit evidence
regarding the validity of significant related pattgnsactions outside the entity’s normal
course of business. Instead, the auditor may cenperforming other audit procedures
such as inspecting relevant documents, confirmpegific aspects of the transactions
with relevant parties, or observing the owner-ma&anaginvolvement with the
transactions.

Assertions That Related Party Transactions WeredGaotied on Terms Equivalent to Those
Prevailing in an Arm’s Length TransactigRef: Para. 24)

A42.

A43.

Although audit evidence may be readily avddaiegarding how the price of a related
party transaction compares to that of a similar’arf@ngth transaction, there are

ordinarily practical difficulties that limit the @itor’s ability to obtain audit evidence that

all other aspects of the transaction are equivatethiose of the arm'’s length transaction.
For example, although the auditor may be able tdico that a related party transaction

has been conducted at a market price, it may beaictipable to confirm whether other

terms and conditions of the transaction (such edicterms, contingencies and specific
charges) are equivalent to those that would ordynbe agreed between independent
parties. Accordingly, there may be a risk that #ssertion of those charged with

governance that a related party transaction wadumied on terms equivalent to those
prevailing in an arm’s length transaction may beamally misstated.

The preparation of the financial statementgires those charged with governance to
substantiate an assertion that a related partysdction was conducted on terms
equivalent to those prevailing in an arm’s lengénsaction. Support for the assertion
may include:

. Comparing the terms of the related party transadiothose of an identical or
similar transaction with one or more unrelatedipart

. Engaging an external expert to determine a markietevand to confirm market
terms and conditions for the transaction.

. Comparing the terms of the transaction to knowrketaerms for broadly similar
transactions on an open market.

A44. Evaluating support for this assertion may imeamne or more of the following:
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. Considering the appropriateness of the processujgporting the assertion.

. Verifying the source of the internal or externaladsupporting the assertion, and
testing the data to determine their accuracy, cetapkss and relevance.

. Evaluating the reasonableness of any significasuragtions on which the
assertion is based.

A45. Some financial reporting frameworks require disclosure of related party transactions
not conducted on terms equivalent to those prexpih arm’s length transactions. In
these circumstances, if those charged with govemhave not disclosed a related party
transaction in the financial statements, there mayan implicit assertion that the
transaction was conducted on terms equivalentdsetiprevailing in an arm’s length
transaction.

Evaluation of the Accounting for and Disclosure ofdentified Related Party
Relationships and Transactions

Materiality Considerations in Evaluating Misstatem®Ref: Para. 25)

A46. ISA (NZ) 450 requires the auditor to consideth the size and the nature of a
misstatement, and the particular circumstancestsobccurrence, when evaluating
whether the misstatement is mateffalhe significance of the transaction to the finahci
statement users may not depend solely on the red@mount of the transaction but also
on other specific relevant factors, such as thereaif the related party relationship.

Evaluation of Related Party Disclosungef: Para. 25(a))

A47. Evaluating the related party disclosures enc¢bntext of the disclosure requirements of
the applicable financial reporting framework meaassidering whether the facts and
circumstances of the entity’s related party refslops and transactions have been
appropriately summarised and presented so thatidfwdosures are understandable.
Disclosures of related party transactions may eaifderstandable if:

(@) The business rationale and the effects of#msactions on the financial statements
are unclear or misstated; or

(b) Keyterms, conditions, or other important elata®f the transactions necessary for
understanding them are not appropriately disclosed.
Written Representations(Ref: Para. 26)

A48. Circumstances in which it may be appropriat@ltain written representations from
those charged with governance include:

. When they have approved specific related partystetions that (a) materially
affect the financial statements, or (b) involve agegment and/or those charged
with governance.

. When they have made specific oral representatioried auditor on details of
certain related party transactions.

% |1SA(NZ) 450, “Evaluation of Misstatements Iddietil during the Audit,” paragraph 11(a). Paragrafb of
ISA (NZ) 450 provides guidance on the circumstarthasmay affect the evaluation of a misstatement.
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When they have financial or other interests inrétated parties or the related party
transactions.

A49. The auditor may also decide to obtain writtepresentations regarding specific
assertions that those charged with governance @aymade, such as a representation
that specific related party transactions do nodive undisclosed side agreements.

Communication with Those Charged with GovernancégRef: Para. 27)

A50. Communicating significant matters arising dgrithe audf’ in connection with the
entity’s related parties helps the auditor to dsthta common understanding with those
charged with governance of the nature and resolufothese matters. Examples of
significant related party matters include:

Non-disclosure (whether intentional or not) by ngeraent to the auditor of

related parties or significant related party tratisas, which may alert those
charged with governance to significant relatedypaatationships and transactions
of which they may not have been previously aware.

The identification of significant related party neactions that have not been
appropriately authorised and approved, which mag gse to suspected fraud.

Disagreement with management regarding the acoauiftr and disclosure of
significant related party transactions in accor@awdh the applicable financial
reporting framework.

Non-compliance with applicable law or regulation®tpbiting or restricting
specific types of related party transactions.

Difficulties in identifying the party that ultimatecontrols the entity.

29

ISA (NZ) 230, paragraph A8, provides further @ride on the nature of significant matters arisungng the

audit.

27



ISA (NZ) 550

ACCOMPANYING ATTACHMENT: SIMILARITY TO THE INTERNAT  IONAL
STANDARDS ON AUDITING

This conformity statement accompanies but is ndtgdSA (NZ) 550.

Conformity with International Standards on Auditing

This International Standard on Auditing (New Zealp(SA (NZ)) conforms to International
Standard on Auditing ISA 55Related Partiesissued by the International Auditing and
Assurance Standards Board (IAASB), an independantlard-setting board of the
International Federation 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”

This ISA (NZ) incorporates terminology and defiaits used in New Zealand. References to
“management” and “those charged with governanceéheen 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 compliancéwBA 550.

Comparison with Australian Auditing Standards

In Australia the Australian Auditing and Assurar8&ndards Board (AUASB) has issued
Australian Auditing Standard ASA 53%elated Parties.

The following requirements are additional to ISA%NMd ISA (NZ) 550:
. If the auditor is unable to:

¢ obtain sufficient appropriate audit evidence rdgay related parties and related
party transactions; or

¢ form a conclusion as to the completeness of tlselaBure of related party
relationships and transactions in accordance Wwétapplicable financial reporting
framework;

the auditor shall modify the auditor’s opinion iccardance with ASA 705. [Ref: Para.
Aus 27.1]

. If the auditor concludes that the related partgldsures in the financial report do not
satisfy the requirements of the applicable finarreporting framework, the auditor shall
modify the auditor’s opinion in accordance with A$85. [Ref: Para. Aus 27.2]

ASA 550 conforms to ISA 550.
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