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Introduction
Scope of this Professional and Ethical Standard

[Amended by the NZAuASB|.

NZ1.1 This Professional and Ethical Standard dedls a firm’s responsibilities for its system of

qguality control for audits and reviews of financiatatements, and other assurance
engagements. This Professional and Ethical Standatd be read in conjunction with
relevant ethical requirements.

Other pronouncements of the New Zealand Auditing Assurance Standards Board
(NZAUASB) set out additional standards and guidaonethe responsibilities of firm
personnel regarding quality control procedures $mpecific types of engagements.
ISA (NZ) 220, for example, deals with quality control procedufer audits of financial
statements.

A system of quality control consists of polictssigned to achieve the objective set out in
paragraph 11 and the procedures necessary to irapteamd monitor compliance with
those policies.

NZ3.1 This standard is not intended to detract fr@sponsibilities which may be imposed by

law or regulation.

Authority of this Professional and Ethical Standard

[Amended by the NZAuASB].

NZ4.1 This Professional and Ethical Standard appieeall firms of assurance practitioners in

respect of audits and reviews of financial statesjeand other assurance engagements.
The nature and extent of the policies and proceddexeloped by an individual firm to
comply with this Professional and Ethical Standait depend on various factors such as
the size and operating characteristics of the fang whether it is part of a network.

This Professional and Ethical Standard contdiasobjective of the firm in following this
Professional and Ethical Standard, and requiremdgdgned to enable the firm to meet
that stated objective. In addition, it containsatetl guidance in the form of application
and other explanatory material, as discussed furthegaragraph 8, and introductory
material that provides context relevant to a prapederstanding of this Professional and
Ethical Standard, and definitions.

The objective provides the context in which tkquirements of this Professional and
Ethical Standard are set, and is intended to ak&dtrm in:

. Understanding what needs to be accomplished; and
. Deciding whether more needs to be done to achfeveljective.
The requirements of this Professional and Ekli8tandard are expressed using “shall.”

Where necessary, the application and other eamay material provides further
explanation of the requirements and guidance fowyitey them out. In particular, it may:

. Explain more precisely what a requirement means imtended to cover.

. Include examples of policies and procedures thay rna appropriate in the
circumstances.

1

ISA (NZ) 220, “Quality Control for an Audit of Fimzial Statements.”

6
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While such guidance does not in itself impose aliremqent, it is relevant to the proper
application of the requirements. The applicatiod ather explanatory material may also
provide background information on matters addredsethis Professional and Ethical
Standard. Where appropriate, additional considaratispecific to the public sector or
smaller firms are included within the applicationdaother explanatory material. These
additional considerations assist in the applicabbthe requirements in this Professional
and Ethical Standard. They do not, however, limitemluce the responsibility of the firm
to apply and comply with the requirements in thigf@ssional and Ethical Standard.

9. This Professional and Ethical Standard includesjer the heading “Definitions,” a
description of the meanings attributed to certaimis for purposes of this Professional and
Ethical Standard. These are provided to assist h@ ¢onsistent application and
interpretation of this Professional and Ethicaln8&rd, and are not intended to override
definitions that may be established for other pegsp whether in law, regulation or
otherwise. Explanatory Guide Aussued by the NZAUuASB includes the terms defimed i
this Professional and Ethical Standard. It alstuthes descriptions of other terms found in
this Professional and Ethical Standard to assisbmmon and consistent interpretation.

Effective Date
10. [Amended by the NZAuASB].

NZ10.1 Systems of quality control in compliancehahis Professional and Ethical Standard are
required to be established for application fromahuhary 2014. Note: For the effective
dates of paragraphs changed or added by an Amen8itagdard see the History of
Amendments].

NZ10.2 This Standard supersedes PE3Riality Controlissued in 2011.

Objective
11. The objective of the firm is to establish angimain a system of quality control to provide
it with reasonable assurance that:

(@) The firm and its personnel comply with standassued by the External Reporting
Board or the New Zealand Auditing and Assurancedteds Board and applicable
legal and regulatory requirements; and

(b) Reports issued by the firm or engagement pestrewe appropriate in the
circumstances.

Definitions
12. In this Professional and Ethical Standardfellewing terms have the meanings attributed
below:

[NZ12.1] Assurance engagement - An engagement Imchw an assurance practitioner
expresses a conclusion designed to enhance theedefyconfidence of the intended
users other than the responsible party about theome of the evaluation or
measurement of a subject matter against criteria.

[NZ12.2] Assurance practitioner — A person or aganisation, whether in public practice,
industry, commerce or the public sector, appointedengaged to undertake
assurance engagements.

2 EG Au4Glossary of Terms.
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(@) Date of report — The date selected by the asserpractitioner to date the report.

[NZ12.3] Engagement — In the context of this Prsi@sal and Ethical Standard, an assurance
engagement.

(b) Engagement documentation — The record of waopmed, results obtained, and
conclusions the assurance practitioner reachethgtsuch as “working papers” or
“workpapers” are sometimes used).

(c) Engagement partrier The partner or other person in the firm wheeisponsible for
the assurance engagement and its performance,oartdef report that is issued on
behalf of the firm, and who, where required, has d@ippropriate authority from a
professional, legal or regulatory body.

[NZ]  Considerations Specific to the Public Sector

Where a statutory officer (such as the Auditor-&al) appoints an employee or
other suitably qualified person (appointed auditty) perform audits or other
assurance services on that officer’s behalf, ferghrposes of this Professional and
Ethical Standard it is the appointed auditor whdeatively discharges the
obligations of the engagement partner. Any refegeto the engagement partner
should be interpreted accordingly.

(d) [Amended by the NZAUASB. Refer to NZ 12.4].

[NZ12.4] Engagement quality control review — A pees designed to provide an objective
evaluation, on or before the date of the reportthef significant judgements the
engagement team made and the conclusions it reatliedanulating the report. The
engagement quality control review process is fatitauof financial statements of
FMC reporting entities, and those other assurangagements, if any, for which the
firm has determined an engagement quality conénakrv is required.

(e) Engagement quality control reviewer — A partregher person in the firm, suitably
gualified external person, or a team made up oh sadividuals, none of whom is
part of the engagement team, with sufficient anar@priate experience and authority
to objectively evaluate the significant judgemehis engagement team made and the
conclusions it reached in formulating the report.

(N Engagement team — All partners and staff penfog the engagement, and any
individuals engaged by the firm or a network firnmavperform procedures on the
engagement. This excludes external experts engagdte firm or by a network
firm.

() Firm — A sole practitioner, partnership or amgtion or other entity undertaking
assurance engagements.

[NZ]  Considerations Specific to the Public Sector

Where a statutory officer (such as the Auditor-Gabheappoints an employee or
other suitably qualified person (appointed auditto) perform audits or other
assurance services on that officer’s behalf, ferghrposes of this Professional and
Ethical Standard the term “firm” refers to the condtion of the statutory officer,

3 “Engagement partner,” “partner,” and “firm” shold read as referring to their public sector eqeived where
relevant.
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the appointed auditor, and, if applicable, the fofrwhich the appointed auditor is a
partner, member or employee.

[NZ12.5] FMC reporting entity — A FMC Reporting Eytas defined in section 451 of the
Financial Markets Conduct Act 2013.

(h) Inspection — In relation to completed engagemsigorocedures designed to provide
evidence of compliance by engagement teams witfirthés quality control policies
and procedures.

(i) Listed entity — [Deleted by the NZAuASB].

() Monitoring — A process comprising an ongoingisleration and evaluation of the
firm’s system of quality control, including a pedio inspection of a selection of
completed engagements, designed to provide thewitmreasonable assurance that
its system of quality control is operating effeetiu

(k) Network firm — A firm or entity that belongs tonetwork.
() Network — A larger structure:
(i) Thatis aimed at cooperation, and

(i) That is clearly aimed at profit or cost-shayior shares common ownership,
control or management, common quality control pesicand procedures,
common business strategy, the use of a common bram#, or a significant
part of professional resources.

(m) Partner — Any individual with authority to binthe firm with respect to the
performance of an assurance engagement.

(n) Personnel — Partners and staff.

[NZ12.6] Public entity — Has the meaning as define section 5 (1) of the Public Audit Act
2001.

[NZ12.7] Public interest entity —

* Any for-profit entity that is required or choogesreport in accordance with Tier
1 under XRB A%, and

 Any other public benefit entitythat applies the full financial reporting
standards.

[NZ12.8] Public sector auditor — The Auditor-Geadenr an auditor appointed by the Auditor-
General to perform audits or other assurance ss\ar public entities.

(o) Professional standards — [Deleted by the NZABAS

(p) Reasonable assurance — In the context of ttuge$sional and Ethical Standard, a
high, but not absolute, level of assurance.

(@) [Amended by the NZAUuASB. Refer to NZ12.9].

XRB Al Application of Accounting Standards.

XRB Al for Tier 1 public benefit entities will onlge finalised in 2014/2015. It is the intentiortiod
NZAUASB that all Tier 1 entities will meet the defion of a public interest entitfpr the purposes of this
standard.



PES 3 (Amended)

[NZ12.9] Relevant ethical requirements — Ethicgjuieements to which the engagement team

and engagement quality control reviewer are subja@bich ordinarily comprise
Professional and Ethical Standard 1 (Revised), atiter applicable law or
regulation.

(n Staff — Professionals, other than partnerdugiag any experts the firm employs.

(s) Suitably qualified external person — An indivad outside the firm with the
competence and capabilities to act as an assueaigagiement partner, for example a
partner of another firm, or an employee (with ajppiate experience) of either a
professional body whose members may perform awtits reviews of historical
financial information, or other assurance engagespesr of an organisation that
provides relevant quality control services.

Requirements
Applying, and Complying with, Relevant Requirements

13.

14.

15.

Personnel within the firm responsible for els$aing and maintaining the firm’s system of
quality control shall have an understanding of émtire text of this Professional and
Ethical Standard, including its application andestbxplanatory material, to understand its
objective and to apply its requirements properly.

The firm shall comply with each requirementtios Professional and Ethical Standard
unless, in the circumstances of the firm, the negment is not relevant to the services
provided in respect of audits and reviews of finahstatements, and other assurance
engagementgRef: Para. Al)

The requirements are designed to enable thetbrachieve the objective stated in this
Professional and Ethical Standard. The proper egipdin of the requirements is therefore
expected to provide a sufficient basis for the esbiment of the objective. However,
because circumstances vary widely and all suclummistances cannot be anticipated, the
firm shall consider whether there are particulattera or circumstances that require the
firm to establish policies and procedures in additio those required by this Professional
and Ethical Standard to meet the stated objective.

Elements of a System of Quality Control

16.

17.

The firm shall establish and maintain a systémuality control that includes policies and
procedures that address each of the following eksne

(@) Leadership responsibilities for quality withire firm.

(b) Relevant ethical requirements.

(c) Acceptance and continuance of client relatigmshnd specific engagements.
(d) Human resources.

(e) Engagement performance.

(H  Monitoring.

The firm shall document its policies and praged and communicate them to the firm’s
personnel(Ref: Para. A2-A3)

10
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Leadership Responsibilities for Quality within theFirm

18.

19.

The firm shall establish policies and proceduttesigned to promote an internal culture
recognising that quality is essential in performieggagements. Such policies and
procedures shall require the firm’s chief execubt¥fecer (or equivalent) or, if appropriate,
the firm’s managing board of partners (or equivglém assume ultimate responsibility for
the firm’s system of quality contrqRef: Para. A4-A5)

The firm shall establish policies and procedwgech that any person or persons assigned
operational responsibility for the firm’s system @fiality control by the firm’s chief
executive officer or managing board of partners fhdficient and appropriate experience
and ability, and the necessary authority, to asdinaieresponsibility(Ref: Para. A6)

Relevant Ethical Requirements

20.

The firm shall establish policies and procedulesigned to provide it with reasonable

assurance that the firm and its personnel compllg vélevant ethical requiremen{gef:
Para. A7-A10)

Independence

21.

22.

23.

The firm shall establish policies and procedulesigned to provide it with reasonable
assurance that the firm, its personnel and, whapécable, others subject to independence
requirements (including network firm personnel) mtain independence where required

by relevant ethical requirements. Such policies pratedures shall enable the firm to:
(Ref: Para. A10)

(@) Communicate its independence requirementstpeatsonnel and, where applicable,
others subject to them; and

(b) Identify and evaluate circumstances and refatigps that create threats to
independence, and to take appropriate action toirgdte those threats or reduce
them to an acceptable level by applying safeguangsf considered appropriate, to
withdraw from the engagement, where withdrawalasgible under applicable law
or regulation.

Such policies and procedures shall reqie: Para. A10)

(@) Engagement partners to provide the firm witlewant information about client
engagements, including the scope of services, &blenthe firm to evaluate the
overall impact, if any, on independence requiresient

(b) Personnel to promptly notify the firm of circatances and relationships that create a
threat to independence so that appropriate actiorbe taken; and

(c) The accumulation and communication of relevamformation to appropriate
personnel so that:

(i) The firm and its personnel can readily determineetivbr they satisfy
independence requirements;

(i)  The firm can maintain and update its records relating to independence; and

(i) The firm can take appropriate action regarding ftified threats to
independence that are not at an acceptable level.

The firm shall establish policies and procedulesigned to provide it with reasonable
assurance that it is notified of breaches of inddpace requirements, and to enable it to

11
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take appropriate actions to resolve such situatidime policies and procedures shall
include requirements fo(Ref: Para. A10)

(@) Personnel to promptly notify the firm of indepgence breaches of which they
become aware;

(b) The firm to promptly communicate identified bobes of these policies and
procedures to:

(i) The engagement partner who, with the firm, needsltress the breach; and

(i)  Other relevant personnel in the firm and, wherergymmate, the network, and
those subject to the independence requirementsnebd to take appropriate
action; andRef: Para. A14)

(c) Prompt communication to the firm, if necessdry the engagement partner and the
other individuals referred to in subparagraph 2@jl)f the actions taken to resolve
the matter, so that the firm can determine whethsrould take further action.

At least annually, the firm shall obtain wnitteonfirmation of compliance with its policies
and procedures on independence from all firm perslorequired to be independent by
relevant ethical requirement&ef: Para. A10-A11)

The firm shall establish policies and proceduef: Para A10)

(a) Setting out criteria for determining the need $afeguards to reduce the familiarity
threat to an acceptable level when using the samerspersonnel on an assurance
engagement over a long period of time; kel Para. A14)

(b) Requiring, for audits of financial statementoblic interest entities, the rotation of
the key assurance partner, and where applicablegrotsubject to rotation
requirements, after a specified period in compkanwith relevant ethical
requirements(Ref: Para. A12-A17)

Acceptance and Continuance of Client Relationshipand Specific Engagements

26.

27.

The firm shall establish policies and procedui@ the acceptance and continuance of
client relationships and specific engagements, gdesi to provide the firm with
reasonable assurance that it will only undertakeootinue relationships and engagements
where the firm:

(@) Is competent to perform the engagement andheasapabilities, including time and
resources, to do s(Ref: Para. A18, A23)

(b) Can comply with relevant ethical requiremeats

(c) Has considered the integrity of the client, aogs not have information that would
lead it to conclude that the client lacks integriRef: Para. A19-A20, A23)

Such policies and procedures shall require:

(@) The firm to obtain such information as it caless necessary in the circumstances
before accepting an engagement with a new cliemenwdeciding whether to
continue an existing engagement, and when consglesicceptance of a new
engagement with an existing clie(Ref: Para. A21, A23)

(b) If a potential conflict of interest is idengfil in accepting an engagement from a new
or an existing client, the firm to determine whetlteis appropriate to accept the
engagement.

12
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(c) If issues have been identified, and the firrsidies to accept or continue the client
relationship or a specific engagement, the firmdtwument how the issues were

resolved.

28. The firm shall establish policies and procedune continuing an engagement and the
client relationship, addressing the circumstanchsres the firm obtains information that
would have caused it to decline the engagementthat information been available
earlier. Such policies and procedures shall inchatesideration of:

(@) The professional and legal responsibilities #pply to the circumstances, including
whether there is a requirement for the firm to repo the person or persons who
made the appointment or, in some cases, to regylatmhorities; and

(b) The possibility of withdrawing from the engagemh or from both the engagement
and the client relationshigref: Para. A22-A23)

Human Resources

29. The firm shall establish policies and procedulesigned to provide it with reasonable
assurance that it has sufficient personnel with twnpetence, capabilities, and

commitment to ethical principles necessary to:

(a) Perform engagements in accordance with stasdssded by the External Reporting
Board or the New Zealand Auditing and Assurance&ieds Board and applicable

legal and regulatory requirements; and
(b) Enable the firm or engagement partners to issperts that are appropriate in the
circumstancegRef: Para. A24-A29)

Assignment of Engagement Teams
30. The firm shall assign responsibility for easig&gement to an engagement partner and
shall establish policies and procedures requitiady. t
(@) The identity and role of the engagement parémercommunicated to key members
of client management and those charged with governance;
(b) The engagement partner has the appropriate et@mge, capabilities, and authority
to perform the role; and
(c) The responsibilities of the engagement paranerclearly defined and communicated
to that partnenRef: Para. A30)
31. [Amended by the NZAuASB. Refer to NZ31.1].
[NZ31.1] The firm shall also establish policies gmdcedures to assign appropriate personnel with
the necessary competence, capabilities, and time to

(@) Perform engagements in accordance with staadssded by the External Reporting
Board or the New Zealand Auditing and Assuranced&teds Board and applicable
legal and regulatory requirements; and

(b) Enable the firm or engagement partners to iseperts that are appropriate in the
circumstancegRef: Para. A31)

Engagement Performance

32. The firm shall establish policies and procedulesigned to provide it with reasonable
assurance that engagements are performed in aocerdeith standards issued by the

13



33.

PES 3 (Amended)

External Reporting Board or the New Zealand Auditand Assurance Standards Board
and applicable legal and regulatory requirements, that the firm or the engagement
partner issue reports that are appropriate in tineurastances. Such policies and
procedures shall include:

(&) Matters relevant to promoting consistency mdhality of engagement performance;
(Ref: Para. A32-A33)

(b) Supervision responsibilities; a(rkf: Para. A34)
(c) Review responsibilitiegRef: Para. A35)

The firm’s review responsibility policies antbpedures shall be determined on the basis
that work of less experienced team members isw@ddoy more experienced engagement
team members.

Consultation

34.

The firm shall establish policies and procedulesigned to provide it with reasonable
assurance that:

(&) Appropriate consultation takes place on difficult or contentious matters;
(b) Sufficient resources are available to enabjg@miate consultation to take place;

(c) The nature and scope of, and conclusions reguftom, such consultations are
documented and are agreed by both the individuekisg consultation and the
individual consulted; and

(d) Conclusions resulting from consultations arplamentedor

[NZ34.1] The reasons alternative courses of actiom consultations were undertaken are

documented(Ref: Para. A36-A40)

Engagement Quality Control Review

35.

36.

37.

The firm shall establish policies and procedueguiring, for appropriate engagements, an
engagement quality control review that providehjective evaluation of the significant
judgements made by the engagement team and thkisimms reached in formulating the
report. Such policies and procedures shall:

(&) Require an engagement quality control reviewmafbaudits of financial statements of
FMC reporting entities

(b) Set out criteria against which all other auditsd reviews of historical financial
information and other assurance engagements slkalevaluated to determine
whether an engagement quality control review shdé@doerformed; an¢Ref: Para.
A41)

(c) Require an engagement quality control reviewalb engagements, if any, meeting
the criteria established in compliance with subgeaph 35(b).

The firm shall establish policies and procedws®tting out the nature, timing and extent of
an engagement quality control review. Such polieied procedures shall require that the
engagement report not be dated until the complatifothe engagement quality control
review. (Ref: Para. A42-A43)

The firm shall establish policies and proceducerequire the engagement quality control
review to include:

14
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(@) Discussion of significant matters with the eygaent partner;

(b) Review of the financial statements or otherjsttbmatter information and the
proposed report;

(c) Review of selected engagement documentatiatimglto significant judgements the
engagement team made and the conclusions it reaaheéd

(d) Evaluation of the conclusions reached in fomting the report and consideration of
whether the proposed report is approprigtet: Para. A44)

For audits of financial statements of FMC r&ipgr entities, the firm shall establish
policies and procedures to require the engagemeatlity) control review to also include
consideration of the following:

(@) The engagement team’s evaluation of the firmtdependence in relation to the
specific engagement;

(b) Whether appropriate consultation has takeneptacmatters involving differences of
opinion or other difficult or contentious mattees)d the conclusions arising from
those consultations; and

(c) Whether documentation selected for review oeflehe work performed in relation
to the significant judgements and supports the losians reachedRef: Para. A45-
A46)

Criteria for the Eligibility of Engagement Quali§ontrol Reviewers

39.

40.

41.

The firm shall establish policies and proceduceaddress the appointment of engagement
quality control reviewers and establish their dlilily through:

(@) The technical qualifications required to pemiothe role, including the necessary
experience and authority; arrkf: Para. A47)

(b) The degree to which an engagement quality obregwiewer can be consulted on the
engagement without compromising the reviewer’s cbjiy. (Ref: Para. A48)

The firm shall establish policies and procedutesigned to maintain the objectivity of the
engagement quality control reviewgkef: Para. A49-A51)

The firm’s policies and procedures shall pdevior the replacement of the engagement
quality control reviewer where the reviewer’s dpilio perform an objective review may
be impaired.

Documentation of the Engagement Quality Controli®ev
42. The firm shall establish policies and proceduoa documentation of the engagement

quality control review which require documentattbat:

(@) The procedures required by the firm’s poli@aesengagement quality control review
have been performed;

(b) The engagement quality control review has bmmmpleted on or before the date of
the report; and

(c) The reviewer is not aware of any unresolved@nathat would cause the reviewer to
believe that the significant judgements the engaggmeam made and the
conclusions it reached were not appropriate.

15
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Differences of Opinion

43. The firm shall establish policies and procesldioe dealing with and resolving differences of
opinion within the engagement team, with those wibed and, where applicable, between the
engagement partner and the engagement qualityotogtrewer (Ref: Para. A52-A53)

44. Such policies and procedures shall require that
(@) Conclusions reached be documented and implemented; and

(b) The report not be dated until the matter isiraed.

Engagement Documentation
Completion of the Assembly of Final Engagementd-ile

45. The firm shall establish policies and procedui@ engagement teams to complete the
assembly of final engagement files on a timely badter the engagement reports have
been finalised(Ref: Para. A54-A55)

Confidentiality, Safe Custody, Integrity, Accesstigiand Retrievability of Engagement
Documentation

46. The firm shall establish policies and procedudesigned to maintain the confidentiality,
safe custody, integrity, accessibility and retriaiiey of engagement documentatiqref:

Para. A56-A59)
Retention of Engagement Documentation

47. The firm shall establish policies and procedufer the retention of engagement
documentation for a period sufficient to meet tkeds of the firm or as required by law or
regulation.(Ref: Para. A60-A63)

Monitoring
Monitoring the Firm’s Quality Control Policies arféfrocedures

48. The firm shall establish a monitoring processighed to provide it with reasonable
assurance that the policies and procedures rel&irthe system of quality control are
relevant, adequate, and operating effectively. phigess shall:

(@) Include an ongoing consideration and evaluabbrithe firm’s system of quality
control including, on a cyclical basis, inspectiai at least one completed
engagement for each engagement partner;

(b) Require responsibility for the monitoring preseto be assigned to a partner or
partners or other persons with sufficient and appate experience and authority in
the firm to assume that responsibility; and

(c) Require that those performing the engagementherengagement quality control
review are not involved in inspecting the engagdamBef: Para. A64-A68)
Evaluating, Communicating and Remedying IdentibDediciencies

49. The firm shall evaluate the effect of deficiescnoted as a result of the monitoring
process and determine whether they are either:

(&) Instances that do not necessarily indicate tttefirm’s system of quality control is
insufficient to provide it with reasonable assumaricat it complies with standards
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issued by the External Reporting Board or the NealZnd Auditing and Assurance
Standards Board and applicable legal and regulatequirements, and that the
reports issued by the firm or engagement partnees appropriate in the
circumstances; or

(b) Systemic, repetitive or other significant defitcies that require prompt corrective
action.

The firm shall communicate to relevant engagemmartners and other appropriate
personnel, including any engagement quality comteoiewers, deficiencies noted as a

result of the monitoring process and recommendstion appropriate remedial action.
(Ref: Para. A69)

Recommendations for appropriate remedial agtiondeficiencies noted shall include one
or more of the following:

(@) Taking appropriate remedial action in relatitm an individual engagement or
member of personnel;

(b) The communication of the findings to those oesible for training and professional
development;

(c) Changes to the quality control policies andcpdures; and

(d) Disciplinary action against those who fail tmmply with the policies and procedures
of the firm, especially those who do so repeatedly.

The firm shall establish policies and procedureaddress cases where the results of the
monitoring procedures indicate that a report maynappropriate or that procedures were
omitted during the performance of the engagememth $olicies and procedures shall
require the firm to determine what further actisnappropriate to comply with relevant
standards issued by the External Reporting BoardherNew Zealand Auditing and
Assurance Standards Board and legal and regulegquyrements and to consider whether
to obtain legal advice.

The firm shall communicate at least annualgyrigsults of the monitoring of its system of
quality control to engagement partners and otheragpiate individuals within the firm,
including the firm’s chief executive officer or, Hppropriate, its managing board of
partners. This communication shall be sufficien¢émable the firm and these individuals to
take prompt and appropriate action where necessagycordance with their defined roles
and responsibilities. Information communicated kimalude the following:

(@) A description of the monitoring procedures parfed.
(b) The conclusions drawn from the monitoring pchaes.

(c) Where relevant, a description of systemic, tiépe or other significant deficiencies
and of the actions taken to resolve or amend ttlefeiencies.

Some firms operate as part of a network andcdmsistency, may implement some of
their monitoring procedures on a network basis. M/Hems within a network operate
under common monitoring policies and proceduresigdes to comply with this
Professional and Ethical Standard, and these fplase reliance on such a monitoring
system, the firm’s policies and procedures shajlire that:

(@) At least annually, the network communicate dkierall scope, extent and results of
the monitoring process to appropriate individuaihiw the network firms; and
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(b) The network communicate promptly any identifieeficiencies in the system of
quality control to appropriate individuals withimet relevant network firm or firms so

that the necessary action can be taken,
in order that engagement partners in the networksf can rely on the results of the
monitoring process implemented within the netwankjess the firms or the network
advise otherwise.

Complaints and Allegations

55. The firm shall establish policies and procedulesigned to provide it with reasonable
assurance that it deals appropriately with:

(@) Complaints and allegations that the work penfedt by the firm fails to comply with
standards issued by the External Reporting BoattieNew Zealand Auditing and
Assurance Standards Board and applicable legaleandatory requirements; and

(b) Allegations of non-compliance with the firm'gs¢éem of quality control.

As part of this process, the firm shall estabtiarly defined channels for firm personnel
to raise any concerns in a manner that enables tbecome forward without fear of

reprisals(Ref: Para. A70)

56. If during the investigations into complaintddaallegations, deficiencies in the design or
operation of the firm’s quality control policiesdprocedures or non-compliance with the
firm’s system of quality control by an individual endividuals are identified, the firm
shall take appropriate actions as set out in papdgbl (Ref: Para. A71-A72)

Documentation of the System of Quality Control

57. The firm shall establish policies and proceduequiring appropriate documentation to
provide evidence of the operation of each elemérntsosystem of quality controlRef:
Para. A73-A75)

58. The firm shall establish policies and procedubhat require retention of documentation for
a period of time sufficient to permit those perfargymonitoring procedures to evaluate
the firm’s compliance with its system of qualityntml, or for a longer period if required
by law or regulation.

59. The firm shall establish policies and procedurjuiring documentation of complaints
and allegations and the responses to them.

*k%k

Application and Other Explanatory Material
Applying, and Complying with, Relevant Requirements
Considerations Specific to Smaller Firgref: Para. 14)

Al. This Professional and Ethical Standard doesalbfor compliance with requirements that
are not relevant, for example, in the circumstanaea sole practitioner with no staff.
Requirements in this Professional and Ethical Stethcsuch as those for policies and
procedures for the assignment of appropriate pesdoto the engagement team (see
paragraph 31), for review responsibilities (seeageaph 33), and for the annual
communication of the results of monitoring to ergragnt partners within the firm (see
paragraph 53) are not relevant in the absencetfif st
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Elements of a System of Quality Contro{Ref: Para. 17)

A2.

In general, communication of quality controllip@s and procedures to firm personnel
includes a description of the quality control pmg and procedures and the objectives
they are designed to achieve, and the messagee#iwdt individual has a personal
responsibility for quality and is expected to coynplith these policies and procedures.
Encouraging firm personnel to communicate theimvgieor concerns on quality control
matters recognises the importance of obtainingldaekl on the firm's system of quality
control.

[NZA2.1] The form and content of communication shiblie explicit to provide firm personnel with

a ready source of information concerning thosecpesiand procedures applicable to them.

Considerations Specific to Smaller Firms

AS.

Documentation and communication of policies @nolcedures for smaller firms may be
less formal and extensive than for larger firms.

Leadership Responsibilities for Quality within theFirm

Promoting an Internal Culture of QualitRef: Para. 18)

A4.

A5.

The firm’s leadership and the examples it segaificantly influence the internal culture of
the firm. The promotion of a quality-oriented intal culture depends on clear, consistent
and frequent actions and messages from all levelsh® firm's management that
emphasise the firm’s quality control policies amdgedures, and the requirement to:

(@) Perform work that complies with standards idsbg the External Reporting Board
or the New Zealand Auditing and Assurance StandBaisdand applicable legal
and regulatory requirements; and

(b) Issue reports that are appropriate in the oigtances.

Such actions and messages encourage a culturestizgnises and rewards high quality
work. These actions and messages may be commuhibgtebut are not limited to,
training seminars, meetings, formal or informallaliaie, mission statements, newsletters,
or briefing memoranda. They may be incorporatedhi firm’s internal documentation
and training materials, and in partner and stafiraigal procedures such that they will
support and reinforce the firm’s view on the impoxte of quality and how, practically, it
is to be achieved.

Of particular importance in promoting an int&rculture based on quality is the need for
the firm’s leadership to recognise that the firnvasiness strategy is subject to the
overriding requirement for the firm to achieve diyain all the engagements that the firm
performs. Promoting such an internal culture inekid

(a) Establishment of policies and procedures thddress performance evaluation,
compensation, and promotion (including incentivestepns) with regard to its
personnel, in order to demonstrate the firm’s adarg commitment to quality;

(b) Assignment of management responsibilities ab ¢tbmmercial considerations do not
override the quality of work performed; and

(c) Provision of sufficient resources for the deypsghent, documentation and support of
its quality control policies and procedures.
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Assigning Operational Responsibility for the Firr®gstem of Quality Contrgkef: Para. 19)

A6. Sufficient and appropriate experience and ghbdhables the person or persons responsible
for the firm’s system of quality control to identiind understand quality control issues
and to develop appropriate policies and proceduresessary authority enables the
person or persons to implement those policies ancegures.

Relevant Ethical Requirements
Compliance with Relevant Ethical RequireméRts: Para. 20)

A7. Professional and Ethical Standard 1 (Revisstablishes the fundamental principles of
professional ethics, which include:

(@) Integrity;

(b) Objectivity;

(c) Professional competence and due care;
(d) Confidentiality; and

(e) Professional behaviour.

A8. Part B of Professional and Ethical StandardR&v{sed) illustrates how the conceptual
framework is to be applied in specific situatiotigorovides examples of safeguards that
may be appropriate to address threats to compliasittethe fundamental principles and
also provides examples of situations where safeiguare not available to address the
threats.

A9. The fundamental principles are reinforced irtipalar by:
. The leadership of the firm;
. Education and training;
. Monitoring; and
. A process for dealing with non-compliance.

Definition of “Firm,” “Network” and “Network Firm”(Ref: Para. 20-25)

A10. The definitions of “firm,” network” or “netwdsr firm” in relevant ethical requirements
may differ from those set out in this Professioaatl Ethical Standard. For example,
Professional and Ethical Standard 1 (Revised) dsfihe “firm” as:

(i) Asole practitioner, partnership or corporatiomdertaking assurance engagements

(i)  An entity that controls such parties, through ownership, management or other means;
and

(i) An entity controlled by such parties, througiwnership, management or other
means.

Professional and Ethical Standard 1 (Revised) ptswides guidance in relation to the
terms “network” and “network firm.”

In complying with the requirements in paragraphs230 the definitions used in the
relevant ethical requirements apply in so far asasessary to interpret those ethical
requirements.

20



PES 3 (Amended)

Considerations Specific to the Public Se¢kasf: Para. 23, 25)

[NZA10.1] In the case of a statutory officer (suab the Auditor-General) who is bound by this
Professional and Ethical Standard in their protesdi capacity as an assurance
practitioner, if the officer does not have the itpito withdraw from, or to decline to
accept, an engagement to eliminate a threat tgoerience of a professional nature, it
will be sufficient compliance with this Professibend Ethical Standard for the statutory
officer to:

(@) Introduce safeguards to reduce the threat dependence to the extent that is
reasonably possible in the circumstances; and

(b) Disclose the threat to independence to thasgoresible for governance of the entity
and publicly disclose the matter where a repar¢agiired.

Written ConfirmationRef: Para. 24)

All. Written confirmation may be in paper or elenic form. By obtaining confirmation and
taking appropriate action on information indicatmgn-compliance, the firm demonstrates
the importance that it attaches to independenceraies the issue current for, and visible
to, its personnel.

Familiarity ThreatRef: Para. 25)

Al12. Professional and Ethical Standard 1 (Revisihusses the familiarity threat that may be
created by using the same senior personnel onsamaase engagement over a long period
of time and the safeguards that might be apprapt@address such threats.

A13. Determining appropriate criteria to addressifiarity threat may include matters such as:

. The nature of the engagement, including the extemthich it involves a matter of
public interest; and

. The length of service of the senior personnel enethigagement.

Examples of safeguards include rotating the sgméosonnel or requiring an engagement
quality control review.

Al4. [Amended by the NZAuASB. Refer to NZA14.1].

[NZA14.1] Professional and Ethical Standard 1 (Re#l) recognises that the familiarity threat is
particularly relevant in the context of financightement audits of public interest entities.
For these audits, Professional and Ethical Stanti§REvised) requires the rotation of the
key audit partnérafter a pre-defined period, normally no more tlsawven years, and
provides related standards and guidance

[NZA14.2] Shorter rotation requirements may be legthed for particular audit engagements or
classes of audit engagement, for example for aofliétities whose securities are quoted
or listed on a recognised stock exchange.

Considerations Specific to the Public Sector

A15. Statutory measures may provide safeguardhéimdependence of a statutory officer (for
example, the Auditor-General). However, threats independence may still exist
regardless of any statutory measures designedoteqbrit. Therefore, in establishing the

6  Professional and Ethical Standard 1 (Revised),rifns.
7 Paragraph 290.151 of Professional and Ethicaldatal 1 (Revised).
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policies and procedures required by paragraphss2@2 public sector auditor may have
regard to the public sector mandate and addressttaegts to independence in that
context.

Al16. [Amended by the NZAuASB. Refer to NZA16.1].

[NZA16.1] There may be other public entities the¢ aot defined as a public interest entity, that ar
significant due to size, complexity, commerciakyiparliamentary or media interest or
public interest aspects, and which consequentle lzawide range of stakeholders. There
are no fixed objective criteria on which this deteration of significance should be based.
Such a determination should encompass an evaluatiat factors relevant to the public
entity. Therefore, there may be instances whemna determines, based on its quality
control policies and procedures, that a publictens significant for the purposes of
expanded quality control procedures.

Al7. [Amended by the NZAuASB. Refer to NZA17.1].

[NZA17.1] In the public sector, legislation may aslish the appointments and terms of office of the
auditor with engagement partner responsibility. &tbeless, for public entities considered
significant, as noted in paragraph A16, it may mehie public interest for public sector
auditors to establish policies and procedures tompte compliance with the spirit of
rotation of engagement partner responsibility.

Acceptance and Continuance of Client Relationshipsnd Specific Engagements

Competence, Capabilities, and Resour&es Para. 26(a))

A18. Consideration of whether the firm has the cetapce, capabilities, and resources to
undertake a new engagement from a new or an existient involves reviewing the
specific requirements of the engagement and th&tiegipartner and staff profiles at all
relevant levels, and including whether:

Firm personnel have knowledge of relevant industolesubject matters;

Firm personnel have experience with relevant regofeor reporting requirements,
or the ability to gain the necessary skills andvdedge effectively;

The firm has sufficient personnel with the necegsapabilities and competence;
Experts are available, if needed,;

Individuals meeting the criteria and eligibilityo@rements to perform engagement
quality control review are available, where appsieaand

The firm is able to complete the engagement withereporting deadline.

Integrity of Client(Ref: Para. 26(c))

A19. With regard to the integrity of a client, nea#t to consider include, for example:

The identity and business reputation of the clgengrincipal owners, key
management, and those charged with its governance.

The nature of the client’s operations, includirggtisiness practices.

Information concerning the attitude of the clierdisncipal owners, key management
and those charged with its governance towards swmetters as aggressive
interpretation of accounting standards and thenatecontrol environment.

Whether the client is aggressively concerned wighntaining the firm’s fees as low
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as possible.
Indications of an inappropriate limitation in theope of work.

Indications that the client might be involved in meg laundering or other criminal
activities.

The reasons for the proposed appointment of the dind non-reappointment of the
previous firm.

The identity and business reputation of relatedigmr

The extent of knowledge a firm will have regardihg integrity of a client will generally
grow within the context of an ongoing relationshiiph that client.

A20. Sources of information on such matters obthimgthe firm may include the following:

Communications with existing or previous providefsprofessional accountancy
services to the client in accordance with relevetitical requirements, and
discussions with other third parties.

Enquiry of other firm personnel or third partiexisuas bankers, legal counsel and
industry peers.

Background searches of relevant databases.

Continuance of Client RelationshiRef: Para. 27(a))

A21. Deciding whether to continue a client relasibip includes consideration of significant
matters that have arisen during the current oripusvengagements, and their implications
for continuing the relationship. For example, aemti may have started to expand its
business operations into an area where the firrs doepossess the necessary expertise.

Withdrawal(Ref: Para. 28)

A22. Policies and procedures on withdrawal fromeagagement or from both the engagement
and the client relationship address issues thaidedhe following:

Discussing with the appropriate level of the cliemhanagement and those charged
with its governance the appropriate action that ftrra might take based on the
relevant facts and circumstances.

If the firm determines that it is appropriate tothwdraw, discussing with the
appropriate level of the client's management armm$ehcharged with its governance
withdrawal from the engagement or from both the agegnent and the client
relationship, and the reasons for the withdrawal.

Considering whether there is a professional, legakgulatory requirement for the
firm to remain in place, or for the firm to repotte withdrawal from the

engagement, or from both the engagement and téet cklationship, together with
the reasons for the withdrawal, to regulatory arities.

Documenting significant matters, consultations, abosions and the basis for the
conclusions.

Considerations Specific to the Public Sec¢kasf: Para. 26-28)

A23. In the public sector, auditors may be appainteaccordance with statutory procedures.
Accordingly, certain of the requirements and coasations regarding the acceptance and
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continuance of client relationships and specifigagyrements as set out paragraphs 26-28
and Al18-A22 may not be relevant. Nonetheless, kskatg policies and procedures as
described may provide valuable information to pulskector auditors in performing risk
assessments and in carrying out reporting respdifisi

Human ResourcegRef: Para. 29)

A24. Personnel issues relevant to the firm’s peticand procedures related to human resources
include, for example:

. Recruitment.

. Performance evaluation.

. Capabilities, including time to perform assignments
. Competence.

. Career development.

. Promotion.

. Compensation.

. The estimation of personnel needs.

Effective recruitment processes and procedurgsthel firm select individuals of integrity
who have the capacity to develop the competenceapabilities necessary to perform the
firm’'s work and possess the appropriate charatiesiso enable them to perform
competently.

A25. Competence can be developed through a vasfatethods, including the following:
. Professional education.
. Continuing professional development, includingrtnag).
. Work experience.

. Coaching by more experienced staff, for examplegeiomembers of the engagement
team.

. Independence education for personnel who are mdjtir be independent.

A26. The continuing competence of the firm’s persgrdepends to a significant extent on an
appropriate level of continuing professional depedent so that personnel maintain their
knowledge and capabilities. Effective policies gmicedures emphasise the need for
continuing training for all levels of firm personpand provide the necessary training
resources and assistance to enable personnel telogeand maintain the required
competence and capabilities.

A27. The firm may use a suitably qualified exterrmpdrson, for example, when internal
technical and training resources are unavailable.

A28. Performance evaluation, compensation and ptiom@rocedures give due recognition
and reward to the development and maintenancempetence and commitment to ethical
principles. Steps a firm may take in developing andintaining competence and
commitment to ethical principles include:

. Making personnel aware of the firm's expectatioegarding performance and
ethical principles;
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. Providing personnel with evaluation of, and couimgebn, performance, progress
and career development; and

. Helping personnel understand that advancementdibiquas of greater responsibility
depends, among other things, upon performancetguaiid adherence to ethical
principles, and that failure to comply with thenfis policies and procedures may
result in disciplinary action.

Considerations Specific to Smaller Firms

A29. The size and circumstances of the firm wilfluence the structure of the firm’'s
performance evaluation process. Smaller firms, antiqular, may employ less formal
methods of evaluating the performance of their amnsl.

Assignment of Engagement Teams
Engagement Partneef: Para. 30)

A30. Policies and procedures may include systenmadnitor the workload and availability of
engagement partners so as to enable these indwittupave sufficient time to adequately
discharge their responsibilities.

Engagement TeantRef: Para. 31)

A31l. The firm's assignment of engagement teams t#ed determination of the level of
supervision required, include for example, congitien of the engagement team'’s:

. Understanding of, and practical experience witlgagements of a similar nature and
complexty through appropriate training and participation;

. Understanding of the standards issued by the Eait@&aporting Board or the New
Zealand Auditing and Assurance Standards Board kgl and regulatory
requirements;

. Technical knowledge and expertise, including knalgke of relevant information
technology;

. Knowledge of relevant industries in which the clients operate;
- Ability to apply professional judgemenind
. Understanding of the firm’s quality control polisiand procedures.

Engagement Performance
Consistency in the Quality of Engagement Perforra@Res: Para. 32(a))

A32. The firm promotes consistency in the qualifyemgagement performance through its
policies and procedures. This is often accomplighealigh written or electronic manuals,
software tools or other forms of standardised damtation, and industry or subject
matter-specific guidance materials. Matters adexssay include:

. How engagement teams are briefed on the engagemehtain an understanding of
the objectives of their work.

. Processes for complying with applicable engagersiamtdards.
. Processes of engagement supervision, staff traamagcoaching.
. Methods of reviewing the work performed, the sigmaiht judgements made and the
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form of report being issued.

Appropriate documentation of the work performed ahdhe timing and extent of
the review.

Processes to keep all policies and proceduresrdurre

A33. Appropriate teamwork and training assist legperienced members of the engagement
team to clearly understand the objectives of tiseggasd work.

SupervisionRef: Para. 32(b))

A34. Engagement supervision includes the following:

Tracking the progress of the engagement;

Considering the competence and capabilities of viddal members of the
engagement team, whether they have sufficient tonearry out their work, whether
they understand their instructions and whether wioek is being carried out in
accordance with the planned approach to the engagement;

Addressing significant matters arising during thegagement, considering their
significance and modifying the planned approach appropriately; and

Identifying matters for consultation or considesati by more experienced
engagement team members during the engagement.

ReviewRef: Para. 32(c))

A35. A review consists of consideration of whether:

The work has been performed in accordance witlstidnedards issued by the External
Reporting Board or the New Zealand Auditing andukaece Standards Board and
applicable legal and regulatory requirements;

Significant matters have been raised for furthersateration;

Appropriate consultations have taken place andékalting conclusions have been
documented and implemented;

There is a need to revise the nature, timing amehexf work performed;

The work performed supports the conclusions reached is appropriately
documented,;

The evidence obtained is sufficient and approptiatipport the report; and
The objectives of the engagement procedures haare dshieved.

Consultation(Ref: Para. 34)

A36. Consultation includes discussion at the appatg professional level, with individuals
within or outside the firm who have specialisedar%ige.

A37. Consultation uses appropriate research regsuas well as the collective experience and
technical expertise of the firm. Consultation helpspromote quality and improves the
application of professional judgement. Appropriageognition of consultation in the
firm’s policies and procedures helps to promote udtuce in which consultation is
recognised as a strength and encourages persanoehsult on difficult or contentious
matters.
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A38. Effective consultation on significant technjagthical and other matters within the firm, or
where applicable, outside the firm can be achievieen those consulted:

. Are given all the relevant facts that will enaliiern to provide informed advice; and
. Have appropriate knowledge, seniority and expeggenc

and when conclusions resulting from consultations @ppropriately documented and
implemented.

A39. Documentation of consultations with other pssionals that involve difficult or
contentious matters that is sufficiently completad adetailed contributes to an
understanding of:

. The issue on which consultation was sought; and

. The results of the consultation, including any diexis taken, the basis for those
decisions and how they were implemented.

Considerations Specific to Smaller Firms

A40. A firm needing to consult externally, for exale a firm without appropriate internal
resources, may take advantage of advisory serpioesded by:

. Other firms;
. Professional and regulatory bodies; or
. Commercial organisations that provide relevantiggabntrol services.

Before contracting for such services, consideratibthe competence and capabilities of
the external provider helps the firm to determirteethher the external provider is suitably
gualified for that purpose.

Engagement Quality Control Review
Criteria for an Engagement Quality Control Revi@af: Para. 35(b))

A41. Criteria for determining which engagementseotthan audits of financial statements of
FMC reporting entities are to be subject to an gageent quality control review may
include, for example:

. The nature of the engagement, including the extemthich it involves a matter of
public interest.

. The identification of unusual circumstances or sigk an engagement or class of
engagements.

. Whether laws or regulations require an engagemsaility control review.

Nature, Timing and Extent of the Engagement Quélitntrol ReviewRef: Para. 36-37)

A42. The engagement report is not dated until trapietion of the engagement quality control
review. However, documentation of the engagemerdlityucontrol review may be
completed after the date of the report.

A43. Conducting the engagement quality control eeviin a timely manner at appropriate
stages during the engagement allows significantarsato be promptly resolved to the
engagement quality control reviewer’s satisfactaror before the date of the report.
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A44. The extent of the engagement quality coneglaw may depend, among other things, on
the complexity of the engagement, whether the \ergia FMC reporting entity, and the
risk that the report might not be appropriate ia tircumstances. The performance of an
engagement quality control review does not redbeer¢sponsibilities of the engagement
partner.

Engagement Quality Control Review of a FMC repa@rtmtity (Ref: Para. 38)

A45. Other matters relevant to evaluating the $icgmt judgements made by the engagement
team that may be considered in an engagement yjualittrol review of an audit of
financial statements of a FMC reporting entity uds:

. Significant risks identified during the engagemamd the responses to those risks.
. Judgements made, particularly with respect to naditgrand significant risks.

. The significance and disposition of corrected amtowurected misstatements
identified during the engagement.

. The matters to be communicated to management ase ttharged with governance
and, where applicable, other parties such as regylhodies.

These other matters, depending on the circumstameag also be applicable for
engagement quality control reviews for audits a# financial statements of other
entities as well as reviews of financial statemanis other assurance engagements.

Considerations Specific to the Public Sector

A46. Although not referred to as FMC reporting Bes, as described in paragraph Al6, certain
public entities may be of sufficient significan@ewarrant performance of an engagement
quality control review.

[NZA46.1] There are no fixed objective criteria which this determination of significance should be
based. However, such a determination should encesnpa evaluation of all factors
relevant to the public entity. Such factors in@usize, complexity, commercial risk,
parliamentary or media interest and the numberangde of stakeholders affected.

Criteria for the Eligibility of Engagement Quali§ontrol Reviewers
Sufficient and Appropriate Technical Expertise, En@nce and AuthorityRef: Para. 39(a))

A47. What constitutes sufficient and appropriatehtecal expertise, experience and authority
depends on the circumstances of the engagemenexaonple, the engagement quality
control reviewer for an audit of the financial staents of a FMC reporting entity is likely
to be an individual with sufficient and approprigeperience and authority to act as an
audit engagement partner on audits of financiaéstants of FMC reporting entities.

Consultation with the Engagement Quality ControVieeer (Ref: Para. 39(b))

A48. The engagement partner may consult the engagfequality control reviewer during the
engagement, for example, to establish that a juégéemmade by the engagement partner
will be acceptable to the engagement quality cémreiewer. Such consultation avoids
identification of differences of opinion at a ladtage of the engagement and need not
compromise the engagement quality control reviesvetigibility to perform the role.
Where the nature and extent of the consultationsorbe significant the reviewer’s
objectivity may be compromised unless care is tdkehoth the engagement team and the
reviewer to maintain the reviewer’'s objectivity. Wh this is not possible, another
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individual within the firm or a suitably qualifiegixternal person may be appointed to take
on the role of either the engagement quality com&a@ewer or the person to be consulted
on the engagement.

Objectivity of the Engagement Quality Control Reves (Ref: Para. 40)

A49. The firm is required to establish policies gdcedures designed to maintain objectivity
of the engagement quality control reviewer. Accogtly, such policies and procedures
provide that the engagement quality control reviewe

. Where practicable, is not selected by the engagepaginer;

. Does not otherwise participate in the engagememglthe period of review;

. Does not make decisions for the engagement teaan; an

. Is not subject to other considerations that wolidaten the reviewer’s objectivity.

Considerations Specific to Smaller Firms

A50. It may not be practicable, in the case omfirwith few partners, for the engagement
partner not to be involved in selecting the engag@nguality control reviewer. Suitably
gualified external persons may be contracted wheles practitioners or small firms identify
engagements requiring engagement quality contrelews. Alternatively, some sole
practitioners or small firms may wish to use othans to facilitate engagement quality
control reviews. Where the firm contracts suitaljyalified external persons, the
requirements in paragraphs 39-41 and guidanceragmphs A47-A48 apply.

Considerations Specific to the Public Sector

A51. In the public sector, a statutory auditor @xample, an Auditor-General, or other suitably
qualified person appointed on behalf of the AudiE@neral) may act in a role equivalent
to that of engagement partner with overall resgwlitsi for public sector audits. In such
circumstances, where applicable, the selectiom@®fngagement quality control reviewer
includes consideration of the need for independé&mee the audited entity and the ability
of the engagement quality control reviewer to pdevan objective evaluation.

Differences of Opinio(Ref: Para. 43)

A52. Effective procedures encourage identificatbdrdifferences of opinion at an early stage,
provide clear guidelines as to the successive diedse taken thereafter, and require
documentation regarding the resolution of the dififees and the implementation of the
conclusions reached.

A53. Procedures to resolve such differences malpdecconsulting with another assurance
practitioner or firm, or a professional or regulgtbody.
Engagement Documentation
Completion of the Assembly of Final Engagementsikef: Para. 45)

A54. Law or regulation may prescribe the time Igrbty which the assembly of final engagement
files for specific types of engagement is to be pleted. Where no such time limits are
prescribed in law or regulation, paragraph 45 meguihe firm to establish time limits that
reflect the need to complete the assembly of famglagement files on a timely basis. In the
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case of an audit, for example, such a time limitlardinarily not be more than 60 days
after the date of the auditor’s regort

Where two or more different reports are issuedespect of the same subject matter
information of an entity, the firm’s policies andopedures relating to time limits for the
assembly of final engagement files address eacbrtregs if it were for a separate
engagement. This may, for example, be the case thlegiirm issues an auditor’s report on
a component’s financial information for group cdigation purposes and, at a subsequent
date, an auditor’s report on the same financialrmétion for statutory purposes.

Confidentiality, Safe Custody, Integrity, Accesstigiand Retrievability of Engagement
DocumentatioriRef: Para. 46)

A56.

A57.

A58.

Relevant ethical requirements establish aigatibn for the firm’s personnel to observe at
all times the confidentiality of information com&d in engagement documentation, unless
specific client authority has been given to diselasformation, or there is a legal or
professional duty to do so. Specific laws or rejoies may impose additional obligations
on the firm’s personnel to maintain client confitiality, particularly where data of a
personal nature are concerned.

Whether engagement documentation is in pagectronic or other media, the integrity,
accessibility or retrievability of the underlyingatd may be compromised if the
documentation could be altered, added to or delstgtbut the firm’s knowledge, or if it
could be permanently lost or damaged. Accordingbntrols that the firm designs and
implements to avoid unauthorised alteration or los€ngagement documentation may
include those that:

. Enable the determination of when and by whom engagé documentation was
created, changed or reviewed;

. Protect the integrity of the information at all g¢a of the engagement, especially
when the information is shared within the engagdnesm or transmitted to other
parties via the Internet;

. Prevent unauthorised changes to the engagemenindotation; and

. Allow access to the engagement documentation byetigggement team and other
authorised parties as necessary to properly digehtaeir responsibilities.

Controls that the firm designs and impleméatmaintain the confidentiality, safe custody,
integrity, accessibility and retrievability of emggament documentation may include the
following:

. The use of a password among engagement team menteestrict access to
electronic engagement documentation to authorisedsu

. Appropriate back-up routines for electronic engageim documentation at
appropriate stages during the engagement.

. Procedures for properly distributing engagement udwntation to the team
members at the start of the engagement, processidgring engagement, and
collating it at the end of engagement.

. Procedures for restricting access to, and enablioger distribution and confidential
storage of, hardcopy engagement documentation.

8

ISA (NZ) 230, “Audit Documentation”, paragraph A21.
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For practical reasons, original paper docuwig may be electronically scanned for
inclusion in engagement files. In such cases, itime'sd procedures designed to maintain
the integrity, accessibility, and retrievability tife documentation may include requiring
the engagement teams to:

. Generate scanned copies that reflect the entirdecbrof the original paper
documentation, including manual signatures, crefsrences and annotations;

. Integrate the scanned copies into the engagemkad, including indexing and
signing off on the scanned copies as necessary; and

. Enable the scanned copies to be retrieved andcegrag necessary.

There may be legal, regulatory or other reasonsafdirm to retain original paper
documentation that has been scanned.

Retention of Engagement Documentatiréf: Para. 47)

A60.

AG1.

AG2.

The needs of the firm for retention of engagetdocumentation, and the period of such
retention, will vary with the nature of the engagetand the firm’s circumstances, for

example, whether the engagement documentatioreedeto provide a record of matters

of continuing significance to future engagementse Tetention period may also depend on
other factors, such as whether local law or reguigprescribes specific retention periods
for certain types of engagements, or whether ths¥egenerally accepted retention periods
in the jurisdiction in the absence of specific legaregulatory requirements.

In the specific case of audit engagements,rébention period would ordinarily be no
shorter than five years from the date of the awditoeport, or, if later, the date of the
group auditor’s report.

Procedures that the firm adopts for retentbengagement documentation include those
that enable the requirements of paragraph 47 tméeduring the retention period, for
example to:

. Enable the retrieval of, and access to, the engagemiocumentation during the
retention period, particularly in the case of alecic documentation since the
underlying technology may be upgraded or changed time;

. Provide, where necessary, a record of changes toaelegagement documentation
after the engagement files have been completed; and

. Enable authorised external parties to access awmgwespecific engagement
documentation for quality control or other purposes

Ownership of engagement documentation
A63. Unless otherwise specified by law or regulati@ngagement documentation is the

property of the firm. The firm may, at its discoetj make portions of, or extracts from,
engagement documentation available to clients, igeav such disclosure does not
undermine the validity of the work performed, oe tindependence of the firm or its
personnel.

Monitoring
Monitoring the Firm’s Quality Control Policies arffroceduregRef: Para. 48)
A64. The purpose of monitoring compliance with gyatontrol policies and procedures is to

provide an evaluation of:
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. Adherence to the standards issued by the Exterepbiing Board or the New
Zealand Auditing and Assurance Standards Board kgél and regulatory
requirements;

. Whether the system of quality control has been @mmtely designed and
effectively implemented; and

. Whether the firm’s quality control policies and pedures have been appropriately
applied, so that reports that are issued by tha far engagement partners are
appropriate in the circumstances.

Ongoing consideration and evaluation of theteay of quality control include matters
such as the following:

. Analysis of:

0 New developments in the standards issued by theraitReporting Board or
the New Zealand Auditing and Assurance Standar@s®and applicable legal
and regulatory requirements, and how they areateftein the firm’s policies
and procedures where appropriate;

o  Written confirmation of compliance with policies danprocedures on
independence;

) Continuing professional development, including training; and

0 Decisions related to acceptance and continuanceiait relationships and
specific engagements.

. Determination of corrective actions to be taken mmprovements to be made in the
system, including the provision of feedback inte flrm’s policies and procedures
relating to education and training.

. Communication to appropriate firm personnel of wesdses identified in the
system, in the level of understanding of the sysamecompliance with it.

. Follow-up by appropriate firm personnel so that essary modifications are
promptly made to the quality control policies amdqedures.

Inspection cycle policies and procedures rf@ayexample, specify a cycle that spans three
years. The manner in which the inspection cyclerganised, including the timing of
selection of individual engagements, depends oryrfantors, such as the following:

. The size of the firm.
. The number and geographical location of offices.
. The results of previous monitoring procedures.

. The degree of authority both personnel and offioage (for example, whether
individual offices are authorised to conduct tlmim inspections or whether only the
head office may conduct them).

. The nature and complexity of the firm’s practicel @nganisation.
. The risks associated with the firm’s clients andcsfic engagements.

The inspection process includes the seleatioimdividual engagements, some of which
may be selected without prior notification to thegagement team. In determining the
scope of the inspections, the firm may take intooaat the scope or conclusions of an
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independent external inspection programme. Howeareindependent external inspection
programme does not act as a substitute for thésfiomvn internal monitoring programme.

[NZA67.1] In the public sector, the Office of theuditor-General performs quality reviews on
appointed auditors on a cyclical basis. A quatgyiew by the Office of the Auditor-
General would contribute towards the firm’s compde with the monitoring requirements
of this standard.

Considerations Specific to Smaller Firms

A68. In the case of small firms, monitoring procetumay need to be performed by individuals
who are responsible for design and implementatioth® firm’s quality control policies
and procedures, or who may be involved in perfogrtime engagement quality control
review. A firm with a limited number of persons melyoose to use a suitably qualified
external person or another firm to carry out engagg inspections and other monitoring
procedures. Alternatively, the firm may establishaagements to share resources with

other appropriate organisations to facilitate manity activities.

Communicating DeficiencigBef: Para. 50)

A69. The reporting of identified deficiencies talimduals other than the relevant engagement
partners need not include an identification of #pmecific engagements concerned,
although there may be cases where such identditatiay be necessary for the proper
discharge of the responsibilities of the individuather than the engagement partners.

Complaints and Allegations

Source of Complaints and Allegatiof®ef: Para. 55)

A70. Complaints and allegations (which do not ideluhose that are clearly frivolous) may
originate from within or outside the firm. They mbg made by firm personnel, clients or
other third parties. They may be received by engege team members or other firm
personnel.

[NZA70.1] Complaints and allegations may also bmereed from relevant professional bodies.

Investigation Policies and Procedu(rsf: Para. 56)

A71. Policies and procedures established for thestigation of complaints and allegations may
include for example, that the partner supervishggifivestigation:

. Has sufficient and appropriate experience;

. Has authority within the firm; and

. Is otherwise not involved in the engagement.

The partner supervising the investigation may imgdégal counsel as necessary.

Considerations Specific to Smaller Firms

A72. It may not be practicable, in the case of éinwvith few partners, for the partner supervising
the investigation not to be involved in the engagem These small firms and sole
practitioners may use the services of a suitabglified external person or another firm to
carry out the investigation into complaints anegditions.
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Documentation of the System of Quality ControlRef: Para57)

A73. The form and content of documentation evidegt¢he operation of each of the elements
of the system of quality control is a matter ofgadhent and depends on a number of
factors, including the following:

. The size of the firm and the number of offices.
. The nature and complexity of the firm’s practicel @nganisation.

For example, large firms may use electronic daedbas document matters such as
independence confirmations, performance evaluatiang the results of monitoring
inspections.

A74. Appropriate documentation relating to monngrincludes, for example:

. Monitoring procedures, including the procedure faelecting completed
engagements to be inspected.

. A record of the evaluation of:

o Adherence to the standards issued by the Extereyabfing Board or the New
Zealand Auditing and Assurance Standards Board applicable legal and
regulatory requirements;

o  Whether the system of quality control has been @pyately designed and
effectively implemented; and

o  Whether the firm's quality control policies and pedures have been
appropriately applied, so that reports that aneedsby the firm or engagement
partners are appropriate in the circumstances.

. Identification of the deficiencies noted, an evéluaof their effect, and the basis for
determining whether and what further action is seagy.
Considerations Specific to Smaller Firms

A75. Smaller firms may use more informal methaaghie documentation of their systems of
guality control such as manual notes, checklistsfarms.

[NZA75.1] The policies are often simply embeddedhr firm’s engagements templates in the form
of standard communications, questionnaires, chaskimemoranda, and forms.
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Accompanying Attachment: Similarity to International and Australian Standards on
Quiality Control

This conformity statement accompanies but is ndt@aPES 3 (Amended).

Conformity with International Standards on Quality Control

This Professional and Ethical Standard conformh Witernational Standard on Quality Control
(ISQC) 1Quality Control for Firms that Perform Audits an@WRews of Financial Statements,
and Other Assurance and Related Services Engagsjissuted by the International Auditing and
Assurance Standards Board (IAASB), and indepenstantard-setting board of the International
Federation of Accountants (IFAC) in respect of éudnd reviews of financial statements, and
other assurance engagements.

Requirements and application material that has bdded to this Professional and Ethical
Standard (and do not appear in the text of thevatpnt ISQC 1) are identified with the prefix
HNZH.

The following requirements are additional to ISQC 1

. Emphasising that having appropriate time availablea consideration in assigning the
engagement team; (Ref: Para NZ31.1)

. A requirement to document the reasons alternatougses of action from consultations
were undertaken (NZ34.1)

This Professional and Ethical standard differsciope from ISQC 1 as it does not apply to related
service engagements.

This Professional and Ethical Standard incorporesinology and definitions used in New
Zealand. Requirements that apply to listed enthege been broadened to apply to FMC
reporting entities in New Zealand. This appliesht® engagement quality control review
requirements. (Ref: Para 25, 35 and 38)

Compliance with this Professional and Ethical Staddnables compliance with ISQC 1, to the
extent that ISQC 1 applies to audits and reviewfnahcial statements, and other assurance
engagements.

Comparison with Australian Standards on Quality Cortrol

In Australia, the Australian Auditing and Assurar8tandards Board (AUASB) has issued
Auditing Standard ASQC Quality Control for Firms that perform Audits an@&WRews of
Financial Reports and Other Financial Informatiand Other Assurance Engagements.

ASQC 1 also conforms with ISQC 1. ASQC 1 alscedf like PES 3(Amended), in scope from
ISQC 1 as it does not apply to related serviceaggments. ASQC 1 also includes the additional
requirement described above to document the reastensative courses of action from consultations
were undertaken.

The following requirement in ASQC 1lis additional&)C 1 and PES 3(Amended):

. At least annually, the firm shall obtain writteméiomation of compliance with its policies and
procedures on independence from all firm persomuglired to be independent by applicable
legal and regulatory requirements (Ref. Para. Aus)2

The equivalent requirements and related applicainwhother explanatory material included in
ISQC 1 and PES 3 (Amended) in respect of releuvadad requirements, are included in another
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Auditing Standard, ASA 10€ompliance with Ethical Requirements when Perfogmindits,
Reviews and Other Assurance Engagemesitser than ASAE 3410. There is no internatiamal
New Zealand equivalent to ASA 102.
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Amendments to Other Pronouncements

This appendix sets out amendments to other ISAs [BXEs (NZ) and other pronouncements
issued by the XRB or the NZAuASB that are a coesegLof the issuance of this PES 3
(Amended). Amended paragraphs are shown with ndwntelerlined and deleted text struck

through.
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Appendix

A generic change is required throughout the relei@fs (NZ), ISAEs (NZ) and other
pronouncements issued by the XRB Board or the NZ2BAo amend the title of Professional
and Ethical Standard 3, “Quality Controto Professional and Ethical Standard 3 (Amended),
“Quality Control_for Firms that Perform Audits an@W®Rews of Financial Statements, and Other

Assurance Engagemehts

Paragraph references to Professional and Ethieald&td 3 will be amended as follows:

Pronouncement Location Change
ISA (NZ) 200 Paragraph Al17 footnote 13 Amend “paaph 26-27" to
“paragraphs 20-25"
ISA (NZ) 220 Paragraph 2 footnote 2 Amend “paragrag’ to
“paragraph 11”.
Paragraph A8 footnote 8 Amend “paragraph 32" to
paragraph 27(a)”
Paragraph A16 footnote 10 Amend “paragraph 39” to
“paragraph 33”.
Paragraph A32 footnote 17 Amend “paragraph 54" to
paragraph 48”
ISA (NZ) 230 Paragraph 3 footnote 3 Amend “parafgrép-44 and
54" to “paragraph 32-33, 35-
38, and 48”.
Paragraph A21 footnote 12 Amend “paragraph 51" to
“paragraph 45”.
Paragraph A21 footnote 13 Amend “paragraph A62” to
“paragraph A54”.
Paragraph A23 footnote 14 Amend “paragraph 53" to
“paragraph 47”.
Paragraph A23 footnote 15 Amend “paragraph A68” to
“paragraph A61”.
ISA (NZ) 260 Appendix 1 first bullet point Amenddpagraph 36(a)” to
“paragraph 30(a)”
ISA (NZ) 600 Paragraph A35 footnote 20 Amend “paaah 60" to
“paragraph 54”
ISA (NZ) 620 Paragraph Al1l footnote 9 Amend “paagpir 15(g)” to

“paragraph 12 (f)”

Paragraph A12 footnote 10

Amend “paragraph 15(@)”
“paragraph 12 (f)”

ISAE (NZ) 3402

Paragraph 50 footnote 11

Amend “geaphs A62-A63"
to “paragraphs A54-A55".

Paragraph A46 footnote 17

Amend “paragraph 51" to
“paragraph 45”

37



PES 3 (Amended)

Paragraph A46 footnote 18

Amend “paragraph A62” to
“paragraph A54”.
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