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NEW ZEALAND PREFACE

Professional and Ethical Standard 1 (Revis€&bde of Ethics for Assurance Practitioners
(Code) issued by the NZAuASB is based on Part A Bad B of the Code of Ethics for

Professional Accountants, issued by the Internati@thics Standards Board for Accountants,
published by the International Federation of Acdaats (IFAC) and used with permission of
IFAC, as it applies to assurance practitioners. wN&ealand additions and definitions are
prefixed with NZ in this Code.

The Code is based on a number of fundamental piexithat express the basic tenets of
professional and ethical behaviour and conductsufence practitioners must abide by these
fundamental principles when performing assurangagements.

The independence requirements set out in this Ggty to all entities and all assurance
practitioners. Small entities and small firms,dertain circumstances, may face difficulties
implementing the requirements, especially the iedelence requirements covered in section 290
and section 291. Many of the safeguards discussdxting available, within either the entity or
the assurance practice, will not be available t@lsmntities and small firms. Further, the
safeguards discussed may not be effective for dmak and no other effective safeguards may
be available. For example, involving individualghin the firm who are not members of the
assurance team in, for example, providing non-as&er services to an assurance client, may not
reduce the threats to independence given the ligkllgeness of relationships of staff within
small firms.

Small entities are unlikely to have the resourceshe need to operate detailed corporate
governance mechanisms such as audit committeesll fiims may not have the resources or
the need to develop and maintain detailed intepadicies and procedures to identify and
evaluate threats to independence, or the abilitgctess independent assurance practitioners to
review work undertaken. In some cases the costhefappropriate safeguards will not be
significant. In other cases, achieving satisfactsafeguards will not be possible without
significant cost.

In the case of a small firm, as applies to all otfiens, if the fundamental principles are
threatened and no alternative safeguards can héfidd, the assurance practitioner or firm shall
terminate or decline the engagement.
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NEW ZEALAND SCOPE AND APPLICATION

NZ1.1 This Code is operative from 1 January 201d aupersedes Professional and Ethical
Standard (PES) Ethical Standards for Assurance Practitionensd PES 2ndependence
in Assurance Engagemenfissued by the XRB in July 2011). Earlier adoptiof this
Code is permitted. Transitional provisions relgtito public interest entities, partner
rotation, non-assurance services, fees — relatbeg sompensation and evaluation policies
apply from the date specified in the respectivaditgonal provisions (refer to page 130).

NZ1.2 This Code is intended to apply to all thodeowperform assurance engagements, even if
they are not part of the accountancy professiorhis TTode makes reference to the
accounting profession to establish a benchmarkiamidt intended to exclude assurance
practitioners that are not part of the accountgmoyession. Some professions may have
requirements and guidance that differ from thosetaioed in this Code. Assurance
practitioners from other professions, including g®rson or organisation appointed or
engaged to perform assurance engagements, neesl awdre of these differences and
comply with the more stringent requirements andignce.

NZ1.3 This Code is not intended to detract fronpoesibilities which may be imposed by law or
regulation.

NZ1.4 In applying the requirements outlined in @ede, assurance practitioners shall be guided,
not merely by the words, but also by the spiritra$ Code.
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PART A—FUNDAMENTAL PRINCIPLES
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SECTION 100
Introduction and Fundamental Principles

100.1

100.2

100.3

100.4

A distinguishing mark of the accountancy essfon is its acceptance of the
responsibility to act in the public interest. THere, an assurance practitioner’s
responsibility is not exclusively to satisfy theeds of an individual client. In acting in

the public interest, an assurance practitioner stilerve and comply with this Code.
If an assurance practitioner is prohibited from pbnmg with certain parts of this Code
by law or regulation, the assurance practitionatlsfomply with all other parts of this

Code.

This Code contains two parts. Part A estiabdishe fundamental principles of ethics
for assurance practitioners and provides a conakpiamework that assurance
practitioners shall apply to:

(@) Identify threats to compliance with the fundamaé principles;
(b) Evaluate the significance of the threats ideatj and

(c) Apply safeguards, when necessary, to elimitfagethreats or reduce them to an
acceptable level. Safeguards are necessary wheradbgrance practitioner
determines that the threats are not at a levelha&thaa reasonable and informed
third party would be likely to conclude, weighindgl ¢he specific facts and
circumstances available to the assurance pracitianthat time, that compliance
with the fundamental principles is not compromised.

An assurance practitioner shall use professiorddgment in applying this conceptual
framework.

Part B describes how the conceptual framewappkies in certain situations. It provides
examples of safeguards that may be appropriatedeess threats to compliance with
the fundamental principles. It also describes sitna where safeguards are not
available to address the threats, and consequeh#ycircumstance or relationship
creating the threats shall be avoided.

The use of the word “shall” in this Code osps a requirement on the assurance
practitioner or firm to comply with the specificguision in which “shall” has been
used. Compliance is required unless an exceptiparigitted by this Code.

Fundamental Principles

100.5

An assurance practitioner shall comply whi following fundamental principles:

(8) Integrity —to be straightforward and honest in all profesdicarad business
relationships.

(b) Obijectivity —to not allow bias, conflict of interest or unduduwence of others to
override professional or business judgements.

(c) Professional Competence and Due Car¢o maintain professional knowledge
and skill at the level required to ensure thati@ntlreceives competent assurance
services based on current developments in pradtiges|ation and techniques and
act diligently and in accordance with the standaissied by the External

7
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Reporting Board, the New Zealand Auditing and Aaesue Standards Board and
the New Zealand Accounting Standards Board.

(d) Confidentiality— to respect the confidentiality of informatiomqaged as a result
of professional and business relationships andetbee, not disclose any such
information to third parties without proper and gfie authority, unless there is a
legal or professional right or duty to disclosey mise the information for the
personal advantage of the assurance practitiortéirdrparties.

(e) Professional Behaviour to comply with relevant laws and regulations amdid
any action that discredits the assurance pracétismprofession.

Each of these fundamental principles is discussendre detail in Sections 110-150.

Conceptual Framework Approach

100.6

100.7

100.8

100.9

The circumstances in which assurance pr@wits operate may create specific threats
to compliance with the fundamental principlessltmpossible to define every situation
that creates threats to compliance with the fundaaheprinciples and specify the
appropriate action. In addition, the nature of @egaents may differ and,
consequently, different threats may be createdjineg the application of different
safeguards. Therefore, this Code establishes aeptual framework that requires an
assurance practitioner to identify, evaluate, atdress threats to compliance with the
fundamental principles. The conceptual frameworkprapch assists assurance
practitioners in complying with the ethical requirents of this Code and meeting their
responsibility to act in the public interest. Itcammmodates many variations in
circumstances that create threats to compliandetive fundamental principles and can
deter an assurance practitioner from concluding ahsituation is permitted if it is not
specifically prohibited.

When an assurance practitioner identifiesatisrto compliance with the fundamental
principles and, based on an evaluation of thoseathy determines that they are not at
an acceptable level, the assurance practitioneli degermine whether appropriate
safeguards are available and can be applied tonglienthe threats or reduce them to an
acceptable level. In making that determination,abgsurance practitioner shall exercise
professional judgement and take into account whetlreasonable and informed third
party, weighing all the specific facts and circuamstes available to the assurance
practitioner at the time, would be likely to cormdu that the threats would be
eliminated or reduced to an acceptable level byaff@ication of the safeguards, such
that compliance with the fundamental principlesas compromised.

An assurance practitioner shall evaluatetlamats to compliance with the fundamental
principles when the assurance practitioner knowssoold reasonably be expected to
know, of circumstances or relationships that magpngmmise compliance with the
fundamental principles.

An assurance practitioner shall take qualéads well as quantitative factors into
account when evaluating the significance of a thrééen applying the conceptual
framework, an assurance practitioner may encouitigations in which threats cannot
be eliminated or reduced to an acceptable levéheribecause the threat is too
significant or because appropriate safeguards @ravailable or cannot be applied. In

8



100.10

100.11
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such situations, the assurance practitioner shedlite or discontinue the specific
assurance service involved or, when necessargirésim the engagement.

Sections 290 and 291 contain provisions witich an assurance practitioner shall
comply if the assurance practitioner identifieg@alch of an independence provision of
the Code. If an assurance practitioner identdidseach of any other provision of this
Code, the assurance practitioner shall evaluatesifrgficance of the breach and its
impact on the assurance practitioner’'s ability tomply with the fundamental
principles. The assurance practitioner shall takeatever actions that may be
available, as soon as possible, to satisfactodtress the consequences of the breach.
The assurance practitioner shall determine whethexport the breach, for example, to
those who may have been affected by the breachiofesgional body, relevant
regulator or oversight authority.

When an assurance practitioner encountatsual circumstances in which the
application of a specific requirement of the Codeuls result in a disproportionate
outcome or an outcome that may not be in the publarest, it is recommended that
the assurance practitioner consult with a profesdibody or the relevant regulator.

Threats and Safeguards

100.12

100.13

Threats may be created by a broad rangelatianships and circumstances. When a
relationship or circumstance creates a threat, autineat could compromise, or could
be perceived to compromise, an assurance praeitgoncompliance with the
fundamental principles. A circumstance or relattopsmay create more than one
threat, and a threat may affect compliance withertban one fundamental principle.
Threats fall into one or more of the following agees:

(@) Self-interest threat— the threat that a financial or other interest will
inappropriately influence the assurance practitisnjedgement or behaviour;

(b) Self-review threat— the threat that an assurance practitioner will not
appropriately evaluate the results of a previousg@ment made or service
performed by the assurance practitioner, or by herotndividual within the
assurance practitioner’s firm, on which the asstegoractitioner will rely when
forming a judgement as part of providing a curswice;

(c) Advocacy threat- the threat that an assurance practitioner willm@te a client’s
position to the point that the assurance practti@objectivity is compromised,

(d) Familiarity threat— the threat that due to a long or close relatigmshth a client,
an assurance practitioner will be too sympathetiheir interests or too accepting
of their work; and

(e) Intimidation threat— the threat that an assurance practitioner willdb&erred
from acting objectively because of actual or pereéi pressures, including
attempts to exercise undue influence over the assarpractitioner.

Part B of this Code explains how these categorfeshieats may be created for
assurance practitioners.

Safeguards are actions or other measurestyaeliminate threats or reduce them to
an acceptable level. They fall into two broad catéss:

9
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(a) Safeguards created by the assurance practitiopedgession, legislation or
regulation; and

(b) Safeguards within the firm’s own systems and pracesl

100.14 Safeguards created by the assurance praetis profession, legislation or regulation
include:

. Educational, training and experience requiremeatsehtry into the assurance
practitioner’s profession.

. Continuing professional development requirements.

. Corporate governance regulations.

. Professional standards.

. Professional or regulatory monitoring and disciptynprocedures.

. External review by a legally empowered third paofythe assurance reports,
communications or information produced by an asst@gractitioner.

100.15 Part B of this Code discusses safeguartieifirm’s own systems and procedures for
assurance practitioners.

100.16 Certain safeguards may increase the liketihof identifying or deterring unethical
behaviour. Such safeguards, which may be createthéyassurance practitioner’s
profession, legislation, regulation, or within them’s own systems and procedures
include:

. Effective, well-publicised complaint systems opedaby the firm, the assurance
practitioner’s profession or a regulator, which ldeacolleagues and members of
the public to draw attention to unprofessional methical behaviour.

. An explicitly stated duty to report breaches ofieahrequirements.
Conflicts of Interest

100.17 An assurance practitioner may be faced aitlonflict of interest when undertaking a
professional activity. A conflict of interest ctea a threat to objectivity and may create
threats to other fundamental principles. Suchatsrenay be created when:

. The assurance practitioner undertakes a profedsachaity related to a particular
matter for two or more parties whose interests watpect to that matter are in
conflict; or

. The interests of the assurance practitioner wisipeet to a particular matter and
the interests of a party for whom the assurancectiicmer undertakes
professional activity related to that matter areonflict.

100.18 Part B of this Code discusses conflictaitdrest for assurance practitioners.

Ethical Conflict Resolution

100.19 An assurance practitioner may be requiregdolve a conflict in complying with the
fundamental principles.

10
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100.20 When initiating either a formal or inform@dnflict resolution process, the following
factors, either individually or together with oth&ctors, may be relevant to the
resolution process:

(@) Relevant facts;

(b) Ethical issues involved,

(c) Fundamental principles related to the matter irstjae;
(d) Established internal procedures; and

(e) Alternative courses of action.

Having considered the relevant factors, an assaranactitioner shall determine the
appropriate course of action, weighing the consece® of each possible course of
action. If the matter remains unresolved, the asw@ practitioner may wish to consult
with other appropriate persons within the firm ffi@lp in obtaining resolution.

100.21 Where a matter involves a conflict with, within, an organisation, an assurance
practitioner shall determine whether to consulthwitose charged with governance of
the organisation, such as the board of directothe@audit committee.

100.22 It may be in the best interests of the as®ar practitioner to document the substance of
the issue, the details of any discussions held,thadlecisions made concerning that
issue.

100.23 If a significant conflict cannot be resolyesh assurance practitioner may consider
obtaining professional advice from the relevantfgssional body or from legal
advisors. The assurance practitioner generally at#ain guidance on ethical issues
without breaching the fundamental principle of ¢deftiality if the matter is discussed
with the relevant professional body on an anonymbasis or with a legal advisor
under the protection of legal privilege. Instanaesvhich the assurance practitioner
may consider obtaining legal advice vary. For examan assurance practitioner may
have encountered a fraud, the reporting of whichulccobreach the assurance
practitioner’s responsibility to respect confidatity. The assurance practitioner may
consider obtaining legal advice in that instancede&iermine whether there is a
requirement to report.

100.24 If, after exhausting all relevant possitatif the ethical conflict remains unresolved, an
assurance practitioner shall, where possible, eefoisemain associated with the matter
creating the conflict. The assurance practitioneallsdetermine whether, in the
circumstances, it is appropriate to withdraw frone tengagement team or specific
assignment, or to resign altogether from the engagé or the firm.

Communicating with Those Charged with Governance

100.25 When communicating with those charged witlregnance in accordance with the
provisions of this Code, the assurance practitiaorefirm shall determine, having
regard to the nature and importance of the padicalrcumstances and matter to be
communicated, the appropriate person(s) withinethigy's governance structure with
whom to communicate. If the assurance practitiooefirm communicates with a
subgroup of those charged with governance, for @@nman audit committee or an
individual, the assurance practitioner or firm skttermine whether communication

11
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with all of those charged with governance is alsoassary so that they are adequately
informed.

12
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SECTION 110
Integrity

110.1

110.2

110.3

The principle of integrity imposes an obligaton all assurance practitioners to be
straightforward and honest in all professional bodiness relationships. Integrity also
implies fair dealing and truthfulness.

An assurance practitioner shall not knowinigby associated with reports, returns,

communications or other information where the aaste practitioner believes that the
information:

(a) Contains a materially false or misleading statement
(b) Contains statements or information furnished resstie or

(c) Omits or obscures information required to be inetidvhere such omission or
obscurity would be misleading.

When an assurance practitioner becomes awarehghaissurance practitioner has been

associated with such information, the assurancetipomer shall take steps to be
disassociated from that information.

An assurance practitioner will be deemedtadte in breach of paragraph 110.2 if the

assurance practitioner provides a modified repontespect of a matter contained in
paragraph 110.2.

13
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SECTION 120
Objectivity

120.1  The principle of objectivity imposes an ohtign on all assurance practitioners not to
compromise their professional or business judgentetause of bias, conflict of
interest or the undue influence of others.

120.2  An assurance practitioner may be exposeidu@tions that may impair objectivity. It is
impracticable to define and prescribe all suchagituns. An assurance practitioner shall
not perform an assurance engagement if a circuestanrelationship biases or unduly
influences the assurance practitioner’'s professiqudgement with respect to that
service.

14
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SECTION 130
Professional Competence and Due Care

130.1

130.2

130.3

130.4

130.5

130.6

The principle of professional competence ahg care imposes the following
obligations on all assurance practitioners:

(&) To maintain professional knowledge and skill at léneel required to ensure that
clients receive competent assurance service; and

(b) To act diligently in accordance with the standargsued by the External
Reporting Board, the New Zealand Auditing and Aasae Standards Board and
the New Zealand Accounting Standards Board whenvigirgg assurance
services.

Competent assurance service requires theisgeof sound judgement in applying
professional knowledge and skill in the performaméesuch service. Professional
competence may be divided into two separate phases:

(a) Attainment of professional competence; and
(b) Maintenance of professional competence.

The maintenance of professional competergpgiress a continuing awareness and an
understanding of relevant technical, professionald abusiness developments.
Continuing professional development enables anrasse practitioner to develop and
maintain the capabilities to perform competentlyhwi the assurance environment.

Diligence encompasses the responsibilityctoraaccordance with the requirements of
an assignment, carefully, thoroughly and on a tynbelsis.

An assurance practitioner shall take readersabps to ensure that those working under
the assurance practitioner’s authority in a profesd capacity have appropriate
training and supervision.

Where appropriate, an assurance practitigmat make clients, or other users of the
assurance practitioner's assurance services awatkeolimitations inherent in the
services.

15
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SECTION 140
Confidentiality

140.1

140.2

140.3

140.4
140.5

140.6

140.7

The principle of confidentiality imposes asligation on all assurance practitioners to
refrain from:

(@) Disclosing outside the firm confidential informaticacquired as a result of
professional and business relationships withoup@rand specific authority or
unless there is a legal or professional right dy ¢ disclose; and

(b) Using confidential information acquired as a resilprofessional and business
relationships to their personal advantage or tvamighge of third parties.

An assurance practitioner shall maintain identiality, including in a social
environment, being alert to the possibility of imadent disclosure, particularly to a
close business associate or a close or immediatié/fenember.

An assurance practitioner shall maintain idenftiality of information disclosed by a
prospective client.

An assurance practitioner shall maintain identiality of information within the firm.

An assurance practitioner shall take readenstieps to ensure that staff under the
assurance practitioner’s control and persons frohonw advice and assistance is
obtained respect the assurance practitioner’s efutgnfidentiality.

The need to comply with the principle of adeftiality continues even after the end of
relationships between an assurance practitioner ardient. When an assurance
practitioner acquires a new client, the assurameetifioner is entitled to use prior
experience. The assurance practitioner shall notyelier, use or disclose any
confidential information either acquired or receivas a result of a professional or
business relationship.

The following are circumstances where asseramactitioners are or may be required
to disclose confidential information or when sudctbsure may be appropriate:

(@) Disclosure is permitted by law and is authorisedhgyclient;
(b) Disclosure is required by law, for example:

(i) Production of documents or other provision of exme in the course of
legal proceedings; or

(i) Disclosure to the appropriate public authoritiesndfingements of the law
that come to light; and

(c) There is a professional duty or right to disclagken not prohibited by law:
() To comply with the quality review of a professiobaldy;

(i) To respond to an enquiry or investigation by a gseional body or
regulatory body;

(iif) To protect the professional interests of an assargractitioner in legal
proceedings; or

(iv) To comply with technical standards and ethics nexpents.
16
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NZ140.7.1 The circumstances in paragraph 140.7atidake into account New Zealand legal and

140.8

regulatory requirements. An assurance practiti@oasidering disclosing confidential
information about a client without their consensisongly advised to first obtain legal
advice.

In deciding whether to disclose confidentidibrmation, relevant factors to consider
include:

(@) Whether the interests of all parties, includingdiparties whose interests may be
affected, could be harmed if the client consentb¢adisclosure of information by
the assurance practitioner;

(b) Whether all the relevant information is known ansantiated, to the extent it is
practicable; when the situation involves unsubsited facts, incomplete
information or unsubstantiated conclusions, proéesg judgement shall be used
in determining the type of disclosure to be matiany;

(c) The type of communication that is expected andhomwit is addressed; and

(d) Whether the parties to whom the communication idregbed are appropriate
recipients.

Fraudulent or lllegal Activities and Confidentiglit

NZ140.9

NZ140.10

Where an assurance practitioner, in theseoof the assurance practitioner’'s assurance
engagements, discovers evidence of fraudulent legail activities, the assurance
practitioner shall:

(@) Where appropriate, raise the matter with thds@rged with governance of the
client; and

(b) Consider the assurance practitioner’s legal prodessional rights and duties to
disclose the information to other partiéss described in NZ 140.10 below).

In circumstances where the assuranceitaet discovers evidence of fraudulent or
illegal activities and there is no legal or professl right or duty to disclose, then the
assurance practitioner shall not communicate tf@nmation to a third party without
the consent of those charged with governance etlient. However, the assurance
practitioner shall do all that can be done to padsuthose charged with governance of
the client to fulfil any legal obligations. If tke charged with governance decline, the
assurance practitioner shall consider safeguarti@g@ssurance practitioner’s integrity
by declining to undertake further assurance engeag&non behalf of the client
concerned.

17
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SECTION 150
Professional Behaviour

150.1 The principle of professional behaviour ingssan obligation on all assurance
practitioners to comply with relevant laws and dagjans and avoid any action that the
assurance practitioner knows or should know magrelilt the assurance practitioner’s
profession. This includes actions that a reasonaideinformed third party, weighing
all the specific facts and circumstances availdbléhe assurance practitioner at that
time, would be likely to conclude adversely affettts good reputation of the assurance
practitioner’s profession.

150.2 In marketing and promoting themselves and therk, assurance practitioners shall
not bring the assurance practitioner’s professmao disrepute. Assurance practitioners
shall be honest and truthful and not:

(&) Make exaggerated claims for the services they laleeta offer, the qualifications
they possess, or experience they have gained; or

(b) Make disparaging references or unsubstantiated aosgms to the work of
others.
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SECTION 200
Introduction

200.1

200.2

This Part of the Code describes how the gnaéframework contained in Part A applies

in certain situations to assurance practitionefsis TPart does not describe all of the

circumstances and relationships that could be arieced by an assurance practitioner that
create or may create threats to compliance witlfuhdamental principles. Therefore, the

assurance practitioner is encouraged to be alesuith circumstances and relationships.

An assurance practitioner shall not knowirghgage in any assurance engagement that
impairs or might impair integrity, objectivity ohé good reputation of the assurance
practitioner’'s profession and as a result wouldifmmpatible with the fundamental
principles.

Threats and Safeguards

200.3

200.4

Compliance with the fundamental principlesynpatentially be threatened by a broad
range of circumstances and relationships. The eand significance of the threats may
differ depending on whether they arise in relatmthe provision of services to an audit or
review client and whether the audit or review diéh a public interest entity, to an
assurance client that is not an audit or revieentli

Threats fall into one or more of the following egories:
(@) Self-interest;

(b) Self-review;

(c) Advocacy;

(d) Familiarity; and

(e) Intimidation.

These threats are discussed further in Part AigiGbde.

Examples of circumstances that create sifast threats for an assurance practitioner
include:

. A member of the assurance team having a direchdiaiinterest in the assurance
client.

. A firm having undue dependence on total fees frastiest.

. A member of the assurance team having a signifidase business relationship with
an assurance client.

. A firm being concerned about the possibility ofitmsa significant client.

. A member of the audit team entering into employnmeggotiations with the audit
client.

. A firm entering into a contingent fee arrangemestating to an assurance
engagement.
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. An assurance practitioner discovering a significambr when evaluating the results
of a previous professional service performed by emimer of the assurance
practitioner’s firm.

200.5 Examples of circumstances that create sekwethreats for an assurance practitioner
include:

. A firm issuing an assurance report on the effectgs of the operation of financial
systems after designing or implementing the systems

. A firm having prepared the original data used toegate records that are the subject
matter of the assurance engagement.

. A member of the assurance team being, or havirentcbeen, a director or officer
of the client.

. A member of the assurance team being, or havingntlcbeen, employed by the
client in a position to exert significant influenower the subject matter of the
engagement.

. The firm performing a service for an assurancentlieat directly affects the subject
matter information of the assurance engagement.

200.6  Examples of circumstances that create adydlegats for an assurance practitioner include:
. The firm promoting shares in an audit client.

. An assurance practitioner acting as an advocatdadralf of an audit client in
litigation or disputes with third parties.

200.7 Examples of circumstances that create faitylighreats for an assurance practitioner
include:

. A member of the engagement team having a closmmediate family member who
is a director or officer of the client.

. A member of the engagement team having a closmmediate family member who
is an employee of the client who is in a positiorekert significant influence over
the subject matter of the engagement.

. A director or officer of the client or an employeea position to exert significant
influence over the subject matter of the engagerhaming recently served as the
engagement partner.

. An assurance practitioner accepting gifts or pesfeal treatment from a client,
unless the value is trivial or inconsequential.

. Senior personnel having a long association withaggirance client.

200.8 Examples of circumstances that create inétrod threats for an assurance practitioner
include:

. A firm being threatened with dismissal from a ctiengagement.

. An audit client indicating that it will not award@anned non-assurance contract to
the firm if the firm continues to disagree with ttieent’'s accounting treatment for a
particular transaction.
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. A firm being threatened with litigation by the cite

. A firm being pressured to reduce inappropriately #éxtent of work performed in
order to reduce fees.

. An assurance practitioner feeling pressured toeagi¢h the judgement of a client
employee because the employee has more expertibe omatter in question.

. A member of the engagement team being informed pgrtner of the firm that a
planned promotion will not occur unless the engag@nteam member agrees with
an audit client’s inappropriate accounting treattmen

Safeguards that may eliminate or reduce thiteaan acceptable level fall into two broad
categories:

(a) Safeguards created by the assurance practitionadession, legislation or
regulation; and

(b) Safeguards within the firm’s own systems and pracesl

Examples of safeguards created by the assurancgtipreer's profession, legislation or
regulation are described in paragraph 100.14 dfAaf this Code.

An assurance practitioner shall exercisggutent to determine how best to deal with
threats that are not at an acceptable level, whéthapplying safeguards to eliminate the
threat or reduce it to an acceptable level or bynitgating or declining the relevant

engagement. In exercising this judgement, an asseanaractitioner shall consider whether
a reasonable and informed third party, weighingttadl specific facts and circumstances
available to the assurance practitioner at thaétimould be likely to conclude that the
threats would be eliminated or reduced to an aetéptlevel by the application of

safeguards, such that compliance with the fundaashgmtnciples is not compromised.

This consideration will be affected by matters sashthe significance of the threat, the
nature of the engagement and the structure ofirtime f

Within the firm’s own systems and procedurgee relevant safeguards will vary
depending on the circumstances. These safeguardprise firm-wide safeguards and
engagement-specific safeguards.

Examples of firm-wide safeguards include:

. Leadership of the firm that stresses the importan€ecompliance with the
fundamental principles.

. Leadership of the firm that establishes the expiectdhat members of an assurance
team will act in the public interest.

. Policies and procedures to implement and monitatityucontrol of engagements.

. Documented policies regarding the need to idertifgats to compliance with the
fundamental principles, evaluate the significande tlwose threats, and apply
safeguards to eliminate or reduce the threats toaeeptable level or, when
appropriate safeguards are not available or cabedapplied, terminate or decline
the relevant engagement.

. Documented internal policies and procedures raggircompliance with the
fundamental principles.
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Policies and procedures that will enable the idieation of interests or relationships
between the firm or members of engagement teamslemds.

Policies and procedures to monitor and, if necgssaanage the reliance on revenue
received from a single client.

Using different partners and engagement teams seifarate reporting lines for the
provision of non-assurance services to an assuidiect.

Policies and procedures to prohibit individuals whce not members of an
engagement team from inappropriately influencirggdbtcome of the engagement.

Timely communication of a firm’s policies and prdcees, including any changes to
them, to all partners and assurance staff, andopppte training and education on
such policies and procedures.

Designating a member of senior management to hmesble for overseeing the
adequate functioning of the firm’s quality contsyistem.

Advising partners and professional staff of assteaslients and related entities from
which independence is required.

A disciplinary mechanism to promote compliance vatticies and procedures.

Published policies and procedures to encouragesamqmbwer staff to communicate
to senior levels within the firm any issue relattnogcompliance with the fundamental
principles that concerns them.

Examples of engagement-specific safeguaatisde:

Having an assurance practitioner who was not irealwith the non-assurance
service review the non-assurance work performeatterwise advise as necessary.

Having an assurance practitioner who was not a reerob the assurance team
review the assurance work performed or otherwisgsadis necessary.

Consulting an independent third party, such asnanaittee of independent directors,
a professional or regulatory body or another asm@r@ractitioner.

Discussing ethical issues with those charged wetreghance of the client.

Disclosing to those charged with governance of ¢hent the nature of services
provided and extent of fees charged.

Involving another firm to perform or re-perform paf the engagement.
Rotating senior assurance team personnel.

Depending on the nature of the engagemergissurance practitioner may also be able to

rely on safeguards that the client has implemertiedvever it is not possible to rely solely
on such safeguards to reduce threats to an acéepeabl.

200.15 Examples of safeguards within the clientsgems and procedures include:

The client requires persons other than managementatify or approve the
appointment of a firm to perform an engagement.
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The client has competent employees with experieacd seniority to make
managerial decisions.

The client has implemented internal procedures #meture objective choices in
commissioning non-assurance engagements.

The client has a corporate governance structureptfeaides appropriate oversight
and communications regarding the firm’s services.

24



PES 1 (Revised)
SECTION 210
Professional Appointment
Client Acceptance

210.1 Before accepting a new client relationship, essurance practitioner shall determine
whether acceptance would create any threats to l@mop with the fundamental
principles. Potential threats to integrity or psg®nal behaviour may be created from, for
example, questionable issues associated with tieatc{its owners, management or
activities).

210.2 Client issues that, if known, could threatempliance with the fundamental principles
include, for example, client involvement in illegattivities (such as money laundering),
dishonesty or questionable financial reporting fcas.

210.3 An assurance practitioner shall evaluate digmificance of any threats and apply
safeguards when necessary to eliminate them oceetthem to an acceptable level.

Examples of such safeguards include:

. Obtaining knowledge and understanding of the cliést owners, managers and
those responsible for its governance and busiretssti@s; or

. Securing the client's commitment to improve corpergovernance practices or
internal controls.

210.4 Where it is not possible to reduce the tkrdat an acceptable level, the assurance
practitioner shall decline to enter into the clieglationship.

210.5 Itis recommended that an assurance praitiperiodically review acceptance decisions
for recurring client engagements.

Engagement Acceptance

210.6  The fundamental principle of professional petence and due care imposes an obligation
on an assurance practitioner to provide only treesgices that the assurance practitioner
is competent to perform. Before accepting a spedafient engagement, an assurance
practitioner shall determine whether acceptanceldvoteate any threats to compliance
with the fundamental principles. For example, af-isgérest threat to professional
competence and due care is created if the engageesn does not possess, or cannot
acquire, the competencies necessary to propenly ocat the engagement.

210.7  An assurance practitioner shall evaluatesigeificance of threats and apply safeguards,
when necessary, to eliminate them or reduce themntacceptable level. Examples of
such safeguards include:

. Acquiring an appropriate understanding of the reatoir the client’s business, the
complexity of its operations, the specific requisstts of the engagement and the
purpose, nature and scope of the work to be peddrm

. Acquiring knowledge of relevant industries or sabjmatters.

. Possessing or obtaining experience with relevangulagory or reporting
requirements.
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. Assigning sufficient staff with the necessary cotepeies.
. Using experts where necessary.
. Agreeing on a realistic time frame for the perfontaof the engagement.

. Complying with quality control policies and proceeds designed to provide
reasonable assurance that specific engagemensés@epted only when they can be
performed competently.

When an assurance practitioner intends toaelthe advice or work of an expert, the
assurance practitioner shall determine whether sethnce is warranted. Factors to
consider include: reputation, expertise, resouas@slable and applicable standards issued
by the External Reporting Board, the New Zealandlitug and Assurance Standards
Board and the New Zealand Accounting Standards dBo8uch information may be
gained from prior association with the expert onirconsulting others.

Changes in a Professional Appointment

210.9

210.10

210.11

An assurance practitioner who is asked tacepanother assurance practitioner, or who is
considering tendering for an engagement currerglg by another assurance practitioner,
shall determine whether there are any reasonsegsiminal or otherwise, for not accepting
the engagement, such as circumstances that crhegats to compliance with the
fundamental principles that cannot be eliminatededuced to an acceptable level by the
application of safeguards. For example, there neag threat to professional competence
and due care if an assurance practitioner acchpterigagement before knowing all the
pertinent facts.

An assurance practitioner shall evaluatesitpeificance of any threats. Depending on the
nature of the engagement, this may require dir@chneunication with the existing
assurance practitioner to establish the facts armlimstances regarding the proposed
change so that the assurance practitioner can eledieéther it would be appropriate to
accept the engagement. For example, the appamsdne for the change in appointment
may not fully reflect the facts and may indicateagjreements with the existing assurance
practitioner that may influence the decision toegtd¢he appointment.

Safeguards shall be applied when necessatyniinate any threats or reduce them to an
acceptable level. Examples of such safeguardsdeclu

. When replying to requests to submit tenders, gjaiin the tender that, before
accepting the engagement, contact with the exisaggyurance practitioner will be
requested so that enquiries may be made as to artiiere are any professional or
other reasons why the appointment should not bephed;

. Asking the existing assurance practitioner to pteMnown information on any facts
or circumstances that, in the existing assuranaetifioner’s opinion, the proposed
assurance practitioner needs to be aware of belfeceling whether to accept the
engagement; or

. Obtaining necessary information from other sources.
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When the threats cannot be eliminated or reduocednt acceptable level through the
application of safeguards, an assurance practitisinal, unless there is satisfaction as to
necessary facts by other means, decline the engagem

An assurance practitioner may be askeddertake assurance work that is complementary
or additional to the work of the existing assurapcactitioner. Such circumstances may
create threats to professional competence andateaesulting from, for example, a lack of
or incomplete information. The significance of ahgeats shall be evaluated and safeguards
applied when necessary to eliminate the threateduae it to an acceptable level. An
example of such a safeguard is notifying the exgstissurance practitioner of the proposed
work, which would give the existing assurance piiacer the opportunity to provide any
relevant information needed for the proper condfithe work.

An assurance practitioner who is ask®dreplace an existing or former assurance
practitioner shall:

(&) Request the prospective client’s permission to camioate with the existing or
former assurance practitioner; and

(b) On the receipt of the client’s permission, requestriting of the existing or former
assurance practitioner

(i)  whether there are any reasons, professionaltwrwise, for not accepting the
appointment;

(i) to provide known information on any facts arcomstances that, in the existing
assurance practitioner’s opinion the proposed assarpractitioner needs to be
aware of before deciding whether or not to acdepappointment; and

(i) if there are such matters, all the details essary to enable the proposed
assurance practitioner to make an informed decision

If the client does not give permission for the 8rig or former assurance practitioner to
discuss the client’s affairs, the proposed assergmactitioner shall, in the absence of
exceptional circumstances, decline the appointment.

In exceptional circumstances, if the proposed as®ar practitioner is unable to
communicate with the existing assurance practitiotiee proposed assurance practitioner
shall take reasonable steps to obtain informatimutany possible threats by other means,
such as through enquiries of third parties or bemkgd investigations of senior
management or those charged with governance afitre.

An existing or former assurance practitiolsebound by confidentiality. Whether that
assurance practitioner is permitted or requiredliszuss the affairs of a client with a
proposed assurance practitioner will depend omébere of the engagement and on:

(& Whether the client’s permission to do so has béxaimed; or

(b) The legal or ethical requirements relating to saommunications and disclosure,
which may vary by jurisdiction.

Circumstances where the assurance practitionerrisnay be required to disclose
confidential information or where such disclosuraymotherwise be appropriate are set out
in Section 140 of Part A of this Code.
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NZ210.13.1 Subject to statutory disclosure powersppropriate authorities the existing or former
assurance practitioner is ethically precluded frdisclosing confidential information
obtained in the course of an engagement to theopsapassurance practitioner unless the
client specifically consents.

210.14 [Amended by the NZAuASB].

NZ210.14 An assurance practitioner will need taobthe client’s permission, preferably in writing,
to initiate discussion with an existing assurancaciitioner. Once that permission is
obtained, the existing or former assurance praaoti shall comply with relevant legal and
other regulations governing such requests. Wheee gkisting or former assurance
practitioner provides information, it shall be pided honestly and unambiguously.

28



PES 1 (Revised)

SECTION 220
Conflicts of Interest

220.1

220.2

An assurance practitioner may be faced witbomflict of interest on the assurance
engagement when performing a professional sendamnflict of interest creates a threat
to objectivity and may create threats to the othedamental principles. Such threats may
be created when:

. The assurance practitioner provides a professisaalice related to a particular
matter for two or more assurance clients whoseests with respect to that matter
are in conflict; or

. The interests of the assurance practitioner witipeet to a particular matter and the
interests of the assurance client for whom the rasse practitioner provides a
professional service related to that matter aoinflict.

An assurance practitioner shall not allow a cohfhf interest to compromise professional
or business judgement.

When the professional service is an assurancécegmompliance with the fundamental
principle of objectivity also requires being indegent of assurance clients in accordance
with Sections 290 or 291 as appropriate.

Examples of situations in which conflictargerests may arise include:

. Providing a transaction advisory service to a tlsgeking to acquire an audit client
of the firm, where the firm has obtained confidahimformation during the course of
the audit that may be relevant to the transaction;

. Advising two clients at the same time who are caingeto acquire the same
company where the advice might be relevant to #régs’ competitive positions;

. Providing services to both a vendor and a purchaserelation to the same
transaction;

. Preparing valuations of assets for two parties at®in an adversarial position with
respect to the assets;

. Representing two clients regarding the same matier are in a legal dispute with
each other, such as during divorce proceedingseodissolution of a partnership;

. Providing an assurance report for a licensor omalties due under a license
agreement when at the same time advising the keew$ the correctness of the
amounts payable;

. Advising a client to invest in a business in whibbr, example, the spouse of the
assurance practitioner has a financial interest;

. Providing strategic advice to a client on its cotitpe position while having a joint
venture or similar interest with a major competibthe client;

. Advising a client on the acquisition of a businegsch the firm is also interested in
acquiring;

. Advising a client on the purchase of a productewise while having a royalty or
commission agreement with one of the potential vendf that product or service.
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When identifying and evaluating the interests agldtionships that might create a conflict of

interest and implementing safeguards, when necgssaeliminate or reduce any threat to

compliance with the fundamental principles to aneptable level, an assurance practitioner
shall exercise professional judgement and take axtoount whether a reasonable and
informed third party, weighing all the specific facand circumstances available to the
assurance practitioner at that time, would be ¥yikel conclude, that compliance with the

fundamental principles is not compromised.

When addressing conflicts of interest inalgdmaking disclosures or sharing information
within the firm or network and seeking guidancetofd parties, the assurance practitioner
shall remain alert to the fundamental principleonhfidentiality.

If the threat created by a conflict of ingtres not at an acceptable level, the assurance
practitioner shall apply safeguards to eliminate threat or reduce it to an acceptable
level. If safeguards cannot reduce the threat rtoaeceptable level, the assurance
practitioner shall decline to perform or shall disttnue professional services that would
result in the conflict of interest; or shall termia relevant relationships or dispose of
relevant interests to eliminate the threat or redtuto an acceptable level.

Before accepting a new client relationshipgagement, or business relationship, an
assurance practitioner shall take reasonable stepdentify circumstances that might
create a conflict of interest including identifiicat of:

. The nature of the relevant interests and relatigsshetween the parties involved;
and

. The nature of the service and its implication flevant parties.

The nature of the services and the relevant intelasd relationships may change during
the course of the engagement. This is particulidg when an assurance practitioner is
asked to conduct an engagement in a situationntbgtbecome adversarial, even though
the parties who engage the assurance practitioragr mot initially be involved in a
dispute. The assurance practitioner shall remiairt @ such changes for the purposes of
identifying circumstances that might create a dondf interest.

For the purposes of identifying interests egldtionships that might create a conflict of
interest, having an effective conflict identificati process assists an assurance practitioner
to identify actual or potential conflicts of intsteprior to determining whether to accept an
engagement and throughout an engagement. Thisdeglmatters identified by external
parties, for example clients or potential clienf®he earlier an actual or potential conflict
of interest is identified, the greater the likelilwbof the assurance practitioner being able
to apply safeguards, when necessary, to elimima&te¢hreat to objectivity and any threat to
compliance with other fundamental principles oruesl it to an acceptable level. The
process to identify actual or potential conflictsriaerest depends on such factors as:

. The nature of the assurance services provided;

. The size of the firm;

. The size and nature of the client base; and

. The structure of the firm, for example the numbea geographic location of offices.
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If the firm is a member of a network, corifidgentification shall include any conflicts of
interest that the assurance practitioner has retasbelieve may exist or might arise due to
interests and relationships of a network firm. $bemble steps to identify such interests
and relationships involving a network firm will dapd on factors such as the nature of the
professional services provided, the clients serfgdthe network and the geographic
locations of all relevant parties.

If a conflict of interest is identified thesairance practitioner shall evaluate:
. The significance of relevant interests or relatiops; and

. The significance of the threats created by perfogmihe professional service or
services. In general, the more direct the conoedietween the professional service
and the matter on which the parties’ interest areanflict, the more significant the
threat to objectivity and compliance with the otherxdamental principles will be.

The assurance practitioner shall apply safely, when necessary, to eliminate the threats
to compliance with the fundamental principles ceddby the conflict of interest or reduce
them to an acceptable level. Examples of safeguactisde:

. Implementing mechanisms to prevent unauthorisectlafisre of confidential
information when performing professional servicelated to the matter for two or
more clients whose interests with respect to thatten are in conflict. This could
include:

- using separate engagement teams who are providédcigar policies and
procedures on maintaining confidentiality;

- creating separate areas of practice for speciaftgtions within the firm, which
may act as a barrier to the passing of confidewtiaht information from one
practice area to another within a firm;

- establishing policies and procedures to limit asdesclient files, the use of
confidentiality agreements signed by employeespanthers of the firm and/or
the physical and electronic separation of confidmformation;

. Regular review of the application of safeguardsabsenior individual not involved
with the client engagement or engagements;

. Having an assurance practitioner who is not invblie providing the service or
otherwise affected by the conflict, review the wpreformed to assess whether the
key judgements and conclusions are appropriate; and

. Consulting with third parties, such as a professidiody, legal counsel or another
assurance practitioner.

NZ220.10.1 Where an assurance practitioner hasn8liatoof interest but can apply safeguards to

220.11

eliminate the threat or reduce it to an acceptéblel, the assurance practitioner shall

disclose the nature of the conflict of interest #melrelated safeguards, if any, to all clients
or potential clients affected by the conflict. Whgafeguards are required to reduce the
threat to an acceptable level, the assurance foaeti shall obtain the client’s consent to

the assurance practitioner performing the assursersgces.

[Amended by the NZAuASB. Refer to NZ220.]10.1
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Disclosure and consent may take diffefi@mbs, for example:

. General disclosure to clients of circumstances w/iibe assurance practitioner, in
keeping with common commercial practice, does notide services exclusively for
any one client (for example, in a particular sesviic a particular market sector) in
order for the client to provide general consenatiogly. Such disclosure might,
for example, be made in the assurance practitisrstgndard terms and conditions
for the engagement.

. Specific disclosure to affected clients of the winstances of the particular conflict
including a detailed presentation of the situatod a comprehensive explanation of
any planned safeguards and the risks involvedicgerit to enable the client to make
an informed decision with respect to the matter &mgrovide explicit consent
accordingly.

. In certain circumstances consent may be impliedhleyclient’'s conduct where the
assurance practitioner has sufficient evidence doclade that clients know the
circumstances at the outset and have acceptedttikct of interest if they do not
raise an objection to the existence of the conflict

The assurance practitioner shall determine whethernature and significance of the
conflict of interest is such that specific disclas@and explicit consent is necessary. For
this purpose the assurance practitioner shall eseeprofessional judgement in weighing
the outcome of the evaluation of the circumstanted create a conflict of interest,
including the parties that might be affected, theure of the issues that might arise and the
potential for the particular matter to develop mumexpected manner.

Where an assurance practitioner has reguesigicit consent from a client and that
consent has been refused by the client, the assuraactitioner shall decline to perform
or shall discontinue professional services thatld/osult in a conflict of interest; or shall
terminate relevant relationships or dispose ofvaaté interest to eliminate the threat or
reduce it to an acceptable level, such that consantbe obtained, after applying any
additional safeguards if necessary.

When disclosure is verbal, or consent ibaleor implied, the assurance practitioner is
encouraged to document the nature of the circurostagiving rise to the conflict of
interest, the safeguards applied to reduce thatthte an acceptable level and the consent
obtained.

[Deleted by the NZAUASB. Refer to NZ220.14]

In those circumstances where adequatéosgise is not possible by reason of constraints
of confidentiality the assurance practitioner shalhdraw or resign from the relevant
assurance engagement.
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Second Opinions

230.1 [Deleted by the NZAuASB].
230.2 [Deleted by the NZAuASB].
230.3 [Deleted by the NZAuASB].
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SECTION 240
Fees and Other Types of Remuneration

240.1

240.2

240.3

240.4

240.5

When entering into negotiations regardingi@sge services, an assurance practitioner
may quote whatever fee is deemed appropriate. attettiat one assurance practitioner
may quote a fee lower than another is not in itaakthical. Nevertheless, there may be
threats to compliance with the fundamental priresrising from the level of fees quoted.
For example, a self-interest threat to professicoaipetence and due care is created if the
fee quoted is so low that it may be difficult tarfeem the engagement in accordance with
the standards issued by the External Reporting Batie New Zealand Auditing and
Assurance Standards Board and the New Zealand AtioguStandards Board for that
price.

The existence and significance of any thresgated will depend on factors such as the
level of fee quoted and the services to which gli@s. The significance of any threat shall
be evaluated and safeguards applied when necdssaliyninate the threat or reduce it to
an acceptable level. Examples of such safeguactisdiex

. Making the client aware of the terms of the engag@nand, in particular, the basis
on which fees are charged and which services atered by the quoted fee.

. Assigning appropriate time and qualified staffhie task.

Contingent fees are widely used for certgpes of non-assurance engagemeriibey
may, however, create threats to compliance with ftmelamental principles in certain
circumstances. They may create a self-interesathiee objectivity. The existence and
significance of such threats will depend on factoctuding:

. The nature of the engagement.
. The range of possible fee amounts.
. The basis for determining the fee.

. Whether the outcome or result of the transactido Ise reviewed by an independent
third party.

The significance of any such threats shallebaluated and safeguards applied when
necessary to eliminate or reduce them to an adaepvel. Examples of such safeguards
include:

. An advance written agreement with the client ahéobasis of remuneration.

. Disclosure to intended users of the work perforimgdhe assurance practitioner and
the basis of remuneration.

. Quiality control policies and procedures.

. Review by an independent third party of the workfgened by the assurance
practitioner.

[Deleted by the NZAUuASB. Refer to NZ240.9].

1 Contingent fees for non-assurance services provimeddit or review clients and other assuranantdi are
discussed in Sections 290 and 291 of this pati@fdode.
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240.6 [Deleted by the NZAuASB. Refer to NZ240.9].
240.7 [Deleted by the NZAUuASB. Refer to NZ240.9].

240.8 An assurance practitioner may purchase all or paranother firm on the basis that
payments will be made to individuals formerly owgpithe firm or to their heirs or estates.
Such payments are not regarded as commissionsfaralefees for the purpose of
paragraphs NZ240.9 below.

NZ240.9 The receipt or payment of referral feesmicissions or other similar benefits in
connection with an assurance engagement creatdwseat tto independence that no
safeguards could reduce to an acceptable levelcordmgly, an assurance practitioner
shall not accept such a fee arrangement in regpact assurance engagement.
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SECTION 250
Marketing Assurance Services

250.1

250.2

When an assurance practitioner solicits n@nkwhrough advertising or other forms of
marketing, there may be a threat to compliance whtn fundamental principles. For
example, a self-interest threat to compliance Withprinciple of professional behaviour is
created if services, achievements, or productsraketed in a way that is inconsistent
with that principle.

An assurance practitioner shall not bring #issurance practitioner’s profession into
disrepute when marketing assurance services. Theaage practitioner shall be honest
and truthful and not:

(@) Make exaggerated claims for services offered, foations possessed, or
experience gained; or

(b) Make disparaging references or unsubstantiated aosgms to the work of another.

If the assurance practitioner is in doubt abouttivaiea proposed form of advertising or
marketing is appropriate, the assurance practitiamall consider consulting with the
relevant professional body.
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SECTION 260
Gifts and Hospitality

260.1

260.2

260.3

An assurance practitioner, or an immediatelase family member, may be offered gifts
and hospitality from a client. Such an offer magate threats to compliance with the
fundamental principles. For example, a self-inteoedamiliarity threat to objectivity may
be created if a gift from a client is acceptedjrdaimidation threat to objectivity may result
from the possibility of such offers being made bl

The existence and significance of any thnglhtlepend on the nature, value, and intent of
the offer. Where gifts or hospitality are offerdt a reasonable and informed third party,
weighing all the specific facts and circumstancespuld consider trivial and
inconsequential, an assurance practitioner may ledacthat the offer is made in the
normal course of business without the specificnthte influence decision making or to
obtain information. In such cases, the assuranaetiponer may generally conclude that
any threat to compliance with the fundamental ppies is at an acceptable level.

An assurance practitioner shall evaluate ghymificance of any threats and apply
safeguards when necessary to eliminate the thoeatsduce them to an acceptable level.
When the threats cannot be eliminated or reducednt@acceptable level through the
application of safeguards, an assurance practitisima| not accept such an offer.

37



PES 1 (Revised)
SECTION 270
Custody of Client Assets

270.1  An assurance practitioner shall not assuratody of client monies or other assets unless
permitted to do so by law and, if so, in compliarvegh any additional legal duties
imposed on an assurance practitioner holding ssséts.

270.2  The holding of client assets creates thit@atempliance with the fundamental principles;
for example, there is a self-interest threat tofgssional behaviour and may be a self
interest threat to objectivity arising from holdicient assets. An assurance practitioner
entrusted with money (or other assets) belongirgtiers shall therefore:

(a) Keep such assets separately from personal or Bsets;
(b) Use such assets only for the purpose for which #éneyntended;

(c) Atall times be ready to account for those assatisasmy income, dividends, or gains
generated, to any persons entitled to such acemyreind

(d) Comply with all relevant laws and regulations reletv to the holding of and
accounting for such assets.

270.3  As part of client and engagement acceptarameegures for services that may involve the
holding of client assets, an assurance practitishall make appropriate enquiries about
the source of such assets and consider legal gathtery obligations. For example, if the
assets were derived from illegal activities, such raoney laundering, a threat to
compliance with the fundamental principles would dyeated. In such situations, the
assurance practitioner may consider seeking lehata.
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SECTION 280
Objectivity

280.1

280.2

280.3

280.4

An assurance practitioner shall determinerwtreviding any assurance service whether
there are threats to compliance with the fundanhg@nitaciple of objectivity resulting from
having interests in, or relationships with, a dien its directors, officers or employees.
For example, a familiarity threat to objectivity ynhe created from a family or close
personal or business relationship.

An assurance practitioner who provides aoraese service shall be independent of the
assurance client. Independence of mind and in agpea is necessary to enable the
assurance practitioner to express a conclusion, Endeen to express a conclusion,
without bias, conflict of interest, or undue infhoe of others. Sections 290 and 291
provide specific guidance on independence requingsnier assurance practitioners when
performing assurance engagements.

The existence of threats to objectivity wipeoviding any assurance service will depend
upon the particular circumstances of the engageleeatthe nature of the work that the
assurance practitioner is performing.

An assurance practitioner shall evaluate ghymificance of any threats and apply
safeguards when necessary to eliminate them orceethem to an acceptable level.
Examples of such safeguards include:

. Withdrawing from the engagement team.

. Supervisory procedures.

. Terminating the financial or business relationghiipng rise to the threat.
. Discussing the issue with higher levels of manageméhin the firm.

. Discussing the issue with those charged with gavsee of the client.

If safeguards cannot eliminate or reduce the thi@atn acceptable level, the assurance
practitioner shall decline or terminate the relé\argagement.
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SECTION 290
INDEPENDENCE—AUDIT AND REVIEW ENGAGEMENTS
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Structure of Section

290.1

NZ290.1.1

290.2

290.3

This section addresses the independence requirenfentaudit engagements and
review engagements, which are assurance engagenrentghich an assurance

practitioner expresses a conclusion on financi@testents Such engagements

comprise audit and review engagements to reporaotomplete set of financial

statements and a single financial statement. Intepece requirements for assurance
engagements that are not audit or review engagsnwntinancial statements or a

single financial statement are addressed in Se28dn

This section also addresses the indepeedequirements for assurance engagements
where assurance is provided in relation to an af@ument of a FMC reporting entity

in respect of historical financial information, ppective or pro-forma financial
information, or a combination of these.

In certain circumstances involving audit or reviewgagements where the audit or
review report includes a restriction on use andrifigtion and provided certain
conditions are met, the independence requiremeantsis section may be modified as
provided in paragraphs 290.500 to 290.514. The fications are not permitted in the
case of an audit or review of financial statemeatgiired by law or regulation.

In this section, the term(s) “Firm” includes netWdiirm, except where otherwise
stated.

A Conceptual Framework Approach to Independence

290.4

290.5

290.6

290.7

In the case of audit and review engagements,iit iee public interest and, therefore,
required by this Code of Ethics, that members dfitaar review teams, firms and
network firms shall be independent of audit or eewclients.

The objective of this section is to assist firmsl amembers of audit or review teams in
applying the conceptual framework approach desdribelow to achieving and
maintaining independence.

Independence comprises:

(&) Independence of Mind

The state of mind that permits the expression afoaclusion without being
affected by influences that compromise professiquddgement, thereby allowing
an individual to act with integrity and exercisejeaivity and professional
scepticism.

(b) Independence in Appearance

The avoidance of facts and circumstances thatasggsificant that a reasonable
and informed third party would be likely to conodudveighing all the specific

facts and circumstances, that a firm’s, or a menolbéne audit or review team’s,

integrity, objectivity or professional scepticismshbeen compromised.

The conceptual framework approach shall be apjlyeaissurance practitioners to:
(a) Identify threats to independence;
(b) Evaluate the significance of the threats identifiud
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(c) Apply safeguards, when necessary, to eliminatehbesats or reduce them to an
acceptable level.

When the assurance practitioner determines thatopppte safeguards are not
available or cannot be applied to eliminate thedts or reduce them to an acceptable
level, the assurance practitioner shall elimindte tircumstance or relationship
creating the threats or decline or terminate trdbtans review engagement.

An assurance practitioner shall use professiordggment in applying this conceptual
framework.

Many different circumstances, or combinations etumstances, may be relevant in
assessing threats to independence. It is impogssililefine every situation that creates
threats to independence and to specify the apptepaction. Therefore, this Code
establishes a conceptual framework that requiressfand members of audit or review
teams to identify, evaluate, and address threatindependence. The conceptual
framework approach assists assurance practitiomersomplying with the ethical
requirements in this Code. It accommodates manjatians in circumstances that
create threats to independence and can deter araass practitioner from concluding
that a situation is permitted if it is not speatiy prohibited.

Paragraphs 290.100 and onwards describe how treeptral framework approach to
independence is to be applied. These paragrapmetdaddress all the circumstances
and relationships that create or may create thteatslependence.

In deciding whether to accept or continue an enuege, or whether a particular
individual may be a member of the audit or revi@am, a firm shall identify and
evaluate threats to independence. If the thre&har at an acceptable level, and the
decision is whether to accept an engagement oudech particular individual on the
audit or review team, the firm shall determine Vileetsafeguards are available to
eliminate the threats or reduce them to an acckplatel. If the decision is whether to
continue an engagement, the firm shall determinethdr any existing safeguards will
continue to be effective to eliminate the threatseduce them to an acceptable level or
whether other safeguards will need to be applied/loether the engagement needs to
be terminated. Whenever new information about eathto independence comes to the
attention of the firm during the engagement, the fshall evaluate the significance of
the threat in accordance with the conceptual fraonkwpproach.

Throughout this section, reference is made to tignifkance of threats to
independence. In evaluating the significance ofheedt, qualitative as well as
guantitative factors shall be taken into account.

NZ290.11.1 Where an assurance practitioner idestifnultiple threats to independence, which

290.12

individually may not be significant, the assuranmeactitioner shall evaluate the
significance of those threats in aggregate andyaggifieguards to eliminate or reduce
them to an acceptable level in aggregate.

This section does not, in most cases, prescribspgeific responsibility of individuals
within the firm for actions related to independermsEause responsibility may differ
depending on the size, structure and organisatice frm. The firm is required by
Professional and Ethical Standard 3 to establiditips and procedures designed to
provide it with reasonable assurance that indepaeles maintained when required by
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relevant ethical requirements. In addition, Intéioraal Standards on Auditing (New
Zealand) require the engagement partner to formnalasion on compliance with the
independence requirements that apply to the engarglem

Networks and Network Firms

290.13

290.14

290.15

290.16

290.17

290.18

290.19

If a firm is deemed to be a network firm, the fighall be independent of the audit or
review clients of the other firms within the netkaunless otherwise stated in this
Code). The independence requirements in this sethiat apply to a network firm
apply to any entity, such as a consulting practceprofessional law practice, that
meets the definition of a network firm irrespectafewvhether the entity itself meets the
definition of a firm.

To enhance their ability to provide assurance sesyifirms frequently form larger
structures with other firms and entities. Whetheese larger structures create a
network depends on the particular facts and cirtantgs and does not depend on
whether the firms and entities are legally sepaaai@ distinct. For example, a larger
structure may be aimed only at facilitating theeredl of work, which in itself does not
meet the criteria necessary to constitute a netwAlternatively, a larger structure
might be such that it is aimed at co-operation #refirms share a common brand
name, a common system of quality control, or sigaift professional resources and
consequently is deemed to be a network.

The judgement as to whether the larger structueenistwork shall be made in light of
whether a reasonable and informed third party wdaddikely to conclude, weighing
all the specific facts and circumstances, thatethities are associated in such a way
that a network exists. This judgement shall be iagptonsistently throughout the
network.

Where the larger structure is aimed at co-operadiuth it is clearly aimed at profit or
cost sharing among the entities within the strgtur is deemed to be a network.
However, the sharing of immaterial costs does moitself create a network. In
addition, if the sharing of costs is limited ontythose costs related to the development
of audit methodologies, manuals, or training cosirgleis would not in itself create a
network. Further, an association between a firm amddtherwise unrelated entity to
jointly provide a service or develop a product doesin itself create a network.

Where the larger structure is aimed at cooperadiwhthe entities within the structure
share common ownership, control or managemerg, deemed to be a network. This
could be achieved by contract or other means.

Where the larger structure is aimed at co-operatimhthe entities within the structure
share common quality control policies and procesluiteis deemed to be a network.
For this purpose, common quality control policiesl grocedures are those designed,
implemented and monitored across the larger streictu

Where the larger structure is aimed at co-operatmhthe entities within the structure
share a common business strategy, it is deemee ® tetwork. Sharing a common
business strategy involves an agreement by théiesnto achieve common strategic
objectives. An entity is not deemed to be a network merely because it co-operates
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with another entity solely to respond jointly toemuest for a proposal for the provision
of an assurance service.

Where the larger structure is aimed at co-operatimhthe entities within the structure
share the use of a common brand name, it is de&aela network. A common brand
name includes common initials or a common nameiriA fs deemed to be using a
common brand name if it includes, for example,dbmmon brand name as part of, or
along with, its firm name, when a partner of thenfsigns an audit or review report.

Even though a firm does not belong to a network @oes not use a common brand
name as part of its firm name, it may give the apaece that it belongs to a network if
it makes reference in its stationery or promotiomalterials to being a member of an
association of firms. Accordingly, if care is nekén in how a firm describes such
memberships, a perception may be created thairthdélongs to a network.

If a firm sells a component of its practice, theesaagreement sometimes provides that,
for a limited period of time, the component may tomre to use the name of the firm,

or an element of the name, even though it is ngdoronnected to the firm. In such

circumstances, while the two entities may be pcagji under a common name, the

facts are such that they do not belong to a lastreicture aimed at co-operation and
are, therefore, not network firms. Those entitieallsdetermine how to disclose that

they are not network firms when presenting thenesete outside parties.

Where the larger structure is aimed at co-operatimhthe entities within the structure
share a significant part of professional resourdess deemed to be a network.
Professional resources include:

. Common systems that enable firms to exchange irgtbom such as client data,
billing and time records;

. Partners and staff;

. Technical departments that consult on technicalindiustry specific issues,
transactions or events for assurance engagements;

. Audit methodology or audit manuals; and
. Training courses and facilities.

The determination of whether the professional ressishared are significant, and
therefore the firms are network firms, shall be m&ased on the relevant facts and
circumstances. Where the shared resources aredirtotcommon audit methodology
or audit manuals, with no exchange of personnallient or market information, it is
unlikely that the shared resources would be sigaifi. The same applies to a common
training endeavor. Where, however, the shared ressuinvolve the exchange of
people or information, such as where staff are drm a shared pool, or a common
technical department is created within the largiercéure to provide participating firms
with technical advice that the firms are requireddllow, a reasonable and informed
third party is more likely to conclude that the idthresources are significant.

Public Interest Entities

290.25

[Amended by the NZAuASB. Refer to NZ290.25]
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NZ290.25 Section 290 contains additional provisidret reflect the extent of public interest in

290.26

certain entities. For the purpose of this sectmrylic interest entities include entities
that are publicly accountable or are of economgmificance. In New Zealand, the
following entities are deemed to be Public InteEastities:

. Any for-profit entity that is required or choosesréport in accordance with Tier
1 under XRB A% and

. Any other public benefit entitgythat applies the full financial reporting standard

Firms are encouraged to determine whether to taéditional entities, or certain
categories of entities, as if they were public es¢ entities because they have a large
number and wide range of stakeholders or represhigher level of risk. Factors to be
considered include:

*  The nature of the business, such as the holdiagsets in a fiduciary capacity for
a large number of stakeholders. Examples may ieclurncial institutions, such
as banks and insurance companies, and pension funds

. Size; and
. Number of employees.

Related Entities

290.27

In the case of an audit or review client that EMC reporting entity, references to an

audit or review client in this section include tekh entities of the client (unless

otherwise stated). For all other audit or revieigrdis, references to an audit or review
client in this section include related entities owdich the client has direct or indirect

control. When the audit or review team knows or heason to believe that a

relationship or circumstance involving another tesflaentity of the client is relevant to

the evaluation of the firm’s independence fromchent, the audit or review team shall

include that related entity when identifying andkesating threats to independence and
applying appropriate safeguards.

Those Charged with Governance

290.28 Even when not required by the Code, applicable teugdior review engagement

standards, law or regulation, regular communicat®oencouraged between the firm
and those charged with governamdehe audit or review client regarding relatiorgshi
and other matters that might, in the firm’s opinio@asonably bear on independence.
Such communication enables those charged with ganee to:

(a) Consider the firm’'s judgements in identifyinghda evaluating threats to
independence,

(b) Consider the appropriateness of safeguarddeapp eliminate them or reduce
them to an acceptable level, and

2 XRB A1l Application of Accounting Standards.

3 XRB Al for Tier 1 public benefit entities will onlye finalised in 2014/2015. It is the intentiontiod
NZAUASB that all Tier 1 entities will meet the dafion of a public interest entity, for the purpess this
standard.
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(c) Take appropriate action.

Such an approach can be particularly helpful widspect to intimidation and
familiarity threats.

In complying with requirements in this section tomemunicate with those charged with
governance, the firm shall determine, having regarthe nature and importance of the
particular circumstances and matter to be commtetdgathe appropriate person(s)
within the entity’'s governance structure with whdm communicate. If the firm
communicates with a subgroup of those charged gatiernance, for example, an audit
committee or an individual, the firm shall detereiwhether communication with all of
those charged with governance is also necessdhasthey are adequately informed.

Documentation

290.29 Documentation provides evidence of the assuran@etiponer's judgements in

forming conclusions regarding compliance with ineleglence requirements. The
absence of documentation is not a determinant ethdn a firm considered a particular
matter nor whether it is independent.

The assurance practitioner shall document conaigsi@garding compliance with
independence requirements, and the substance aklawant discussions that support
those conclusions. Accordingly:

(&) When safeguards are required to reduce a threantacceptable level, the
assurance practitioner shall document the natuteeothreat and the safeguards
in place or applied that reduce the threat to aeptable level; and

(b) When a threat required significant analysis to wheitee whether safeguards were
necessary and the assurance practitioner concthdethey were not because the
threat was already at an acceptable level, therassel practitioner shall
document the nature of the threat and the ratidioalne conclusion.

Engagement Period

290.30

290.31

Independence from the audit or review client isunesl both during the engagement
period and the period covered by the financiakst&nts. The engagement period starts
when the audit or review team begins to performitaod review services. The
engagement period ends when the audit or revievortrels issued. When the
engagement is of a recurring nature, it ends atlatex of the notification by either
party that the professional relationship has teateid or the issuance of the final audit
or review report.

When an entity becomes an audit or review clieminguor after the period covered by
the financial statements on which the firm will exgs an opinion, the firm shall
determine whether any threats to independencereated by:

. Financial or business relationships with the aoditeview client during or after
the period covered by the financial statementshedibre accepting the audit or
review engagement; or

. Previous services provided to the audit or reviéant
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If a non-assurance service was provided to thet audeview client during or after the
period covered by the financial statements butreefice audit or review team begins to
perform audit or review services and the servicelldaot be permitted during the
period of the audit or review engagement, the fshall evaluate any threat to
independence created by the service. If a threattiat an acceptable level, the audit or
review engagement shall only be accepted if safelguare applied to eliminate any
threats or reduce them to an acceptable level. Bkaof such safeguards include:

. Not including personnel who provided the non-asstgaservice as members of
the audit or review team;

. Having an additional assurance practitioner revieg audit or review and non-
assurance work as appropriate; or

. Engaging another firm to evaluate the results @&f mlon-assurance service or
having another firm re-perform the non-assurancei@to the extent necessary
to enable it to take responsibility for the service

Mergers and Acquisitions

290.33

290.34

290.35

When, as a result of a merger or acquisition, dityebecomes a related entity of an
audit or review client, the firm shall identify aedaluate previous and current interests
and relationships with the related entity thatjnigknto account available safeguards,
could affect its independence and therefore itfitalio continue the audit or review
engagement after the effective date of the mergacaquisition.

The firm shall take steps necessary to terminatehé effective date of the merger or
acquisition, any current interests or relationshiyz are not permitted under this Code.
However, if such a current interest or relationstapnot reasonably be terminated by
the effective date of the merger or acquisition,eoample, because the related entity is
unable by the effective date to effect an ordednsition to another service practitioner
of a non-assurance service provided by the fire fitln shall evaluate the threat that is
created by such interest or relationship. The msageificant the threat, the more likely
the firm’s objectivity will be compromised and itlikbe unable to continue as auditor.
The significance of the threat will depend uporntdes such as:

. The nature and significance of the interest ottieiahip;

. The nature and significance of the related entdélatronship (for example,
whether the related entity is a subsidiary or p@remd

. The length of time until the interest or relatiomsban reasonably be terminated.

The firm shall discuss with those charged with gonaace the reasons why the interest
or relationship cannot reasonably be terminatethbyeffective date of the merger or
acquisition and the evaluation of the significantéhe threat.

If those charged with governance request the foroontinue as auditor, the firm shall
do so only if:

(@) The interest or relationship will be terminatedsasn as reasonably possible and
in all cases within six months of the effectiveedaf the merger or acquisition;

48



PES 1 (Revised)

(b) Any individual who has such an interest or reladkup, including one that has
arisen through performing a non-assurance sertiaewould not be permitted
under this section, will not be a member of theagrggnent team for the audit or
review or the individual responsible for the engagat quality control review;
and

(c) Appropriate transitional measures will be appliad, necessary, and discussed
with those charged with governance. Examples ofttnal measures include:

. Having an assurance practitioner review the auditraview or non-
assurance work as appropriate;

. Having an assurance practitioner, who is not a neendf the firm
expressing the opinion on the financial statemegrggiorm a review that is
equivalent to an engagement quality control review;

. Engaging another firm to evaluate the results efrtbn-assurance service or
having another firm re-perform the non-assuranaeise to the extent
necessary to enable it to take responsibility liergervice.

290.36 The firm may have completed a significant amounwofk on the audit or review prior
to the effective date of the merger or acquisiteord may be able to complete the
remaining audit or review procedures within a shpdriod of time. In such
circumstances, if those charged with governanceeascthe firm to complete the audit
or review while continuing with an interest or t&aship identified in 290.33, the firm
shall do so only if it:

(a) Has evaluated the significance of the threat cdedby such interest or
relationship and discussed the evaluation withahabgrged with governance;

(b) Complies with the requirements of paragraph 29@)3%(i); and
(c) Ceases to be the auditor no later than the issurtbe audit or review report.

290.37 When addressing previous and current interests waadtionships covered by
paragraphs 290.33 to 290.36, the firm shall dewemivhether, even if all the
requirements could be met, the interests and oelships create threats that would
remain so significant that objectivity would be qmomised and, if so, the firm shall
cease to be the auditor.

290.38 The assurance practitioner shall document anye&steror relationships covered by
paragraphs 290.34 and 290.36 that will not be teated by the effective date of the
merger or acquisition and the reasons why theynatlbe terminated, the transitional
measures applied, the results of the discussidntivitse charged with governance, and
the rationale as to why the previous and curreet@sts and relationships do not create
threats that would remain so significant that otiyty would be compromised.

Breach of a Provision of this Section

290.39 A breach of a provision of this section may occesplte the firm having policies and
procedures designed to provide it with reasonakkurance that independence is
maintained. A consequence of a breach may bddhatnation of the audit or review
engagement is necessary.
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When the firm concludes that a breach has occuthedfirm shall terminate, suspend
or eliminate the interest or relationship that eamldhe breach and address the
consequences of the breach.

When a breach is identified, the firm shall considénether there are any legal or
regulatory requirements that apply with respectht breach and, if so, shall comply
with those requirements. The firm shall considgoréng the breach to a professional
body, relevant regulator or oversight authoritguich reporting is common practice or
is expected in the particular jurisdiction.

When a breach is identified, the firm shall in adamce with its policies and
procedures, promptly communicate the breach toettgagement partner, those with
responsibility for policies and procedures relatitog independence, other relevant
personnel in the firm, and, where appropriate, riewvork, and those subject to the
independence requirements who need to take apptepaction. The firm shall
evaluate the significance of that breach and itgaich on the firm’s objectivity and
ability to issue an audit or review report. Thgnslicance of the breach will depend on
factors such as:

. The nature and duration of the breach;

. The number and nature of any previous breachesresgpect to the current audit
or review engagement;

. Whether a member of the audit or review team hawhk@dge of the interest or
relationship that caused the breach;

. Whether the individual who caused the breach iember of the audit or review
team or another individual for whom there are iretefence requirements;

. If the breach relates to a member of the auditeorexv team, the role of that
individual,
. If the breach was caused by the provision of agasibnal service, the impact of

that service, if any, on the accounting recorddher amounts recorded in the
financial statements on which the firm will expressopinion; and

. The extent of the self-interest, advocacy, intinimaor other threats created by
the breach.

Depending upon the significance of the breach, ayrhe necessary to terminate the
audit or review engagement or it may be possibléai® action that satisfactorily
addresses the consequences of the breach. Thehfaiimdetermine whether such action
can be taken and is appropriate in the circumsgnte making this determination the
firm shall exercise professional judgement and take account whether a reasonable
and informed third party, weighing the significarafehe breach, the action to be taken
and all the specific facts and circumstances amal$o the assurance practitioner at
that time, would be likely to conclude that therfis objectivity would be compromised
and therefore the firm is unable to issue an aurdieview report.

290.44 Examples of actions that the firm may considerudet

. Removing the relevant individual from the audireview team;
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. Conducting an additional review of the affected i review work or re-
performing that work to the extent necessary, ithegi case using different
personnel,

. Recommending that the audit or review client engagather firm to review or
re-perform the affected audit or review work to &x¢ent necessary; and

. Where the breach relates to a non-assurance sehataffects the accounting
records or an amount that is recorded in the filmhnstatements, engaging
another firm to evaluate the results of the nonHas®e service or having another
firm re-perform the non-assurance service to thergxnecessary to enable it to
take responsibility for the service.

If the firm determines that action cannot be takensatisfactorily address the

consequences of the breach, the firm shall infdrose charged with governance as
soon as possible and take the steps necessaryrnmondée the audit or review

engagement in compliance with any applicable legalregulatory requirements

relevant to terminating the audit or review engagetn Where termination is not

permitted by law or regulation, the firm shall cdgnwith any reporting or disclosure

requirements.

If the firm determines that action can be taken satisfactorily address the
consequences of the breach, the firm shall disitigsbreach and the action it has taken
or proposes to take with those charged with gover@aThe firm shall discuss the
breach and the action as soon as possible, ufless tharged with governance have
specified an alternative timing for reporting leggnificant breaches. The matters to be
discussed shall include:

. The significance of the breach, including its natand duration;
. How the breach occurred and how it was identified;

. The action taken or proposed to be taken and th@sfirationale for why the
action will satisfactorily address the consequerafethe breach and enable it to
issue an audit or review report;

. The conclusion that, in the firm’s professional gachent, objectivity has not
been compromised and the rationale for that cormigsnd

. Any steps that the firm has taken or proposesk® ta reduce or avoid the risk of
further breaches occurring.

The firm shall communicate in writing with thoseacbed with governance all matters
discussed in accordance with paragraph 290.46 atainothe concurrence of those
charged with governance that action can be, obkas, taken to satisfactorily address
the consequences of the breach. The communicstiialh include a description of the
firm’s policies and procedures relevant to the bheaesigned to provide it with
reasonable assurance that independence is mathtaimteany steps that the firm has
taken, or proposes to take, to reduce or avoidiseof further breaches occurring. If
those charged with governance do not concur tieaathion satisfactorily addresses the
consequences of the breach, the firm shall takesthes necessary to terminate the
audit or review engagement, where permitted bydawnegulation, in compliance with
any applicable legal or regulatory requirementgvaht to terminating the audit or
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review engagement. Where termination is not péechiby law or regulation, the firm
shall comply with any reporting or disclosure reguaients.

If the breach occurred prior to the issuance ofpfevious audit or review report, the
firm shall comply with this section in evaluatinget significance of the breach and its
impact on the firm’s objectivity and its ability tesue an audit or review report in the
current period. The firm shall also consider theaet of the breach, if any, on the
firm’s objectivity in relation to any previouslysged audit or review reports, and the
possibility of withdrawing such audit or review oefs, and discuss the matter with
those charged with governance.

The firm shall document the breach, the actionriakey decisions made and all the
matters discussed with those charged with govemamd any discussions with a
professional body, relevant regulator or oversigithority. When the firm continues
with the audit or review engagement, the matterseaa@ocumented shall also include
the conclusion that, in the firm’s professional gachent, objectivity has not been
compromised and the rationale for why the actideenasatisfactorily addressed the
consequences of the breach such that the firm ¢ssl@ an audit or review report.

Paragraphs 290.50 to 290.99 are intentionally lelilank.
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Application of the Conceptual Framework Approach tolndependence

290.100 Paragraphs 290.102 to 290.231 describe specificrostances and relationships that
create or may create threats to independence. aregmaphs describe the potential
threats and the types of safeguards that may b@pipgte to eliminate the threats or
reduce them to an acceptable level and identifiaresituations where no safeguards
could reduce the threats to an acceptable leved. pdragraphs do not describe all of
the circumstances and relationships that createay create a threat to independence.
The firm and the members of the audit or reviewrteshall evaluate the implications of
similar, but different, circumstances and relattops and determine whether
safeguards, including the safeguards in paragra@pbsli2 to 200.15, can be applied
when necessary to eliminate the threats to indepered or reduce them to an
acceptable level.

290.101 Paragraphs 290.102 to 290.126 contairrerefes to the materiality of a financial
interest, loan, or guarantee, or the significan€ea dousiness relationship. For the
purpose of determining whether such an interestnaerial to an individual, the
combined net worth of the individual and the indival’'s immediate family members
may be taken into account.

Financial Interests

290.102 Holding a financial interest in an audit or revielient may create a self-interest threat.
The existence and significance of any threat cdedépends on:

(&) The role of the person holding the financi&trast,
(b) Whether the financial interest is direct oriredt, and
(c) The materiality of the financial interest.

290.103 Financial interests may be held through an interargd(for example, a collective
investment vehicle, estate or trust). The detertiinaof whether such financial
interests are direct or indirect will depend upohether the beneficial owner has
control over the investment vehicle or the abitiyinfluence its investment decisions.
When control over the investment vehicle or thelitgbto influence investment
decisions exists, this Code defines that finarpigrest to be a direct financial interest.
Conversely, when the beneficial owner of the finahinterest has no control over the
investment vehicle or ability to influence its istament decisions, this Code defines
that financial interest to be an indirect financrakrest.

290.1041f a member of the audit or review team, a membethat individual's immediate
family, or a firm has a direct financial interestaomaterial indirect financial interest in
the audit or review client, the self-interest thre@ated would be so significant that no
safeguards could reduce the threat to an acceptabét. Therefore, none of the
following shall have a direct financial interestaomaterial indirect financial interest in
the client: a member of the audit or review teammember of that individual's
immediate family; or the firm.

290.105When a member of the audit or review team has sedlamily member who the audit
or review team member knows has a direct finanicidrest or a material indirect

53



PES 1 (Revised)

financial interest in the audit or review client,sealf-interest threat is created. The
significance of the threat will depend on factarstsas:

. The nature of the relationship between the membdheo audit or review team
and the close family member; and

. The materiality of the financial interest to thes# family member.

The significance of the threat shall be evaluatedi safeguards applied when necessary
to eliminate the threat or reduce it to an accdptldvel. Examples of such safeguards
include:

. The close family member disposing, as soon asipadte, of all of the financial
interest or disposing of a sufficient portion ofiadirect financial interest so that
the remaining interest is no longer material;

. Having an additional assurance practitioner revi@evwork of the member of the
audit or review team; or

. Removing the individual from the audit or revievaurte

290.106 If a member of the audit or review team, a memMethat individual’'s immediate
family, or a firm has a direct or material indiréictancial interest in an entity that has a
controlling interest in the audit or review clieafjd the client is material to the entity,
the self-interest threat created would be so smamt that no safeguards could reduce
the threat to an acceptable level. Therefore, rainghe following shall have such a
financial interest: a member of the audit or revieam; a member of that individual's
immediate family; and the firm.

290.107 The holding by a firm’s retirement benefit planaotlirect or material indirect financial
interest in an audit or review client creates &is¢brest threat. The significance of the
threat shall be evaluated and safeguards appliet whcessary to eliminate the threat
or reduce it to an acceptable level.

290.108 If other partners in the officem which the engagement partner practices in cdiorec
with the audit or review engagement, or their imratdfamily members, hold a direct
financial interest or a material indirect financiaterest in that audit or review client,
the self-interest threat created would be so smamt that no safeguards could reduce
the threat to an acceptable level. Therefore, aegluch partners nor their immediate
family members shall hold any such financial ins¢sen such an audit or review client.

290.109 The office in which the engagement partner prasticeconnection with the audit or
review engagement is not necessarily the officevtoch that partner is assigned.
Accordingly, when the engagement partner is locateal different office from that of
the other members of the audit or review team,gaibnal judgement shall be used to
determine in which office the partner practicesannection with that engagement.

290.110 If other partners and managerial employees whoigeomon-assurance services to the
audit or review client, except those whose involegatms minimal, or their immediate
family members, hold a direct financial interestanaterial indirect financial interest in
the audit or review client, the self-interest thre@ated would be so significant that no
safeguards could reduce the threat to an acceptamé Accordingly, neither such
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personnel nor their immediate family members shalll any such financial interests in
such an audit or review client.

290.111 Despite paragraphs 290.108 and 290.110, the hoddiagfinancial interest in an audit
or review client by an immediate family member @f & partner located in the office in
which the engagement partner practices in connectth the audit or review
engagement, or (b) a partner or managerial employle® provides non-assurance
services to the audit or review client, is deemetta compromise independence if the
financial interest is received as a result of thenediate family member’'s employment
rights (for example, through pension or share opfaans) and, when necessary,
safeguards are applied to eliminate any threatnttiependence or reduce it to an
acceptable level. However, when the immediate famiémber has or obtains the right
to dispose of the financial interest or, in theecaba stock option, the right to exercise
the option, the financial interest shall be disgloskor forfeited as soon as practicable.

290.112 A self-interest threat may be created if the firmaomember of the audit or review
team, or a member of that individual's immediateifg, has a financial interest in an
entity and an audit or review client also has arfirial interest in that entity. However,
independence is deemed not to be compromisedsé timerests are immaterial and the
audit or review client cannot exercise significamluence over the entity. If such
interest is material to any party, and the auditemiew client can exercise significant
influence over the other entity, no safeguards @woetuce the threat to an acceptable
level. Accordingly, the firm shall not have suah iaterest and any individual with
such an interest shall, before becoming a memb#recdudit or review team, either:

(@) Dispose of the interest; or

(b) Dispose of a sufficient amount of the interestlsat the remaining interest is no
longer material.

290.113 A self-interest, familiarity or intimidation threanay be created if a member of the audit
or review team, or a member of that individual’amiediate family, or the firm, has a
financial interest in an entity when a directoffjagr or controlling owner of the audit or
review client is also known to have a financiaknest in that entity. The existence and
significance of any threat will depend upon fastauch as:

. The role of the assurance practitioner on the audieview team;
. Whether ownership of the entity is closely or wydeéld;

. Whether the interest gives the investor the abildycontrol or significantly
influence the entity; and

. The materiality of the financial interest.

The significance of any threat shall be evaluated aafeguards applied when
necessary to eliminate the threat or reduce intaaeptable level. Examples of such
safeguards include:

. Removing the member of the audit or review teanhm wie financial interest from
the audit or review team; or

. Having an additional assurance practitioner reviesvwork of the member of the
audit or review team.
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290.114 The holding by a firm, or a member of the audir@riew team, or a member of that
individual's immediate family, of a direct finantianterest or a material indirect
financial interest in the audit or review client asrustee creates a self-interest threat.
Similarly, a self-interest threat is created when:

(a) A partner in the office in which the engagemeattner practices in connection
with the audit or review;

(b) Other partners and managerial employees whaigegaon-assurance services to
the audit or review client, except those whose Ivemment is minimal; or

(c) Their immediate family members, hold a direiciahcial interest or a material
indirect financial interest in the audit or revielent as trustee.

Such an interest shall not be held unless:

(8) Neither the trustee, nor an immediate family mendfahe trustee, nor the firm
are beneficiaries of the trust;

(b) The interest in the audit or review client heldthg trust is not material to the
trust;

(c) The trust is not able to exercise significant iaflae over the audit or review
client; and

(d) The trustee, an immediate family member of theté&eisor the firm cannot
significantly influence any investment decision otwing a financial interest in
the audit or review client.

290.115 Members of the audit or review team shall deteemwinether a self-interest threat is
created by any known financial interests in theitaod review client held by other
individuals including:

. Partners and professional employees of the firhgrothan those referred to
above, or their immediate family members; and

. Individuals with a close personal relationship wghmember of the audit or
review team.

Whether these interests create a self-interestittwdl depend on factors such as:
. The firm’s organisational, operating and reportstigicture; and

. The nature of the relationship between the indigiduind the member of the audit
or review team.

The significance of any threat shall be evaluated safeguards applied when
necessary to eliminate the threat or reduce intacceptable level. Examples of such
safeguards include:

. Removing the member of the audit or review teanmhe personal relationship
from the audit or review team;

. Excluding the member of the audit or review teaomfrany significant decision-
making concerning the audit or review engagemant; o
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. Having an additional assurance practitioner revi@evwork of the member of the
audit or review team.

290.116If a firm or a partner or employee of the firm,aomember of the partner or employee’s
immediate family, receives a direct financial iet&r or a material indirect financial
interest in an audit or review client, for examgdg,way of an inheritance, gift or as a
result of a merger and such interest would not éemjfited to be held under this
section, then:

(@) If the interest is received by the firm, the finexhdnterest shall be disposed of
immediately, or a sufficient amount of an indirdstancial interest shall be
disposed of so that the remaining interest is ngéo material;

(b) If the interest is received by a member of the aadreview team, or a member
of that individual’s immediate family, the individuwho received the financial
interest shall immediately dispose of the finandraterest, or dispose of a
sufficient amount of an indirect financial intersst that the remaining interest is
no longer material; or

(c) If the interest is received by an individual whonist a member of the audit or
review team, or by an immediate family member & idividual, the financial
interest shall be disposed of as soon as possbla, sufficient amount of an
indirect financial interest shall be disposed otlsat the remaining interest is no
longer material. Pending the disposal of the fim@nimterest, a determination
shall be made as to whether any safeguards areszye

290.117 [Deleted by the IESBA].

Loans and Guarantees

290.118 A loan, or a guarantee of a loan, to a membehefdit or review team, or a member
of that individual’'s immediate family, or the firfrom an audit or review client that is
a bank or a similar institution may create a threaindependence. If the loan or
guarantee is not made under normal lending proesdierms and conditions, a self-
interest threat would be created that would beigoifecant that no safeguards could
reduce the threat to an acceptable level. Accolgimgither a member of the audit or
review team, a member of that individual's immeeli&amily, nor a firm shall accept
such a loan or guarantee.

290.1191f a loan to a firm from an audit or review cliethiat is a bank or similar institution is
made under normal lending procedures, terms anditomms and it is material to the
audit or review client or firm receiving the loahmay be possible to apply safeguards
to reduce the self-interest threat to an acceptaktd. An example of such a safeguard
is having the work reviewed by an additional assceapractitioner from a network
firm that is neither involved with the audit or rew nor received the loan.

290.120 A loan, or a guarantee of a loan, from an auditemiew client that is a bank or a
similar institution to a member of the audit or imv team, or a member of that
individual’s immediate family, does not create eetlt to independence if the loan or
guarantee is made under normal lending procedigiess and conditions. Examples of
such loans include home mortgages, bank overdratis,loans and credit card
balances.
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290.121 If the firm or a member of the audit or reviewrteaor a member of that individual's
immediate family, accepts a loan from, or has adwing guaranteed by, an audit or
review client that is not a bank or similar indiibun, the self-interest threat created
would be so significant that no safeguards coultlce the threat to an acceptable
level, unless the loan or guarantee is immateoiddth (a) the firm or the member of
the audit or review team and the immediate famigmber, and (b) the client.

290.122 Similarly, if the firm or a member of the audit mview team, or a member of that
individual’s immediate family, makes or guarantadsan to an audit or review client,
the self-interest threat created would be so saamt that no safeguards could reduce
the threat to an acceptable level, unless the dnaguarantee is immaterial to both (a)
the firm or the member of the audit or review temmd the immediate family member,
and (b) the client.

290.123If a firm or a member of the audit or review teasn,a member of that individual’s
immediate family, has deposits or a brokerage adcwith an audit or review client
that is a bank, broker or similar institution, aeidt to independence is not created if the
deposit or account is held under normal commeterahs.

Business Relationships

290.124 A close business relationship between a firm, oreanber of the audit or review team,
or a member of that individual’'s immediate famiyd the audit or review client or its
management, arises from a commercial relationshigppmmon financial interest and
may create self-interest or intimidation threatsafples of such relationships include:

. Having a financial interest in a joint venture wiither the client or a controlling
owner, director, officer or other individual who rfiigms senior managerial
activities for that client.

. Arrangements to combine one or more services atymts of the firm with one
or more services or products of the client and tarket the package with
reference to both parties.

. Distribution or marketing arrangements under whtble firm distributes or
markets the client’'s products or services, or tientdistributes or markets the
firm’s products or services.

Unless any financial interest is immaterial and lbisiness relationship is insignificant
to the firm and the client or its management, tiredt created would be so significant
that no safeguards could reduce the threat to eeptable level. Therefore, unless the
financial interest is immaterial and the businesktionship is insignificant, the
business relationship shall not be entered intdat, slmall be reduced to an insignificant
level or terminated.

In the case of a member of the audit or review faamtess any such financial interest
is immaterial and the relationship is insignificamthat member, the individual shall be
removed from the audit or review team.

If the business relationship is between an immedahily member of a member of the
audit or review team and the audit or review clienits management, the significance
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of any threat shall be evaluated and safeguardgedpphen necessary to eliminate the
threat or reduce it to an acceptable level.

290.125 A business relationship involving the holding ofiaterest by the firm, or a member of
the audit or review team, or a member of that iial’s immediate family, in a
closely-held entity when the audit or review clienta director or officer of the client,
or any group thereof, also holds an interest irt #rdity does not create threats to
independence if:

(@) The business relationship is insignificant to tlenf the member of the audit or
review team and the immediate family member, aedctient;

(b) The financial interest is immaterial to the invesiogroup of investors; and

(c) The financial interest does not give the invesborgroup of investors, the ability
to control the closely-held entity.

290.126 The purchase of goods and services from an audgwew client by the firm, or a
member of the audit or review team, or a membethat individual’'s immediate
family, does not generally create a threat to iedejence if the transaction is in the
normal course of business and at arm’s length. Mewesuch transactions may be of
such a nature or magnitude that they create airgetest threat. The significance of
any threat shall be evaluated and safeguards dpplien necessary to eliminate the
threat or reduce it to an acceptable level. Exasplesuch safeguards include:

. Eliminating or reducing the magnitude of the trantism; or
. Removing the individual from the audit or revievaute

Family and Personal Relationships

290.127 Family and personal relationships between a memwibére audit or review team and a
director or officer or certain employees (dependngheir role) of the audit or review
client may create self-interest, familiarity orimidation threats. The existence and
significance of any threats will depend on a numlbérfactors, including the
individual’s responsibilities on the audit or rewiégeam, the role of the family member
or other individual within the client and the classs of the relationship.

290.128 When an immediate family member of a member ofilndit or review team is:
(a) Adirector or officer of the audit or review cliemr

(b) An employee in a position to exert significant ughce over the preparation of
the client’'s accounting records or the financiaketents on which the firm will
express an opinion,

or was in such a position during any period covdrgthe engagement or the financial
statements, the threats to independence can onlgdueed to an acceptable level by
removing the individual from the audit or reviewame. The closeness of the

relationship is such that no other safeguards coedidice the threat to an acceptable
level. Accordingly, no individual who has such &tenship shall be a member of the

audit or review team.

290.129 Threats to independence are created when an imtaddimily member of a member of
the audit or review team is an employee in a pwsitd exert significant influence over
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the client’s financial position, financial perform@e or cash flows. The significance of
the threats will depend on factors such as:

. The position held by the immediate family membed a
. The role of the individual on the audit or reviezam.

The significance of the threat shall be evaluated safeguards applied when necessary
to eliminate the threat or reduce it to an accdptidvel. Examples of such safeguards
include:

. Removing the individual from the audit or revievar® or

. Structuring the responsibilities of the audit oviesv team so that the assurance
practitioner does not deal with matters that arthiwithe responsibility of the
immediate family member.

290.130Threats to independence are created when a dosié/fmember of a member of the
audit or review team is:

(&) Adirector or officer of the audit or review cliemr

(b) An employee in a position to exert significant irghce over the preparation of
the client’s accounting records or the financiaketents on which the firm will
express an opinion.

The significance of the threats will depend ondegsuch as:

. The nature of the relationship between the membdhe audit or review team
and the close family member;

. The position held by the close family member; and
. The role of the individual on the audit or reviezam.

The significance of the threat shall be evaluatedl safeguards applied when necessary
to eliminate the threat or reduce it to an accdptivel. Examples of such safeguards
include:

. Removing the individual from the audit or revievan® or

. Structuring the responsibilities of the audit oviesv team so that the individual
does not deal with matters that are within the @aspbility of the close family
member.

290.131 Threats to independence are created when a meshb®e audit or review team has a
close relationship with a person who is not an imiate or close family member, but
who is a director or officer or an employee in &ipon to exert significant influence
over the preparation of the client’s accountingords or the financial statements on
which the firm will express an opinion. A membertloé audit or review team who has
such a relationship shall consult in accordancé ¥itn policies and procedures. The
significance of the threats will depend on fac&ush as:

. The nature of the relationship between the indigidund the member of the audit
or review team;

. The position the individual holds with the clieatid
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. The role of the individual on the audit or reviexam.

The significance of the threats shall be evaluated safeguards applied when
necessary to eliminate the threats or reduce tleeamtacceptable level. Examples of
such safeguards include:

. Removing the individual from the audit or revievar® or

. Structuring the responsibilities of the audit oviesv team so that the assurance
practitioner does not deal with matters that arthiwithe responsibility of the
individual with whom the assurance practitioner hadose relationship.

290.132 Self-interest, familiarity or intimidation threatsay be created by a personal or family
relationship between (a) a partner or employedeffirm who is not a member of the
audit or review team and (b) a director or offioérthe audit or review client or an
employee in a position to exert significant inflaerover the preparation of the client’s
accounting records or the financial statements dwchvthe firm will express an
opinion. Partners and employees of the firm whoaavare of such relationships shall
consult in accordance with firm policies and praged. The existence and significance
of any threat will depend on factors such as:

. The nature of the relationship between the padnemployee of the firm and the
director or officer or employee of the client;

. The interaction of the partner or employee of the fwith the audit or review
team;

. The position of the partner or employee within filhe; and
. The position the individual holds with the client.

The significance of any threat shall be evaluated safeguards applied when
necessary to eliminate the threat or reduce intacceptable level. Examples of such
safeguards include:

. Structuring the partner’s or employee’s responisikd to reduce any potential
influence over the audit or review engagement; or

. Having an additional assurance practitioner revike relevant audit or review
work performed.

290.133Deleted by the IESBA].

Employment with an Audit or Review Client

290.134 Familiarity or intimidation threats may be created director or officer of the audit or
review client, or an employee in a position to &x@gnificant influence over the
preparation of the client’s accounting recordshar financial statements on which the
firm will express an opinion, has been a membedhefaudit or review team or partner
of the firm.

290.135If a former member of the audit or review teampartner of the firm has joined the
audit or review client in such a position and angigant connection remains between
the firm and the individual, the threat would besggnificant that no safeguards could
reduce the threat to an acceptable level. Therefiodependence would be deemed to
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be compromised if a former member of the auditemiaw team or partner joins the
audit or review client as a director or officer,as an employee in a position to exert
significant influence over the preparation of tHeerd’'s accounting records or the
financial statements on which the firm will expressopinion, unless:

(@) The individual is not entitled to any benefits ayments from the firm, unless
made in accordance with fixed pre-determined aearents, and any amount
owed to the individual is not material to the firamd

(b) The individual does not continue to participateappear to participate in the
firm’s business or professional activities.

290.136 If a former member of the audit or review teampartner of the firm has joined the
audit or review client in such a position, and rgngicant connection remains between
the firm and the individual, the existence and i$igance of any familiarity or
intimidation threats will depend on factors such as

. The position the individual has taken at the client
. Any involvement the individual will have with theidit or review team;

. The length of time since the individual was a memndiehe audit or review team
or partner of the firm; and

. The former position of the individual within theditor review team or firm, for
example, whether the individual was responsiblenfiaintaining regular contact
with the client’'s management or those charged gavernance.

The significance of any threats created shall muated and safeguards applied when
necessary to eliminate the threats or reduce tloeantacceptable level. Examples of
such safeguards include:

. Modifying the audit or review plan;

. Assigning individuals to the audit or review tearnoshave sufficient experience
in relation to the individual who has joined thesnt; or

. Having another assurance practitioner review thekwed the former member of
the audit or review team.

290.137 If a former partner of the firm has previouslyned an entity in such a position and the
entity subsequently becomes an audit or reviewntlé the firm, the significance of
any threat to independence shall be evaluatedafedwsards applied when necessary to
eliminate the threat or reduce it to an acceptksvlel.

290.138 A self-interest threat is created when a membéh®faudit or review team participates
in the audit or review engagement while knowingt tttee member of the audit or
review team will, or may, join the client some tinmethe future. Firm policies and
procedures shall require members of an audit deweteam to notify the firm when
entering employment negotiations with the clienh @ceiving such notification, the
significance of the threat shall be evaluated afdguards applied when necessary to
eliminate the threat or reduce it to an acceptédlel. Examples of such safeguards
include:

. Removing the individual from the audit or revievan® or
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. A review of any significant judgements made by tmatividual while on the
team.

Audit or Review Clients that are Public Interestikes

290.139 Familiarity or intimidation threats are createdemha key audit partner joins the audit
or review client that is a public interest entity a

(a) A director or officer of the entity; or

(b) An employee in a position to exert significant irghce over the preparation of
the client’s accounting records or the financiatatments on which the firm will
express an opinion.

Independence would be deemed to be compromisedsirdabsequent to the partner
ceasing to be a key audit partner, the public @steentity had issued audited or
reviewed financial statements covering a periodaifless than twelve months and the
partner was not a member of the audit or reviewntedth respect to the audit or

review of those financial statements.

290.140 An intimidation threat is created when the induadl who was the firm’s Senior or
Managing Partner (Chief Executive or equivalenipgan audit or review client that is
a public interest entity as:

(@) An employee in a position to exert significamtuence over the preparation of
the entity’s accounting records or its financiatsments; or

(b) A director or officer of the entity.

Independence would be deemed to be compromisedutelve months have passed
since the individual was the Senior or Managingtri®ar (Chief Executive or
equivalent) of the firm.

290.141 Independence is deemed not to be compromisedsifaaresult of a business
combination, a former key audit partner or the widilial who was the firm’'s former
Senior or Managing Partner is in a position as rmilesd in paragraphs 290.139 and
290.140, and:

(a) The position was not taken in contemplation oflihsiness combination;

(b) Any benefits or payments due to the former parfr@m the firm have been
settled in full, unless made in accordance witkediypre-determined arrangements
and any amount owed to the partner is not materitle firm;

(c) The former partner does not continue to particigatappear to participate in the
firm’s business or professional activities; and

(d) The position held by the former partner with thediwor review client is
discussed with those charged with governance.
Temporary Staff Assignments

290.142 The lending of staff by a firm to an audit or mwi client may create a self-review
threat. Such assistance may be given, but onlg &hort period of time and the firm’s
personnel shall not be involved in:
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. Providing non-assurance services that would ngidyenitted under this section;
or

. Assuming management responsibilities.

In all circumstances, the audit or review clienalstbe responsible for directing and
supervising the activities of the loaned staff.

The significance of any threat shall be evaluated safeguards applied when
necessary to eliminate the threat or reduce intacceptable level. Examples of such
safeguards include:

. Conducting an additional review of the work perfediby the loaned staff;

. Not giving the loaned staff audit or review respbilisy for any function or
activity that the staff performed during the tenmgrgrstaff assignment; or

. Not including the loaned staff as a member of tinditaor review team.

Recent Service with an Audit or Review Client

290.143 Self-interest, self-review or familiarity threatsay be created if a member of the audit

or review team has recently served as a directbceg or employee of the audit or
review client. This would be the case when, fornepke, a member of the audit or
review team has to evaluate elements of the fiahstatements for which the member
of the audit or review team had prepared the adauginecords while with the client.

290.144 1f, during the period covered by the audit or esvireport, a member of the audit or

review team had served as a director or officathefaudit or review client, or was an
employee in a position to exert significant inflaerover the preparation of the client’s
accounting records or the financial statements drchvthe firm will express an
opinion, the threat created would be so signifidaat no safeguards could reduce the
threat to an acceptable level. Consequently, sadividuals shall not be assigned to
the audit or review team.

290.145 Self-interest, self-review or familiarity threatsay be created if, before the period

covered by the audit or review report, a membehefaudit or review team had served
as a director or officer of the audit or revieweal, or was an employee in a position to
exert significant influence over the preparationtlod client’s accounting records or
financial statements on which the firm will expr@ssopinion. For example, such threats
would be created if a decision made or work peréarby the individual in the prior
period, while employed by the client, is to be eaétd in the current period as part of the
current audit or review engagement. The existemcksggynificance of any threats will
depend on factors such as:

. The position the individual held with the client;
. The length of time since the individual left thesak; and
. The role of the individual on the audit or reviezaimn.

The significance of any threat shall be evaluatedl safeguards applied when necessary
to reduce the threat to an acceptable level. Amelaof such a safeguard is conducting
a review of the work performed by the individualaasnember of the audit or review
team.
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Serving as a Director or Officer of an Audit or Revew Client
290.146 [Amended by the NZAuASB. Refer to NZ296G]14

NZ290.146

If a partner or employee of the firm &sras a director or officer of an audit or review
client, or as a liquidator or receiver in respette property of the client, or in a
similar role, the self-review and self-interestetdils created would be so significant that
no safeguards could reduce the threats to an atiledevel. Accordingly, no partner
or employee shall serve as a director, officeryitigtor or receiver of an audit or
review client.

290.147 The position of Company Secretary has differerglications in different jurisdictions.

Duties may range from administrative duties, suslparsonnel management and the
maintenance of company records and registers, ttesdas diverse as ensuring that the
company complies with regulations or providing @&dvion corporate governance
matters. Generally, this position is seen to ingblose association with the entity.

290.148 If a partner or employee of the firm serves as gamy Secretary for an audit or review

client, self-review and advocacy threats are credateat would generally be so
significant that no safeguards could reduce theatisrto an acceptable level. Despite
paragraph 290.146, when this practice is spedficpermitted under local law,
professional rules or practice, and provided mamege makes all relevant decisions,
the duties and activities shall be limited to tho$a routine and administrative nature,
such as preparing minutes and maintaining statutetyrns. In those circumstances,
the significance of any threats shall be evaluad®d safeguards applied when
necessary to eliminate the threats or reduce tbean ticceptable level.

290.149 Performing routine administrative services to saipp. company secretarial function or

providing advice in relation to company secretaadministration matters does not
generally create threats to independence, as lsngliant management makes all
relevant decisions.

Long Association of Senior Personnel (Including Paner Rotation) with an Audit or
Review Client

General Provisions

290.150 Familiarity and self-interest threats are credigdising the same senior personnel on

an audit or review engagement over a long periodinoé. The significance of the
threats will depend on factors such as:

. How long the individual has been a member of tiditanr review team;
. The role of the individual on the audit or reviexain;

. The structure of the firm;

. The nature of the audit or review engagement;

. Whether the client’'s management team has changedd; a

. Whether the nature or complexity of the client's@mting and reporting issues
has changed.
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The significance of the threats shall be evaluaa@d safeguards applied when
necessary to eliminate the threats or reduce tloeantacceptable level. Examples of
such safeguards include:

. Rotating the senior personnel off the audit oreevieam;

. Having an additional assurance practitioner who ma&sa member of the audit or
review team review the work of the senior personoiel

. Regular independent internal or external qualityen@s of the engagement.

Audit or Review Clients that are Public Interestikes

290.151 In respect of an audit or review of a public ierentity, an individual shall not be a
key audit partner for more than seven yeakfter such time, the individual shall not
be a member of the engagement team or be a key zartiner for the client for two
years. During that period, the individual shall patticipate in the audit or review of
the entity, provide quality control for the engagemy consult with the engagement
team or the client regarding technical or indusipgcific issues, transactions or events
or otherwise directly influence the outcome of émgagement.

290.152 Despite paragraph 290.151, key audit partners &vhoatinuity is especially important
to the quality of the engagement may, in rare casesto unforeseen circumstances
outside the firm’s control, be permitted an addiibyear on the audit or review team
as long as the threat to independence can be alietnor reduced to an acceptable
level by applying safeguards. For example, a kaljtgnartner may remain on the audit
or review team for up to one additional year irtemstances where, due to unforeseen
events, a required rotation was not possible, ghintie the case due to serious illness
of the intended engagement partner.

290.153 The long association of other partners with anitamidreview client that is a public
interest entity creates familiarity and self-intréhreats. The significance of the threats
will depend on factors such as:

. How long any such partner has been associatedtataudit or review client;
. The role, if any, of the individual on the auditreview team; and

. The nature, frequency and extent of the individualteractions with the client’s
management or those charged with governance.

The significance of the threats shall be evaluaaed safeguards applied when
necessary to eliminate the threats or reduce tloeantacceptable level. Examples of
such safeguards include:

. Rotating the partner off the audit or review teanotherwise ending the partner’s
association with the audit or review client; or

. Regular independent internal or external qualityen@s of the engagement.

290.154 When an audit or review client becomes a publierest entity, the length of time the
individual has served the audit or review clientadsey audit partner before the client

4 In certain situations a shorter rotation period rhayequired in regulations (for example, NZX arat@rate
Governance in New Zealand Principles and GuideliAgdandbook for Directors, Executives and Advigers
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becomes a public interest entity shall be takem aticount in determining the timing of
the rotation. If the individual has served the aodireview client as a key audit partner
for five years or less when the client becomes lalipunterest entity, the number of
years the individual may continue to serve thentlie that capacity before rotating off
the engagement is seven years less the numbears geady served. If the individual
has served the audit or review client as a keytaquatiner for six or more years when
the client becomes a public interest entity, thene® may continue to serve in that
capacity for a maximum of two additional years befmtating off the engagement.

290.155When a firm has only a few people with the neagskaowledge and experience to
serve as a key audit partner on the audit or reeesvpublic interest entity, rotation of
key audit partners may not be an available safegufaan independent regulator in the
relevant jurisdiction has provided an exemptionnfrgartner rotation in such
circumstances, an individual may remain a key gpalitner for more than seven years,
in accordance with such regulation, provided thHz# tndependent regulator has
specified alternative safeguards which are applmeh as a regular independent
external review.

Provision of Non-assurance Services to Audit or Resw Clients

290.156 Firms have traditionally provided to their audit eeview clients a range of non-
assurance services that are consistent with theis snd expertise. Providing non-
assurance services may, however, create thredtseetindependence of the firm or
members of the audit or review team. The threagated are most often self-review,
self-interest and advocacy threats.

290.157 New developments in business, the evolution oérfmial markets and changes in
information technology make it impossible to draw an all-inclusive list of non-
assurance services that might be provided to ait audeview client. When specific
guidance on a particular non-assurance serviceotisintluded in this section, the
conceptual framework shall be applied when evatgdatie particular circumstances.

290.158 Before the firm accepts an engagement to provideraassurance service to an audit
or review client, a determination shall be madécawhether providing such a service
would create a threat to independence. In evalgdtie significance of any threat
created by a particular non-assurance servicejaenasion shall be given to any threat
that the audit or review team has reason to belgeeeated by providing other related
non-assurance services. If a threat is createdctdratot be reduced to an acceptable
level by the application of safeguards, the nonsasxe service shall not be provided.

290.159 [Deleted by the IESBA].

290.160 A firm may provide non-assurance services thatlevatherwise be restricted under
this section to the following related entities lo¢ taudit or review client:

(&) An entity, which is not an audit or review clietitat has direct or indirect control
over the audit or review client;

(b) An entity, which is not an audit or review cliemtith a direct financial interest in
the client if that entity has significant influenoeer the client and the interest in
the client is material to such entity; or
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(c) An entity, which is not an audit or review clietitat is under common control
with the audit or review client.

If it is reasonable to conclude that (a) the s&wido not create a self-review threat
because the results of the services will not bgestibo audit or review procedures and
(b) any threats that are created by the provisibsuch services are eliminated or
reduced to an acceptable level by the applicati@af@guards.

290.161 A non-assurance service provided to an audit\aeweclient does not compromise the
firm’s independence when the client becomes a puttierest entity if:

(a) The previous non-assurance service complies wehptiavisions of this section
that relate to audit or review clients that aremdblic interest entities;

(b) Services that are not permitted under this sedtboraudit or review clients that
are public interest entities are terminated beforas soon as practicable after the
client becomes a public interest entity; and

(c) The firm applies safeguards when necessary to redit@i or reduce to an
acceptable level any threats to independence grigam the service.

Management Responsibilities

290.162 Management of an entity performs many activitiesnanaging the entity in the best
interests of stakeholders of the entity. It is pos$sible to specify every activity that is a
management responsibility. However, managemenbrespilities involve leading and
directing an entity, including making significanéasions regarding the acquisition,
deployment and control of human, financial, phylsicad intangible resources.

290.163 Whether an activity is a management responsibilégends on the circumstances and

requires the exercise of judgement. Examples akies that would generally be
considered a management responsibility include:

. Setting policies and strategic direction;

. Directing and taking responsibility for the actiafghe entity’s employees;

. Authorising transactions;

. Deciding which recommendations of the firm or ottierd parties to implement;

. Taking responsibility for the preparation and fpnesentation of the financial
statements in accordance with the applicable filhneporting framework; and

. Taking responsibility for designing, implementingida maintaining internal
control.

290.164 Activities that are routine and administrative,ilmvolve matters that are insignificant,
generally are deemed not to be a management raspionsd-or example, executing an
insignificant transaction that has been authorisgdnanagement or monitoring the
dates for filing statutory returns and advisingaamit or review client of those dates is
deemed not to be a management responsibility. €wyrtproviding advice and
recommendations to assist management in dischargingesponsibilities is not
assuming a management responsibility.
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290.165If a firm were to assume a management resportgilidi an audit or review client, the
threats created would be so significant that negadrds could reduce the threats to an
acceptable level. For example, deciding which revemdations of the firm to
implement will create self-review and self-interg$ireats. Further, assuming a
management responsibility creates a familiarityediirbecause the firm becomes too
closely aligned with the views and interests of agament. Therefore, the firm shall
not assume a management responsibility for an audéview client.

290.166 To avoid the risk of assuming a management redpititys when providing non-
assurance services to an audit or review clieptfitm shall be satisfied that a member
of management is responsible for making the siganfi judgements and decisions that
are the proper responsibility of management, evialgahe results of the service and
accepting responsibility for the actions to be taleising from the results of the
service. This reduces the risk of the firm inadwetty making any significant
judgements or decisions on behalf of managemermt.risk is further reduced when the
firm gives the client the opportunity to make judgmts and decisions based on an
objective and transparent analysis and presentatitre issues.

Preparing Accounting Records and Financial Stateisien

General Provisions

290.167 Management, with the oversight of those chargdti governance, is responsible for
the preparation and fair presentation of the fingngtatements in accordance with the
applicable financial reporting framework. Thesgpe@nsibilities include:

. Originating or changing journal entries, or detenimg the account classifications
of transactions; and

. Preparing or changing source documents or origigatata, in electronic or other
form, evidencing the occurrence of a transactian éxample, purchase orders,
payroll time records, and customer orders).

290.168 Providing an audit or review client with accougtiand bookkeeping services, such as
preparing accounting records or financial states)esreates a self-review threat when
the firm subsequently audits or reviews the finahsiatements.

290.169 The audit or review process, however, necessitdiabbgue between the firm,
management and those charged with governance ddtitié or review client, which
may involve:

. The application of accounting standards or policéesl financial statement
disclosure requirements;

. The appropriateness of financial and accountingroband the methods used in
determining the stated amounts of assets anditiabjlor

. Proposing adjusting journal entries.

These activities are considered to be a normalgddhte audit or review process and do
not, generally, create threats to independence.

290.170 Similarly, the client may request technical assise from the firm on matters such as
resolving account reconciliation problems or analysand accumulating information
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for regulatory reporting. In addition, the clientayn request technical advice on
accounting issues such as the conversion of egidtirancial statements from one
financial reporting framework to another (for exdejpto comply with group
accounting policies or to transition to a differéinncial reporting framework such as
New Zealand equivalents to International FinandReporting Standards). Such
services do not, generally, create threats to iedéence provided the firm does not
assume a management responsibility for the client.

Audit or ReviewClients that are Not Public Interest Entities

290.171 The firm may provide services related to the prafi@an of accounting records and
financial statements to an audit or review clidmatttis not a public interest entity where
the services are of a routine or mechanical nagodpong as any self-review threat
created is reduced to an acceptable level. Exanoplgsch services include:

. Providing payroll services based on client-origatatiata;

. Recording transactions for which the client hasedeined or approved the
appropriate account classification;

. Posting transactions coded by the client to theegdedger;
. Posting client-approved entries to the trial ba¢arand
. Preparing financial statements based on informatidhe trial balance.

In all cases, the significance of any threat cibatieall be evaluated and safeguards
applied when necessary to eliminate the threateduce it to an acceptable level.
Examples of such safeguards include:

. Arranging for such services to be performed by @adividual who is not a
member of the audit or review team; or

. If such services are performed by a member of titit @r review team, using a
partner or senior staff member with appropriateegtipe who is not a member of
the audit or review team to review the work perfedn

Audit or ReviewClients that are Public Interest Entities

290.172 Except in emergency situations, a firm shall notvgle to an audit or review client that
is a public interest entity accounting and bookkegpservices, including payroll
services, or prepare financial statements on wthehfirm will express an opinion or
financial information which forms the basis of fiteancial statements.

290.173 Despite paragraph 290.172, a firm may provide @cting and bookkeeping services,
including payroll services and the preparationioéificial statements or other financial
information, of a routine or mechanical nature @visions or related entities of an
audit or review client that is a public interestignif the personnel providing the
services are not members of the audit or reviem taad:

(8) The divisions or related entities for which thevesr is provided are collectively
immaterial to the financial statements on whichfiha will express an opinion;
or
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(b) The services relate to matters that are collegtivelmaterial to the financial
statements of the division or related entity.
Emergency Situations

290.174 Accounting and bookkeeping services, which woulteovise not be permitted under
this section, may be provided to audit or revieigndk in emergency or other unusual
situations when it is impractical for the audit oeview client to make other
arrangements. This may be the case when (a) oelyfitm has the resources and
necessary knowledge of the client's systems andepires to assist the client in the
timely preparation of its accounting records andafficial statements, and (b) a
restriction on the firm’s ability to provide thersees would result in significant
difficulties for the client (for example, as migtgsult from a failure to meet regulatory
reporting requirements). In such situations, thiewang conditions shall be met:

(&) Those who provide the services are not membeltsecdtidit or review team;

(b) The services are provided for only a short peribtinoe and are not expected to
recur; and

(c) The situation is discussed with those charged gotrernance.

Valuation Services
General Provisions

290.175 A valuation comprises the making of assumptionth wegard to future developments,
the application of appropriate methodologies amthrigues, and the combination of
both to compute a certain value, or range of valtmsan asset, a liability or for a
business as a whole.

290.176 Performing valuation services for an audit or egwiclient may create a self-review
threat. The existence and significance of any thedadepend on factors such as:

. Whether the valuation will have a material effecttbe financial statements.

. The extent of the client’s involvement in determmiand approving the valuation
methodology and other significant matters of judgem

. The availability of established methodologies amafgssional guidelines.

. For valuations involving standard or establishedhm@ologies, the degree of
subjectivity inherent in the item.

. The reliability and extent of the underlying data.

. The degree of dependence on future events of arendghat could create
significant volatility inherent in the amounts irved.

. The extent and clarity of the disclosures in tinaficial statements.

The significance of any threat created shall bduawed and safeguards applied when
necessary to eliminate the threat or reduce intacceptable level. Examples of such
safeguards include:
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. Having an assurance practitioner who was not ireein providing the valuation
service review the audit or review or valuation kvperformed; or

. Making arrangements so that personnel providingp secvices do not participate
in the audit or review engagement.

290.177 Certain valuations do not involve a significangee of subjectivity. This is likely the
case where the underlying assumptions are eitliableshed by law or regulation, or
are widely accepted and when the techniques andoaletbgies to be used are based
on generally accepted standards or prescribed lky da regulation. In such
circumstances, the results of a valuation perforfagdwo or more parties are not
likely to be materially different.

290.178 If a firm is requested to perform a valuation &siat an audit or review client with its
tax reporting obligations or for tax planning puspe and the results of the valuation
will not have a direct effect on the financial staents, the provisions included in
paragraph 290.191 apply.

Audit or ReviewClients that are Not Public Interest Entities

290.1791In the case of an audit or review client that & a public interest entity, if the
valuation service has a material effect on theniomal statements on which the firm
will express an opinion and the valuation involaesignificant degree of subjectivity,
no safeguards could reduce the self-review theantacceptable level. Accordingly a
firm shall not provide such a valuation servicatoaudit or review client.

Audit or ReviewClients that are Public Interest Entities

290.180 A firm shall not provide valuation servitesan audit or review client that is a public
interest entity if the valuations would have a mateeffect, separately or in the
aggregate, on the financial statements on whiclfittimewill express an opinion.

Taxation Services

290.181 Taxation services comprise a broad range of sesyvineluding:

. Tax return preparation;

. Tax calculations for the purpose of preparing theoanting entries;
. Tax planning and other tax advisory services; and

. Assistance in the resolution of tax disputes.

While taxation services provided by a firm to ardidwr review client are addressed
separately under each of these broad headings;autige, these activities are often
interrelated.

290.182 Performing certain tax services creates self-revaed advocacy threats. The existence
and significance of any threats will depend ondegsuch as:

. The system by which the tax authorities assessadndnister the tax in question
and the role of the firm in that process;
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. The complexity of the relevant tax regime and tbgrde of judgement necessary
in applying it;

. The particular characteristics of the engagement; a

. The level of tax expertise of the client’'s emplogee

Tax Return Preparation

290.183 Tax return preparation services involve assistitignts with their tax reporting
obligations by drafting and completing information¢luding the amount of tax due
(usually on standardised forms) required to be gitbdh to the applicable tax
authorities. Such services also include advisingthen tax return treatment of past
transactions and responding on behalf of the aaoditreview client to the tax
authorities’ requests for additional informationdaanalysis (including providing
explanations of and technical support for the apgmobeing taken). Tax return
preparation services are generally based on histoinformation and principally
involve analysis and presentation of such histbridarmation under existing tax law,
including precedents and established practice.hEBurthe tax returns are subject to
whatever review or approval process the tax authdeems appropriate. Accordingly,
providing such services does not generally creat¢hreat to independence if
management takes responsibility for the returnfuding any significant judgements
made.

Tax Calculations for the Purpose of Preparing Aotiog Entries

Audit or Review Clients that are Not Public IntérEatities

290.184 Preparing calculations of current and deferredligbilities (or assets) for an audit or
review client for the purpose of preparing accaumtntries that will be subsequently
audited or reviewed by the firm creates a selfeevihreat. The significance of the
threat will depend on:

(@8 The complexity of the relevant tax law and tagan and the degree of
judgement necessary in applying them;

(b) The level of tax expertise of the client’'s memsel; and
(c) The materiality of the amounts to the finansi@tements.

Safeguards shall be applied when necessary torgimithe threat or reduce it to an
acceptable level. Examples of such safeguardsdeclu

. Using individuals who are not members of the aoditeview team to perform
the service;

. If the service is performed by a member of the taodireview team, using a
partner or senior staff member with appropriateegtipe who is not a member of
the audit or review team to review the tax calcatad; or

. Obtaining advice on the service from an externaptafessional.
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Audit or Review Clients that are Public Interestiftes

290.185 Except in emergency situations, in the case ofualit @r review client that is a public
interest entity, a firm shall not prepare tax chdtons of current and deferred tax
liabilities (or assets) for the purpose of prepguaecounting entries that are material to
the financial statements on which the firm will exgs an opinion.

290.186 The preparation of calculations of current and detetax liabilities (or assets) for an
audit or review client for the purpose of the pragian of accounting entries, which
would otherwise not be permitted under this sectimay be provided to audit or
review clients in emergency or other unusual sibuat when it is impractical for the
audit or review client to make other arrangemenitss may be the case when (a) only
the firm has the resources and necessary knowleidipe client’s business to assist the
client in the timely preparation of its calculatsoaf current and deferred tax liabilities
(or assets), and (b) a restriction on the firm'ditgddo provide the services would result
in significant difficulties for the client (for exaple, as might result from a failure to
meet regulatory reporting requirements). In sud¢hasions, the following conditions
shall be met:

(@)
(b)

()

Those who provide the services are not mentfdate audit or review team;

The services are provided for only a shortquenf time and are not expected to
recur; and

The situation is discussed with those chargehl governance.

Tax Planning and Other Tax Advisory Services

290.187 Tax planning or other tax advisory services congasroad range of services, such as
advising the client how to structure its affairsainax efficient manner or advising on
the application of a new tax law or regulation.

290.188 A self-review threat may be created where the adwiitl affect matters to be reflected
in the financial statements. The existence andfgignce of any threat will depend on
factors such as:

The degree of subjectivity involved in determinithg appropriate treatment for
the tax advice in the financial statements;

The extent to which the outcome of the tax advidehave a material effect on
the financial statements;

Whether the effectiveness of the tax advice dependdhe accounting treatment

or presentation in the financial statements andethis doubt as to the
appropriateness of the accounting treatment oreptason under the relevant
financial reporting framework;

The level of tax expertise of the client’'s emplogiee

The extent to which the advice is supported by lex or regulation, other
precedent or established practice; and

Whether the tax treatment is supported by a prinalieg or has otherwise been

cleared by the tax authority before the preparadfathe financial statements.
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For example, providing tax planning and other tdxisory services where the advice is
clearly supported by tax authority or other precedby established practice or has a
basis in tax law that is likely to prevail does ngénerally create a threat to
independence.

290.189The significance of any threat shall be evaluated safeguards applied when
necessary to eliminate the threat or reduce intaceptable level. Examples of such
safeguards include:

. Using individuals who are not members of the aoditeview team to perform
the service;

. Having a tax professional, who was not involvedpnoviding the tax service,
advise the audit or review team on the serviceraniggw the financial statement
treatment;

. Obtaining advice on the service from an externmapt@fessional; or
. Obtaining pre-clearance or advice from the tax awiiles.

290.190 Where the effectiveness of the tax advice depends particular accounting treatment
or presentation in the financial statements and:

(@) The audit or review team has reasonable doubt #iset@ppropriateness of the
related accounting treatment or presentation utigerelevant financial reporting
framework; and

(b) The outcome or consequences of the tax advicehaile a material effect on the
financial statements on which the firm will expressopinion;

the self-review threat would be so significant thatsafeguards could reduce the threat
to an acceptable level. Accordingly, a firm shalt provide such tax advice to an audit
or review client.

290.191In providing tax services to an audit or reviewenli a firm may be requested to
perform a valuation to assist the client with & treporting obligations or for tax
planning purposes. Where the result of the valnatwdl have a direct effect on the
financial statements, the provisions included irageaphs 290.175 to 290.180 relating
to valuation services are applicable. Where theatan is performed for tax purposes
only and the result of the valuation will not hasedirect effect on the financial
statements (that is, the financial statements aheaifected through accounting entries
related to tax), this would not generally createdls to independence if such effect on
the financial statements is immaterial or if théuadion is subject to external review by
a tax authority or similar regulatory authority tlfe valuation is not subject to such an
external review and the effect is material to timarcial statements, the existence and
significance of any threat created will depend ufamtors such as:

. The extent to which the valuation methodology ipparted by tax law or
regulation, other precedent or established praetickthe degree of subjectivity
inherent in the valuation.

. The reliability and extent of the underlying data.
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The significance of any threat created shall b&luated and safeguards applied when
necessary to eliminate the threat or reduce int@aaeptable level. Examples of such
safeguards include:

. Using individuals who are not members of the aoditeview team to perform
the service;

. Having an additional assurance practitioner revike audit or review work or
the result of the tax service; or

. Obtaining pre-clearance or advice from the tax awiiles.

Assistance in the Resolution of Tax Disputes

290.192 An advocacy or self-review threat may be createdmtine firm represents an audit or
review client in the resolution of a tax disputeenhe tax authorities have notified the
client that they have rejected the client’s argutsi@m a particular issue and either the
tax authority or the client is referring the mattier determination in a formal
proceeding, for example before a tribunal or coline existence and significance of
any threat will depend on factors such as:

. Whether the firm has provided the advice whicthesgubject of the tax dispute;

. The extent to which the outcome of the dispute halVe a material effect on the
financial statements on which the firm will expressopinion;

. The extent to which the matter is supported by leax or regulation, other
precedent, or established practice;

. Whether the proceedings are conducted in publid; an
. The role management plays in the resolution offtepute.

The significance of any threat created shall bduated and safeguards applied when
necessary to eliminate the threat or reduce intacceptable level. Examples of such
safeguards include:

. Using individuals who are not members of the aoditeview team to perform
the service;

. Having a tax professional, who was not involvegroviding the tax service, advise
the audit or review team on the services and rethevfinancial statement treatment;
or

. Obtaining advice on the service from an externapt@fessional.

290.193 Where the taxation services involve acting as aoeate for an audit or review client
before a public tribunal or court in the resolutioha tax matter and the amounts
involved are material to the financial statememswhich the firm will express an
opinion, the advocacy threat created would be gnifgtant that no safeguards could
eliminate or reduce the threat to an acceptablel.lébherefore, the firm shall not
perform this type of service for an audit or revielent. A “public tribunal or court”
includes the Taxation Review Authority.

290.194 The firm is not, however, precluded from having @tmuing advisory role (for
example, responding to specific requests for in&drom, providing factual accounts or
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testimony about the work performed or assistingdient in analysing the tax issues)
for the audit or review client in relation to thetter that is being heard before a public
tribunal or court.

Internal Audit Services
General Provisions

290.195The scope and objectives of internal audit acésitrary widely and depend on the size
and structure of the entity and the requirements@fagement and those charged with
governance. Internal audit activities may include:

. Monitoring of internal control — reviewing contrplsonitoring their operation
and recommending improvements thereto;

. Examination of financial and operating informatierreviewing the means used
to identify, measure, classify and report finan@at operating information, and
specific enquiry into individual items including tdéed testing of transactions,
balances and procedures;

. Review of the economy, efficiency and effectivenedsoperating activities
including non-financial activities of an entity;dn

. Review of compliance with laws, regulations andeotéxternal requirements, and
with management policies and directives and othirmal requirements.

290.196 Internal audit services involve assisting the aoditeview client in the performance of
its internal audit activities. The provision ofénhal audit services to an audit or review
client creates a self-review threat to independehtiee firm uses the internal audit
work in the course of a subsequent external audiewew. Performing a significant
part of the client’s internal audit activities ieases the possibility that firm personnel
providing internal audit services will assume a agement responsibility. If the firm’s
personnel assume a management responsibility wieadpg internal audit services
to an audit or review client, the threat createdidde so significant that no safeguards
could reduce the threat to an acceptable levelolagly, a firm’s personnel shall not
assume a management responsibility when providitegnal audit services to an audit
or review client.

290.197 Examples of internal audit services that involveuasing management responsibilities
include:

(a) Setting internal audit policies or the strategdjrection of internal audit activities;

(b) Directing and taking responsibility for the iacis of the entity’s internal audit
employees;

(c) Deciding which recommendations resulting frorternal audit activities shall be
implemented;

(d) Reporting the results of the internal auditivaiiés to those charged with
governance on behalf of management;

(e) Performing procedures that form part of thenmal control, such as reviewing
and approving changes to employee data acceskepasi
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(H Taking responsibility for designing, implemamgi and maintaining internal
control; and

(g) Performing outsourced internal audit servicemnprising all or a substantial
portion of the internal audit function, where thamf is responsible for
determining the scope of the internal audit worldl amy have responsibility for
one or more of the matters noted in (a)—(f).

290.198To avoid assuming a management responsibility fithe shall only provide internal

audit services to an audit or review client ifsitsiatisfied that:

(@) The client designates an appropriate and canpeesource, preferably within
senior management, to be responsible at all timesfernal audit activities and
to acknowledge responsibility for designing, impérting, and maintaining
internal control,

(b) The client's management or those charged withegnance review, assess and
approve the scope, risk and frequency of the iateandit services;

(c) The client's management evaluates the adeqofttye internal audit services and
the findings resulting from their performance;

(d) The client's management evaluates and detesmimkich recommendations
resulting from internal audit services to implemeanhd manages the
implementation process; and

(e) The client's management reports to those cldangtih governance the significant
findings and recommendations resulting from therimal audit services.

290.199When a firm uses the work of an internal audit fiorg ISA (NZ) 610 (Revised 2013)

requires the performance of procedures to evathat@dequacy of that work. When a
firm accepts an engagement to provide internaltaselivices to an audit or review
client, and the results of those services will beduin conducting the external audit or
review, a self-review threat is created becaugbepossibility that the audit or review
team will use the results of the internal auditve®r without appropriately evaluating
those results or exercising the same level of geif@al scepticism as would be
exercised when the internal audit work is performsd individuals who are not
members of the firm. The significance of the thre#itdepend on factors such as:

. The materiality of the related financial statemamiounts;

. The risk of misstatement of the assertions relatethose financial statement
amounts; and

. The degree of reliance that will be placed on tiernal audit service.

The significance of the threat shall be evaluatedl safeguards applied when necessary
to eliminate the threat or reduce it to an accdptddvel. An example of such a
safeguard is using professionals who are not mesntlethe audit or review team to
perform the internal audit service.

5

ISA (NZ) 610 (Revised 2013), “Using the Work ofémal Auditors.”
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Audit or Review Clients that are Public Interestiftes

290.2001n the case of an audit or review client that igublic interest entity, a firm shall not
provide internal audit services that relate to:

(@)
(b)

(©)

A significant part of the internal controls ovemdncial reporting;

Financial accounting systems that generate infaomdhat is, separately or in the
aggregate, significant to the client’s accountiegards or financial statements on
which the firm will express an opinion; or

Amounts or disclosures that are, separately ohéndggregate, material to the
financial statements on which the firm will expressopinion.

IT Systems Services

General Provisions

290.201 Services related to information technology (“IT"ysgems include the design or
implementation of hardware or software systems. §ystems may aggregate source
data, form part of the internal control over finethceporting or generate information
that affects the accounting records or financiakeshents, or the systems may be
unrelated to the audit or review client's accougtrecords, the internal control over
financial reporting or financial statements. Prawidsystems services may create a
self-review threat depending on the nature of theises and the IT systems.

290.202The following IT systems services are deemed naté¢ate a threat to independence as
long as the firm’s personnel do not assume a maneawgeresponsibility:

(@)
(b)

(©)

(d)

Design or implementation of IT systems that areelated to internal control over
financial reporting;

Design or implementation of IT systems that dogesterate information forming
a significant part of the accounting records oafficial statements;

Implementation of “off-the-shelf” accounting or &incial information reporting
software that was not developed by the firm if thetomisation required to meet
the client’s needs is not significant; and

Evaluating and making recommendations with respeca system designed,
implemented or operated by another service praogtior the client.

Audit or Review Clients that are Not Public IntdrEatities

290.203 Providing services to an audit or review clientttig not a public interest entity
involving the design or implementation of IT systethat (a) form a significant part of
the internal control over financial reporting or) (generate information that is
significant to the client's accounting records imahcial statements on which the firm
will express an opinion creates a self-review threa

290.204 The self-review threat is too significant to perriich services unless appropriate
safeguards are put in place ensuring that:

(@)

The client acknowledges its responsibility for efthing and monitoring a
system of internal controls;
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(b) The client assigns the responsibility to make a#inagement decisions with
respect to the design and implementation of thdvixaire or software system to a
competent employee, preferably within senior manmeege;

(c) The client makes all management decisions with edspo the design and
implementation process;

(d) The client evaluates the adequacy and resultseofiélsign and implementation of
the system; and

(e) The client is responsible for operating the sys{pardware or software) and for
the data it uses or generates.

290.205 Depending on the degree of reliance that will lEc@d on the particular IT systems as
part of the audit or review, a determination shallmade as to whether to provide such
non-assurance services only with personnel whoatrenembers of the audit or review
team and who have different reporting lines witthie firm. The significance of any
remaining threat shall be evaluated and safegusppised when necessary to eliminate
the threat or reduce it to an acceptable leveleRrample of such a safeguard is having
an additional assurance practitioner review thatareview or non-assurance work.

Audit or ReviewClients that are Public Interest Entities

290.206 In the case of an audit or review client that igublic interest entity, a firm shall not
provide services involving the design or implemgataof IT systems that (a) form a
significant part of the internal control over firdal reporting or (b) generate
information that is significant to the client’s acmting records or financial statements
on which the firm will express an opinion.

Litigation Support Services

290.207 Litigation support services may include activitasch as acting as an expert witness,
calculating estimated damages or other amounts rthight become receivable or
payable as the result of litigation or other led&lpute, and assistance with document
management and retrieval. These services may aesk-review or advocacy threat.

290.208 If the firm provides a litigation support service &n audit or review client and the
service involves estimating damages or other ansodhat affect the financial
statements on which the firm will express an omnite valuation service provisions
included in paragraphs 290.175 to 290.180 shalfolewed. In the case of other
litigation support services, the significance oy déinreat created shall be evaluated and
safeguards applied when necessary to eliminatéhteat or reduce it to an acceptable
level.

Legal Services

290.209 For the purpose of this section, legal servicedafmed as any services for which the
person providing the services must either be adahitb practice law before the courts
of the jurisdiction in which such services are togrovided or have the required legal
training to practice law. Such legal services mmjude, depending on the jurisdiction,
a wide and diversified range of areas includinghbmmrporate and commercial services
to clients, such as contract support, litigatioergers and acquisition legal advice and
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support and assistance to clients’ internal legpladtments. Providing legal services to
an entity that is an audit or review client mayateeboth self-review and advocacy
threats.

290.210Legal services that support an audit or reviewntli@ executing a transaction (for
example, contract support, legal advice, legal diigence and restructuring) may
create self-review threats. The existence and fsignice of any threat will depend on
factors such as:

. The nature of the service;
. Whether the service is provided by a member oftldit or review team; and
. The materiality of any matter in relation to theent’s financial statements.

The significance of any threat created shall bduawed and safeguards applied when
necessary to eliminate the threat or reduce intacceptable level. Examples of such
safeguards include:

. Using professionals who are not members of thet aundieview team to perform
the service; or

. Having a professional who was not involved in pdivg the legal services
provide advice to the audit or review team on #rwise and review any financial
statement treatment.

290.211 Acting in an advocacy role for an audit or revieliermt in resolving a dispute or
litigation when the amounts involved are matermeathe financial statements on which
the firm will express an opinion would create achoc and self-review threats so
significant that no safeguards could reduce theathto an acceptable level. Therefore,
the firm shall not perform this type of service for audit or review client.

290.212When a firm is asked to act in an advocacy role doraudit or review client in
resolving a dispute or litigation when the amouimglved are not material to the
financial statements on which the firm will expressopinion, the firm shall evaluate
the significance of any advocacy and self-revievedls created and apply safeguards
when necessary to eliminate the threat or redutean acceptable level. Examples of
such safeguards include:

. Using professionals who are not members of thet aundieview team to perform
the service; or

. Having a professional who was not involved in pdovg the legal services advise
the audit or review team on the service and revaw financial statement
treatment.

290.213 The appointment of a partner or an employee ofitheas General Counsel for legal
affairs of an audit or review client would creatdfseview and advocacy threats that
are so significant that no safeguards could rethue¢hreats to an acceptable level. The
position of General Counsel is generally a senianagement position with broad
responsibility for the legal affairs of a compaiayd consequently, no member of the
firm shall accept such an appointment for an aoidieview client.
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Recruiting Services
General Provisions

290.214 Providing recruiting services to an audit or revielient may create self-interest,
familiarity or intimidation threats. The existenead significance of any threat will
depend on factors such as:

. The nature of the requested assistance; and
. The role of the person to be recruited.

The significance of any threat created shall bduated and safeguards applied when
necessary to eliminate the threat or reduce ihtaceptable level. In all cases, the firm
shall not assume management responsibilities, dnafuacting as a negotiator on the
client’s behalf, and the hiring decision shall &# to the client.

The firm may generally provide such services asiewewmg the professional
qualifications of a number of applicants and prowgydadvice on their suitability for the
post. In addition, the firm may interview candidatand advise on a candidate’s
competence for financial accounting, administrativeontrol positions.

Audit or Review Clients that are Public Interestifis

290.215A firm shall not provide the following recruitingessices to an audit or review client
that is a public interest entity with respect tdiector or officer of the entity or senior
management in a position to exert significant iefice over the preparation of the
client’s accounting records or the financial stagate on which the firm will express an
opinion:

. Searching for or seeking out candidates for suditipas; and
. Undertaking reference checks of prospective canesd@ar such positions.

Corporate Finance Services
290.216 Providing corporate finance services such as:
. Assisting an audit or review client in developirggmorate strategies;
. Identifying possible targets for the audit or revidient to acquire;
. Advising on disposal transactions;
. Assisting finance raising transactions; and
. Providing structuring advice,

may create advocacy and self-review threats. Toeifeiance of any threat shall be
evaluated and safeguards applied when necessatliyrioate the threat or reduce it to
an acceptable level. Examples of such safeguactisdie:

. Using professionals who are not members of thetawdieview team to provide
the services; or

. Having a professional who was not involved in pdavg the corporate finance
service advise the audit or review team on theiserand review the accounting
treatment and any financial statement treatment.
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290.217 Providing a corporate finance service, for examgilvice on the structuring of a
corporate finance transaction or on financing ayeanments that will directly affect
amounts that will be reported in the financial sta¢nts on which the firm will provide
an opinion may create a self-review threat. Thsterce and significance of any threat
will depend on factors such as:

The degree of subjectivity involved in determinithg appropriate treatment for
the outcome or consequences of the corporate fnadeice in the financial
statements;

The extent to which the outcome of the corporatarfce advice will directly
affect amounts recorded in the financial statemant the extent to which the
amounts are material to the financial statememtd; a

Whether the effectiveness of the corporate finathece depends on a particular
accounting treatment or presentation in the fir@lrgtatements and there is doubt
as to the appropriateness of the related accoutreéagment or presentation under
the relevant financial reporting framework.

The significance of any threat shall be evaluated safeguards applied when
necessary to eliminate the threat or reduce intaceptable level. Examples of such
safeguards include:

Using professionals who are not members of thet aundieview team to perform
the service; or

Having a professional who was not involved in pdowg the corporate finance
service to the client advise the audit or revieanteon the service and review the
accounting treatment and any financial statemeattnent.

290.218 Where the effectiveness of corporate finance addepends on a particular accounting
treatment or presentation in the financial stateamand:

(@)

(b)

The audit or review team has reasonable doubt #iset@ppropriateness of the
related accounting treatment or presentation utigerelevant financial reporting
framework; and

The outcome or consequences of the corporate #nadwice will have a material
effect on the financial statements on which then fivill express an opinion;

The self-review threat would be so significant that safeguards could reduce the
threat to an acceptable level, in which case thparate finance advice shall not be
provided.

290.219 Providing corporate finance services involving patimg, dealing in, or underwriting
an audit or review client’s shares would creat@advocacy or self-review threat that is
so significant that no safeguards could reduce ttireat to an acceptable level.
Accordingly, a firm shall not provide such servitesn audit or review client.

Fees

Fees—Relative Size

290.220 When the total fees from an audit or review climyresent a large proportion of the
total fees of the firm expressing the audit or egwiopinion, the dependence on that
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client and concern about losing the client createelf-interest or intimidation threat.
The significance of the threat will depend on fasteuch as:

. The operating structure of the firm;
. Whether the firm is well established or new; and
. The significance of the client qualitatively andéprantitatively to the firm.

The significance of the threat shall be evaluatedl safeguards applied when necessary
to eliminate the threat or reduce it to an accdptivel. Examples of such safeguards
include:

. Reducing the dependency on the client;
. External quality control reviews; or

. Consulting a third party, such as a professionglilegory body or an additional
assurance practitioner, on key audit judgements.

NZ290.220.1 When appropriate safeguards are nalablea or cannot be applied to eliminate the
threats or reduce them to an acceptable levekhsherance practitioner shall decline or
withdraw from the engagement.

290.221 A self-interest or intimidation threat is also dexhwhen the fees generated from an
audit or review client represent a large proportadrthe revenue from an individual
partner’s clients or a large proportion of the rewe of an individual office of the firm.
The significance of the threat will depend uportdeg such as:

. The significance of the client qualitatively andfprantitatively to the partner or
office; and

The extent to which the remuneration of the partaethe partners in the office,
is dependent upon the fees generated from thet.clien

The significance of the threat shall be evaluated aafeguards applied when
necessary to eliminate the threat or reduce intacceptable level. Examples of such
safeguards include:

. Reducing the dependency on the audit or reviemtlie

. Having an additional assurance practitioner revie&/work or otherwise advise
as necessary; or

. Regular independent internal or external qualityees of the engagement.

Audit or Review Clients that are Public Interestiftes

290.222 Where an audit or review client is a public intérestity and, for two consecutive
years, the total fees from the client and its eslagntities (subject to the considerations
in paragraph 290.27) represent more than 15% otfdta fees received by the firm
expressing the opinion on the financial statemehtke client, the firm shall disclose
to those charged with governance of the audit wieve client the fact that the total of
such fees represents more than 15% of the totalreseived by the firm, and discuss
which of the safeguards below it will apply to reduthe threat to an acceptable level,
and apply the selected safeguard:
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. Prior to the issuance of the audit or review opinim the second year’s financial
statements, another assurance practitioner, whooisa member of the firm
expressing the opinion on the financial statemep&sforms an engagement
guality control review of that engagement or a essfonal regulatory body
performs a review of that engagement that is edgitdo an engagement quality
control review (“a pre-issuance review”); or

. After the audit or review opinion on the secondrigzfinancial statements has
been issued, and before the issuance of the audiveew opinion on the third
year's financial statements, another assurancdiwaer, who is not a member
of the firm expressing the opinion on the finangttements, or a professional
regulatory body performs a review of the second’geaudit or review that is
equivalent to an engagement quality control ref@a\post-issuance review”).

When the total fees significantly exceed 15%, tinen fshall determine whether the
significance of the threat is such that a postasse review would not reduce the threat
to an acceptable level and, therefore, a pre-isguarview is required. In such
circumstances a pre-issuance review shall be peedr

Thereafter, when the fees continue to exceed 158k gaar, the disclosure to and
discussion with those charged with governance sbatur and one of the above
safeguards shall be applied. If the fees signitigaexceed 15%, the firm shall
determine whether the significance of the threasush that a post-issuance review
would not reduce the threat to an acceptable lave| therefore, a pre-issuance review
is required. In such circumstances a pre-issuangew shall be performed.

Fees—Overdue

290.223 A self-interest threat may be created if fees doenfan audit or review client remain
unpaid for a long time, especially if a significaatrt is not paid before the issue of the
audit or review report for the following year. Gealéy the firm is expected to require
payment of such fees before such audit or revigwrtas issued. If fees remain unpaid
after the report has been issued, the existencesigndicance of any threat shall be
evaluated and safeguards applied when necessatyrioate the threat or reduce it to
an acceptable level. An example of such a safegadndving an additional assurance
practitioner who did not take part in the audireview engagement provide advice or
review the work performed. The firm shall determimeether the overdue fees might
be regarded as being equivalent to a loan to tiemtcand whether, because of the
significance of the overdue fees, it is appropri@tethe firm to be re-appointed or
continue the audit or review engagement.

Contingent Fees

290.224 Contingent fees are fees calculated on a predetethbasis relating to the outcome of
a transaction or the result of the services peréarivy the firm. For the purposes of this
section, a fee is not regarded as being contindezdgtablished by a court or other
public authority.

290.225 A contingent fee charged directly or indirectlyr fexample through an intermediary,
by a firm in respect of an audit or review engagenoeeates a self-interest threat that

85



PES 1 (Revised)

is so significant that no safeguards could redure threat to an acceptable level.
Accordingly, a firm shall not enter into any suele farrangement.

290.226 A contingent fee charged directly or inclie for example through an intermediary,
by a firm in respect of a non-assurance serviceiged to an audit or review client
may also create a self-interest threat. The trmestted would be so significant that no
safeguards could reduce the threat to an accepeigkif:

(@)
(b)

(©)

The fee is charged by the firm expressing the opimn the financial statements
and the fee is material or expected to be materitdat firm;

The fee is charged by a network firm that parti@gan a significant part of the
audit or review and the fee is material or expetteoe material to that firm; or

The outcome of the non-assurance service, andfdinerigne amount of the fee, is
dependent on a future or contemporary judgemeateeito the audit or review of
a material amount in the financial statements.

Accordingly, such arrangements shall not be acdepte

290.227 For other contingent fee arrangements etldrg a firm for a non-assurance service to an
audit or review client, the existence and signif@@of any threats will depend on factors
such as:

The range of possible fee amounts;

Whether an appropriate authority determines theasné of the matter upon
which the contingent fee will be determined,

The nature of the service; and
The effect of the event or transaction on the fai@nstatements.

The significance of any threats shall be evaluaaed safeguards applied when
necessary to eliminate the threats or reduce tloeamtacceptable level. Examples of
such safeguards include:

Having an additional assurance practitioner revike relevant audit or review
work or otherwise advise as necessary; or

Using professionals who are not members of thet audieview team to perform
the non-assurance service.

Compensation and Evaluation Policies

290.228 A self-interest threat is created when mbe of the audit or review team is evaluated
on or compensated for selling non-assurance sarwcthat audit or review client. The
significance of the threat will depend on:

The proportion of the individual’s compensatiorperformance evaluation that is
based on the sale of such services;

The role of the individual on the audit or reviexam; and
Whether promotion decisions are influenced by Hie ef such services.
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The significance of the threat shall be evaluated] d the threat is not at an acceptable
level, the firm shall either revise the compensafptan or evaluation process for that
individual or apply safeguards to eliminate the=#itror reduce it to an acceptable level.
Examples of such safeguards include:

. Removing such members from the audit or review team

. Having an additional assurance practitioner revi@evwork of the member of the
audit or review team.

290.229 A key audit partner shall not be evaluatedr compensated based on that partner’s
success in selling non-assurance services to tteepa audit or review client. This is
not intended to prohibit normal profit-sharing aigaments between partners of a firm.

Gifts and Hospitality

290.230 Accepting gifts or hospitality from an audit or rew client may create self-interest and
familiarity threats. If a firm or a member of thad# or review team accepts gifts or
hospitality, unless the value is trivial and inceogential, the threats created would be so
significant that no safeguards could reduce tresatrto an acceptable level. Consequently,
a firm or a member of the audit or review teamlstalaccept such gifts or hospitality.

Actual or Threatened Litigation

290.231 When litigation takes place, or appears likelywasn the firm or a member of the
audit or review team and the audit or review clisetf-interest and intimidation threats
are created. The relationship between client manageand the members of the audit
or review team must be characterised by completedaa and full disclosure
regarding all aspects of a client’s business omerat When the firm and the client’s
management are placed in adversarial positions diyakor threatened litigation,
affecting management’s willingness to make compliitelosures, self-interest and
intimidation threats are created. The significantéhe threats created will depend on
such factors as:

« The materiality of the litigation; and
. Whether the litigation relates to a prior auditeview engagement.

The significance of the threats shall be evaluated safeguards applied when
necessary to eliminate the threats or reduce tloeam tacceptable level. Examples
of such safeguards include:

. If the litigation involves a member of the audit mview team, removing that
individual from the audit or review team; or

. Having an additional assurance practitioner rewvi@wvork performed.

If such safeguards do not reduce the threats txeeptable level, the only appropriate
action is to withdraw from, or decline, the audireview engagement.

Paragraphs 290.232 to 290.499 are intentionally kdblank.
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Reports that Include a Restriction on Use and Distbution
Introduction

290.500 The independence requirements in Section 290 apiil audit or review engagements.
However, in certain circumstances involving auditeview engagements where the report
includes a restriction on use and distribution, arnavided the conditions described in
290.501 to 290.502 are met, the independence eegemts in this section may be
modified as provided in paragraphs 290.505 to 290.5hese paragraphs are only
applicable to an audit or review engagement oniapparpose financial statements (a)
that is intended to provide a conclusion in positr negative form that the financial
statements are prepared in all material respecegdordance with the applicable financial
reporting framework, including, in the case of & faresentation framework, that the
financial statements give a true and fair viewrergesented fairly, in all material respects,
in accordance with the applicable financial repgrframework, and (b) where the audit or
review report includes a restriction on use andridigion. The modifications are not
permitted in the case of an audit or review of ririal statements required by law or
regulation.

290.501 The modifications to the requirements of Sectiof @& permitted if the intended users of
the report (a) are knowledgeable as to the purpodelimitations of the report, and (b)
explicitly agree to the application of the modifiedlependence requirements. Knowledge
as to the purpose and limitations of the report ayobtained by the intended users
through their participation, either directly or irettly through their representative who has
the authority to act for the intended users, iraldishing the nature and scope of the
engagement. Such participation enhances the abilitthe firm to communicate with
intended users about independence matters, ingltiskncircumstances that are relevant to
the evaluation of the threats to independence laadpplicable safeguards necessary to
eliminate the threats or reduce them to an acdeglel, and to obtain their agreement to
the modified independence requirements that dve applied.

290.502 The firm shall communicate (for example, in an gegaent letter) with the intended users
regarding the independence requirements that areet@pplied with respect to the
provision of the audit or review engagement. Whieeeintended users are a class of users
(for example, lenders in a syndicated loan arraeggmwho are not specifically
identifiable by name at the time the engagemenidesre established, such users shall
subsequently be made aware of the independencerereguts agreed to by the
representative (for example, by the representatia&ing the firm’'s engagement letter
available to all users).

290.5031If the firm also issues an audit or review repbgttdoes not include a restriction on use
and distribution for the same client, the provisiah paragraphs 290.500 to 290.514 do
not change the requirement to apply the provismigaragraphs 290.1 to 290.232 to
that audit or review engagement.

290.504The modifications to the requirements of SectiorD 28at are permitted in the
circumstances set out above are described in @alagr 290.505 to 290.514.
Compliance in all other respects with the provisiof Section 290 is required.
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Public Interest Entities

290.505When the conditions set out in paragraphs 290.80Q@90.502 are met, it is not
necessary to apply the additional requirementsairagraphs 290.100 to 290.232 that
apply to audit or review engagements for publieliest entities.

Related Entities

290.506 When the conditions set out in paragraphs 290.60290.502 are met, references to
audit or review client do not include its relateatiges. However, when the audit or
review team knows or has reason to believe thaelationship or circumstance
involving a related entity of the client is relevaim the evaluation of the firm’'s
independence of the client, the audit or reviewnteshall include that related entity
when identifying and evaluating threats to indemgrog and applying appropriate
safeguards.

Networks and Network Firms

290.507 When the conditions set out in paragraphs 290.6@®0.502 are met, reference to the
firm does not include network firms. However, whbe firm knows or has reason to
believe that threats are created by any interestsrelationships of a network firm,
they shall be included in the evaluation of threatmdependence.

Financial Interests, Loans and Guarantees, Clossifidss Relationships and Family and
Personal Relationships

290.508 When the conditions set out in paragraphs 290.60290.502 are met, the relevant
provisions set out in paragraphs 290.102 to 290&p{8y only to the members of the
engagement team, their immediate family memberschosd family members.

290.5091n addition, a determination shall be made as tetidr threats to independence are
created by interests and relationships, as destciib@aragraphs 290.102 to 290.145,
between the audit or review client and the follayvimembers of the audit or review
team:

(@) Those who provide consultation regarding tecdnor industry specific issues,
transactions or events; and

(b) Those who provide quality control for the engagnt, including those who
perform the engagemeaqtiality control review.

An evaluation shall be made of the significancarmyf threats that the engagement team
has reason to believe are created by interestsedationships between the audit or
review client and others within the firm who camedily influence the outcome of the
audit or review engagement, including those whomeoend the compensation of, or
who provide direct supervisory, management or otiversight of the audit or review
engagement partner in connection with the perfooeanf the audit or review
engagement (including those at all successivelyosdavels above the engagement
partner through to the individual who is the firn8enior or Managing Partner (Chief
Executive or equivalent)).

290.510 An evaluation shall also be made of the signifieaot any threats that the engagement
team has reason to believe are created by finaintgksts in the audit or review client
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held by individuals, as described in paragraphsiZ&ito 290.111 and paragraphs 290.113
to 290.115.

290.511 Where a threat to independence is not at an addep&vel, safeguards shall be applied
to eliminate the threat or reduce it to an accdetivel.

290.5121In applying the provisions set out in paragraph3.236 and 290.115 to interests of the
firm, if the firm has a material financial interesthether direct or indirect, in the audit
or review client, the self-interest threat createduld be so significant that no
safeguards could reduce the threat to an accep&®@é Accordingly, the firm shall
not have such a financial interest.

Employment with an Audit or Review Client

290.513 An evaluation shall be made of the significanceany threats from any employment
relationships as described in paragraphs 290.1292@dl38. Where a threat exists that
is not at an acceptable level, safeguards shalgpdied to eliminate the threat or
reduce it to an acceptable level. Examples of safety that might be appropriate
include those set out in paragraph 290.136.

Provision of Non-Assurance Services

290.5141f the firm conducts an engagement to issue aicéstr use and distribution report for
an audit or review client and provides a non-asge@aservice to the audit or review
client, the provisions of paragraphs 290.156 t0.23® shall be complied with, subject
to paragraphs 290.504 to 290.507.
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Structure of Section

291.1

NZ291.1.1

291.2

291.3

This section addresses independence requiremeanésdarance engagements that are
not audit or review engagements of financial states or a single financial statement.
Independence requirements for audit and reviewgemgants are addressed in Section
290. If the assurance client is also an audit weve client, the requirements in Section
290 also apply to the firm, network firms and mersb& the audit or review team. In
certain circumstances involving assurance engagesmghere the assurance report
includes a restriction on use and distribution pravided certain conditions are met,
the independence requirements in this section reaydlified as provided in 291.21 to
291.27.

Section 290 also addresses the indepeadenquirements for assurance engagements
where assurance is provided in relation to an aft@ument of a FMC reporting entity

in respect of historical financial information, ppective or pro-forma financial
information, or a combination of these.

Assurance engagements are designed to enhancdddtesers’ degree of confidence
about the outcome of the evaluation or measureofeamsubject matter against criteria.
Explanatory Guide AuDverview of Auditing and Assurance Standaddscribes the
elements and objectives of an assurance engageandnidentifies engagements to
which International Standards on Assurance EngagEme(New Zealand)
(ISAEs (NZ)) and Standards on Assurance Engagem@dfsEs) apply. For a
description of the elements and objectives of asurasice engagement, refer to
EG Aul.

Compliance with the fundamental principle of obiéty requires being independent of
assurance clients. In the case of assurance engatgent is in the public interest and,
therefore, required by this Code of Ethics, thatniners of assurance teams and firms
be independent of assurance clients and that aewatththat the firm has reason to
believe are created by a network firm’s interesid &elationships be evaluated. In
addition, when the assurance team knows or hasndadelieve that a relationship or
circumstance involving a related entity of the assoe client is relevant to the
evaluation of the firm’s independence from therdlighe assurance team shall include
that related entity when identifying and evaluatittgeats to independence and
applying appropriate safeguards.

Public Interest Entities

NZ291.3.1 Section 291 contains additional provisitimat reflect the extent of public interest in

certain entities. For the purpose of this sectmmlic interest entities include entities
that are publicly accountable or are of economgmificance. In New Zealand, the
following entities are deemed to be Public InteEastities:

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

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

6 XRB A1 Application of Accounting Standards.
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NZ291.3.2 Firms are encouraged to determine whethetreat additional entities, or certain

categories of entities, as if they were public es¢ entities because they have a large
number and wide range of stakeholders or represhigher level of risk. Factors to be
considered include:

. The nature of the business, such as the holdiagsxts in a fiduciary capacity for
a large number of stakeholders. Examples may ieclugncial institutions, such
as banks and insurance companies, and pension; funds

. Size; and
. Number of employees.

A Conceptual Framework Approach to Independence

291.4

291.5

291.6

The objective of this section is to assist firmsl anembers of assurance teams in
applying the conceptual framework approach desdribelow to achieving and
maintaining independence.

Independence comprises:
(&) Independence of Mind

The state of mind that permits the expression ajreclusion without being affected by
influences that compromise professional judgeminet,eby allowing an individual to
act with integrity and exercise objectivity and fessional scepticism.

(b) Independence in Appearance

The avoidance of facts and circumstances thatamagsificant that a reasonable and
informed third party would be likely to concludeeighing all the specific facts and
circumstances, that a firm’s, or a member of tle@sice team’s, integrity, objectivity
or professional scepticism has been compromised.

The conceptual framework approach shall be apjyeaissurance practitioners to:
- Identify threats to independence;
- Evaluate the significance of the threats identjfezd

« Apply safeguards when necessary to eliminate theath or reduce them to an
acceptable level.

When the assurance practitioner determines tharoppate safeguards are not

available or cannot be applied to eliminate thedts or reduce them to an acceptable
level, the assurance practitioner shall elimindte tircumstance or relationship

creating the threats or decline or terminate tiseir@sce engagement.

An assurance practitioner shall use professiordgdgment in applying this conceptual
framework.

7 XRB Al for Tier 1 public benefit entities will onlye finalised in 2014/2015. It is the intentiontlod
NZAUASB that all Tier 1 entities will meet the dafion of a public interest entity, or the purposéshis
standard.
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Many different circumstances, or combinations @€uwinstances, may be relevant in
assessing threats to independence. It is impogsildlefine every situation that creates
threats to independence and to specify the apptepaction. Therefore, this Code
establishes a conceptual framework that requireasfiand members of assurance
teams to identify, evaluate, and address threatindependence. The conceptual
framework approach assists assurance practitiomersomplying with the ethical
requirements in this Code. It accommodates manjatians in circumstances that
create threats to independence and can deter araass practitioner from concluding
that a situation is permitted if it is not speatiy prohibited.

Paragraphs 291.100 and onwards describe how treeptral framework approach to
independence is to be applied. These paragrapmotdaddress all the circumstances
and relationships that create or may create thteatslependence.

In deciding whether to accept or continue an eng&ge, or whether a particular
individual may be a member of the assurance teafinmashall identify and evaluate
any threats to independence. If the threats areah@n acceptable level, and the
decision is whether to accept an engagement oudech particular individual on the
assurance team, the firm shall determine whetHegsards are available to eliminate
the threats or reduce them to an acceptable Idvwble decision is whether to continue
an engagement, the firm shall determine whetherearsting safeguards will continue
to be effective to eliminate the threats or redinesn to an acceptable level or whether
other safeguards will need to be applied or whether engagement needs to be
terminated. Whenever new information about a theeates to the attention of the firm
during the engagement, the firm shall evaluate shgmificance of the threat in
accordance with the conceptual framework approach.

Throughout this section, reference is made to tignifkcance of threats to
independence. In evaluating the significance ofheedt, qualitative as well as
guantitative factors shall be taken into account.

NZ291.10.1 Where an assurance practitioner idestifnultiple threats to independence, which

291.11

individually may not be significant, the assuranmectitioner shall evaluate the
significance of those threats in aggregate andyaggifieguards to eliminate or reduce
them to an acceptable level in aggregate.

This section does not, in most cases, prescribspgeific responsibility of individuals
within the firm for actions related to independemsEause responsibility may differ
depending on the size, structure and organisatiom fom. The firm is required by
Professional and Ethical Standard 3 to establiditipe and procedures designed to
provide it with reasonable assurance that indepaeles maintained when required by
relevant ethical standards.

Assurance Engagements

291.12

In an assurance engagement the assurance praatiéigpresses a conclusion designed
to enhance the degree of confidence of the intendeds (other than the responsible
party) about the outcome of the evaluation or mesasant of a subject matter against
criteria.
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The outcome of the evaluation or measurement afbgest matter is the information
that results from applying the criteria to the sabjmatter. The term “subject matter
information” is used to mean the outcome of thelwatson or measurement of a
subject matter. For example, an assertion abouetfeetiveness of internal control
(subject matter information) results from applyiagframework for evaluating the
effectiveness of internal control, such as C®80Co0CGd (criteria), to internal control,
a process (subject matter).

Assurance engagements may be assertion-baseceor @iporting. In either case, they
involve three separate parties: an assurance fwaeti, a responsible party and
intended users.

In an assertion-based assurance engagement, theatewa or measurement of the
subject matter is performed by the responsibleypartd the subject matter information
is in the form of an assertion by the responsitdgypthat is made available to the
intended users.

In a direct reporting assurance engagement, theraagse practitioner either directly
performs the evaluation or measurement of the stibjeatter, or obtains a
representation from the responsible party that pedormed the evaluation or
measurement that is not available to the intendedsu The subject matter information
is provided to the intended users in the assurespart.

Assertion-based Assurance Engagements

291.17

291.18

In an assertion-based assurance engagement, thbemsenf the assurance team and
the firm shall be independent of the assurancentclihe party responsible for the
subject matter information, and which may be respme for the subject matter). Such
independence requirements prohibit certain relahgs between members of the
assurance team and (a) directors or officers, ddndividuals at the client in a
position to exert significant influence over thebget matter information. Also, a
determination shall be made as to whether threat®xdependence are created by
relationships with individuals at the client in asftion to exert significant influence
over the subject matter of the engagement. An aetialu shall be made of the
significance of any threats that the firm has reaobelieve are created by network
firm" interests and relationships.

In the majority of assertion-based assurance emgaiges, the responsible party is
responsible for both the subject matter informatod the subject matter. However, in
some engagements, the responsible party may mespensible for the subject matter.
For example, when an assurance practitioner is gatgdo perform an assurance
engagement regarding a report that an environmentaultant has prepared about a
company'’s sustainability practices for distributimnintended users, the environmental

8  “Internal Control — Integrated Framework” The Cortteg of Sponsoring Organizations of the Treadway
Commission.

9 “Guidance on Assessing Control — The CoCo Prinsip@riteria of Control Board, The Canadian Insttaf
Chartered Accountants.

10

See paragraphs 290.13 to 290.24 for guidance ohaehatitutes a network firm.
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consultant is the responsible party for the subjeatter information but the company is
responsible for the subject matter (the sustaiitglptactices).

In assertion-based assurance engagements wheresgh@nsible party is responsible
for the subject matter information but not the sgbjmatter, the members of the
assurance team and the firm shall be independenheofparty responsible for the
subject matter information (the assurance clieimt)addition, an evaluation shall be
made of any threats the firm has reason to beli@e created by interests and
relationships between a member of the assuranog tha firm, a network firm and the
party responsible for the subject matter.

Direct Reporting Assurance Engagements

291.20

In a direct reporting assurance engagement, thebmenof the assurance team and the
firm shall be independent of the assurance clig@ party responsible for the subject
matter). An evaluation shall also be made of amgats the firm has reason to believe
are created by network firm interests and relah@ss

Reports that Include a Restriction on Use and Distbution

291.21

291.22

291.23

In certain circumstances where the assurance rapmudes a restriction on use and
distribution, and provided the conditions in therggraph and in 291.22 are met, the
independence requirements in this section may bdifimd. The modifications to the
requirements of Section 291 are permitted if thended users of the report (a) are
knowledgeable as to the purpose, subject mattermdtion and limitations of the
report and (b) explicitly agree to the applicatioh the modified independence
requirements. Knowledge as to the purpose, subjatter information, and limitations
of the report may be obtained by the intended uemigh their participation, either
directly or indirectly through their representatmfio has the authority to act for the
intended users, in establishing the nature and escop the engagement. Such
participation enhances the ability of the firm toranunicate with intended users about
independence matters, including the circumstartesatre relevant to the evaluation of
the threats to independence and the applicablgysafés necessary to eliminate the
threats or reduce them to an acceptable level,tanobtain their agreement to the
modified independence requirements that are tqpbkedl.

The firm shall communicate (for example, in an eyggaent letter) with the intended
users regarding the independence requirementarhabd be applied with respect to the
provision of the assurance engagement. Where teadad users are a class of users
(for example, lenders in a syndicated loan arramygmwho are not specifically
identifiable by name at the time the engagememseare established, such users shall
subsequently be made aware of the independencereegumts agreed to by the
representative (for example, by the representatigking the firm’'s engagement letter
available to all users).

If the firm also issues an assurance report thas et include a restriction on use and
distribution for the same client, the provisionspafragraphs 291.25 to 291.27 do not
change the requirement to apply the provisionsavdgraphs 291.1 to 291.159 to that
assurance engagement. If the firm also issues @ih @ureview report, whether or not
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it includes a restriction on use and distributior, the same client, the provisions of
Section 290 shall apply to that audit or reviewagement.

291.24 The modifications to the requirements of Sectiorl 2Bat are permitted in the
circumstances set out above are described in @glagr291.25 to 291.27. Compliance
in all other respects with the provisions of Sat@91 is required.

291.25 When the conditions set out in paragraphs 291.21 281.22 are met, the relevant
provisions set out in paragraphs 291.104 to 29143dly to all members of the
engagement team, and their immediate and closelyfamémbers. In addition, a
determination shall be made as to whether threats\dependence are created by
interests and relationships between the assuraheet @and the following other
members of the assurance team:

. Those who provide consultation regarding technazaindustry specific issues,
transactions or events; and

. Those who provide quality control for the engagememcluding those who
perform the engagement quality control review.

An evaluation shall also be made, by referencda¢oprovisions set out in paragraphs
291.104 to 291.134, of any threats that the engageteam has reason to believe are
created by interests and relationships betweendberance client and others within the
firm who can directly influence the outcome of th&surance engagement, including
those who recommend the compensation, or who peowdect supervisory,
management or other oversight, of the assurancagengent partner in connection
with the performance of the assurance engagement.

291.26 Even though the conditions set out in paragraplis229to 291.22 are met, if the firm
had a material financial interest, whether diracindirect, in the assurance client, the
self-interest threat created would be so signitichat no safeguards could reduce the
threat to an acceptable level. Accordingly, thenfishall not have such a financial
interest. In addition, the firm shall comply withet other applicable provisions of this
section described in paragraphs 291.113 to 291.159.

291.27 An evaluation shall also be made of any threatstti@firm has reason to believe are
created by network firm interests and relationships

NZ291.27.1 When the conditions set out in paragapBl.21 and 291.22 are met, it is not
necessary to apply the additional public interesitye requirements in paragraphs
291.100 to 291.159 that apply to assurance engagsroe public interest entities.

Multiple Responsible Parties

291.28 In some assurance engagements, whether asserfied-loa direct reporting, there
might be several responsible parties. In deterrgimhether it is necessary to apply the
provisions in this section to each responsibleypartsuch engagements, the firm may
take into account whether an interest or relatignbktween the firm, or a member of
the assurance team, and a particular responsibty pauld create a threat to
independence that is not trivial and inconsequkmtithe context of the subject matter
information. This will take into account factorschuas:
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. The materiality of the subject matter informatiar ©f the subject matter) for
which the particular responsible party is respdesiind

. The degree of public interest associated with tigagement.

If the firm determines that the threat to indepem#ecreated by any such interest or
relationship with a particular responsible partywdobe trivial and inconsequential, it
may not be necessary to apply all of the provisiohthis section to that responsible

party.

Documentation

291.29 Documentation provides evidence of the assuran@etiponer’s judgements in

forming conclusions regarding compliance with ineleglence requirements. The
absence of documentation is not a determinant ethdn a firm considered a particular
matter nor whether it is independent.

The assurance practitioner shall document conalgsi@garding compliance with
independence requirements, and the substance atbewant discussions that support
those conclusions. Accordingly:

(&) When safeguards are required to reduce a threantacceptable level, the
assurance practitioner shall document the natuteeothreat and the safeguards
in place or applied that reduce the threat to @eptable level; and

(b) When a threat required significant analysis to mheirge whether safeguards were
necessary and the assurance practitioner concthdethey were not because the
threat was already at an acceptable level, therassel practitioner shall
document the nature of the threat and the ratidioalhe conclusion.

Engagement Period

291.30 Independence from the assurance client is reqiio#d during the engagement period

and the period covered by the subject matter inddion. The engagement period starts
when the assurance team begins to perform assussmgeEes with respect to the
particular engagement. The engagement period et whe assurance report is
issued. When the engagement is of a recurring @aitirends at the later of the
notification by either party that the professiomalationship has terminated or the
issuance of the final assurance report.

291.31 When an entity becomes an assurance client duriradter the period covered by the

291.32

subject matter information on which the firm wikpgress a conclusion, the firm shall
determine whether any threats to independencereated by:

. Financial or business relationships with the asmeeclient during or after the
period covered by the subject matter informatiort bafore accepting the
assurance engagement; or

. Previous services provided to the assurance client.

If a non-assurance service was provided to therasse client during or after the period

covered by the subject matter information but keftre assurance team begins to

perform assurance services and the service wouldenpermitted during the period of

the assurance engagement, the firm shall evalogtéheeat to independence created by
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the service. If any threat is not at an acceptéuel, the assurance engagement shall
only be accepted if safeguards are applied to editaiany threats or reduce them to an
acceptable level. Examples of such safeguardsdaciu

. Not including personnel who provided the non-assteaservice as members of
the assurance team;

. Having an additional assurance practitioner revigne assurance and non-
assurance work as appropriate; or

. Engaging another firm to evaluate the results @&f mlon-assurance service or
having another firm re-perform the non-assurancei@eto the extent necessary
to enable it to take responsibility for the service

However, if the non-assurance service has not bespleted and it is not practical to
complete or terminate the service before the conser@ent of assurance services in
connection with the assurance engagement, the divall only accept the assurance
engagement if it is satisfied:

. The non-assurance service will be completed wighshort period of time; or

. The client has arrangements in place to transitioe service to another
practitioner within a short period of time.

During the service period, safeguards shall beiegpplhen necessary. In addition, the
matter shall be discussed with those charged vaiegpance.

Breach of a Provision of this Section
291.33-291.37 [Amended by the NZAUASB. Refer to 281.33- NZ 291.43 below].

NZ291.33

NZ291.34

NZ291.35

NZ291.36

A breachof a provision of this section may occur despite fihm having policies and
procedures designed to provide it with reasonallurance that independence is
maintained. A consequence of such a breach malydbéermination of the assurance
engagement is necessary.

When the firm concludes that a breacholeaarred, the firm shall terminate, suspend or
eliminate the interest or relationship that caudbd breach and address the
consequences of the breach.

When a breach is identified, the firm Eleainsider whether there are any legal or
regulatory requirements that apply with respecth® breach and, if so, shall comply
with those requirements. The firm shall considgoréng the breach to a professional
body, relevant regulator or oversight authoritguich reporting is common practice or
is expected in the particular jurisdiction.

When a breach is identified, the firm khal accordance with its policies and
procedures, promptly communicate the breach toettgagement partner, those with
responsibility for policies and procedures relatittg independence, other relevant
personnel in the firm, and, where appropriate, nbwvork, and those subject to the
independence requirements who need to take apptepaction. The firm shall
evaluate the significance of that breach and itgaich on the firm’s objectivity and
ability to issue an assurance report. The sigmilte of the breach will depend on
factors such as:
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. The nature and duration of the breach;

. The number and nature of any previous breaches mggpect to the current
assurance engagement;

. Whether a member of the assurance team had knosvlefighe interest or
relationship that caused the breach;

. Whether the individual who caused the breach iember of the assurance team
or another individual for whom there are indepemgearquirements;

. If the breach relates to a member of the assuraeam, the role of that
individual;
. If the breach was caused by the provision of agagibnal service, the impact of

that service, if any, on the subject matter or scibatter information on which
the firm will express an opinion; and

. The extent of the self-interest, advocacy, intitimaor other threats created by
the breach.

Depending upon the significance of the breach, aly rhe necessary to terminate the
assurance engagement or it may be possible toatdlen that satisfactorily addresses
the consequences of the breach. The firm shalrméte whether such action can be
taken and is appropriate in the circumstancesmaking this determination the firm
shall exercise professional judgement and take astmunt whether a reasonable and
informed third party, weighing the significancetbé breach, the action to be taken and
all the specific facts and circumstances availdbléhe assurance practitioner at that
time, would be likely to conclude that the firmlgjectivity would be compromised and
therefore the firm is unable to issue an assuresjoert.

Examples of actions that the firm mightsider include:
. Removing the relevant individual from the assuraeesn;

. Conducting an additional review of the affectedusasce work or re-performing
that work to the extent necessary, in either casgguifferent personnel,

. Recommending that the assurance client engage eanfitin to review or re-
perform the affected assurance work to the extecgéssary; and

. Where the breach relates to a non-assurance sdénaicaffects the subject matter
or subject matter information, engaging anothen fio evaluate the results of the
non-assurance service or having another firm résper the non-assurance
service to the extent necessary to enable it ® tegponsibility for the service.

If the firm determines that action cannot be takensatisfactorily address the
consequences of the breach, the firm shall infdrose¢ charged with governance as
soon as possible and take the steps necessamynindée the assurance engagement in
compliance with any applicable legal or regulat@guirements relevant to terminating
the assurance engagement. Where termination igemotitted by law or regulation, the
firm shall comply with any reporting or disclosuegjuirements.

If the firm determines that action can be taken satisfactorily address the
consequences of the breach, the firm shall disitigsbreach and the action it has taken
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or proposes to take with those charged with goveraaThe firm shall discuss the
breach and the action as soon as possible, ulese tharged with governance have
specified an alternative timing for less significhneaches. The matters to be discussed
shall include:

. The significance of the breach, including its natand duration;
. How the breach occurred and how it was identified;

. The action taken or proposed to be taken and th@sfirationale for why the
action will satisfactorily address the consequerafethe breach and enable it to
iSsue an assurance report;

. The conclusion that, in the firm’s professional gachent, objectivity has not
been compromised and the rationale for that cormiyand

. Any steps that the firm has taken or proposesk® ta reduce or avoid the risk of
further breaches occurring.

The firm shall communicate in writing with thoseacbed with governance all matters
discussed in accordance with paragraph NZ291.40ohtain the concurrence of those
charged with governance that action can be, obbas taken to satisfactorily address
the consequences of the breach. The communicstialh include a description of the
firm’s policies and procedures relevant to the bheaesigned to provide it with
reasonable assurance that independence is mathtaimteany steps that the firm has
taken, or proposes to take, to reduce or avoidistkeof further breaches occurring. If
those charged with governance do not concur tieaaiction satisfactorily addresses the
consequences of the breach, the firm shall takesthes necessary to terminate the
audit or review engagement, where permitted bydawegulation, in compliance with
any applicable legal or regulatory requirementgvaht to terminating the audit or
review engagement. Where termination is not péechiby law or regulation, the firm
shall comply with any reporting or disclosure reguaients.

If the breach occurred prior to the issuance ofgrevious assurance report, the firm
shall comply with this section in evaluating thgrsficance of the breach and its
impact on the firm’s objectivity and its ability tesue an assurance report in the current
period. The firm shall also consider the impacttleé breach, if any, on the firm’'s
objectivity in relation to any previously issuedsasance reports, and the possibility of
withdrawing such assurance reports, and discussntteer with those charged with
governance.

The firm shall document the breach, the actionnakey decisions made and all the
matters discussed with those charged with govemamd any discussions with a
professional body, relevant regulator or oversighthority. When the firm continues

with the assurance engagement, the matters to tendmted shall also include the
conclusion that, in the firm's professional judgereobjectivity has not been

compromised and the rationale for why the actidenasatisfactorily addressed the
consequences of the breach such that the firm ¢esil@ an assurance report.

Paragraphs 291.44 to 291.99 are intentionally leklank.
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Application of the Conceptual Framework Approach tolndependence

291.100 Paragraphs 291.104 to 291.159 describe speciftiurostances and relationships that
create or may create threats to independence. ategmaphs describe the potential
threats and the types of safeguards that may b@pipgte to eliminate the threats or
reduce them to an acceptable level and identifiaresituations where no safeguards
could reduce the threats to an acceptable leved. pdragraphs do not describe all of
the circumstances and relationships that createay create a threat to independence.
The firm and the members of the assurance teanh etaluate the implications of
similar, but different, circumstances and relattops and determine whether
safeguards, including the safeguards in paragrapBsll to 200.14 can be applied
when necessary to eliminate the threats to indepered or reduce them to an
acceptable level.

291.101The paragraphs demonstrate how the conceptual Wwarkeapproach applies to
assurance engagements and are to be read in coojunith paragraph 291.28 which
explains that, in the majority of assurance engayds) there is one responsible party
and that responsible party is the assurance clidotvever, in some assurance
engagements there are two or more responsibleepaiith such circumstances, an
evaluation shall be made of any threats the firm tr@g@son to believe are created by
interests and relationships between a member ofadseirance team, the firm, a
network firm and the party responsible for the sabmatter. For assurance reports that
include a restriction on use and distribution, plaeagraphs are to be read in the context
of paragraphs 291.21 to 291.27.

291.102 Interpretation 2005-01 provides further guidance applying the independence
requirements contained in this section to assurangagements.

291.103 Paragraphs 291.104 to 291.120 contain referenceabletanateriality of a financial
interest, loan, or guarantee, or the significantea dusiness relationship. For the
purpose of determining whether such an interestnaterial to an individual, the
combined net worth of the individual and the indival’s immediate family members
may be taken into account.

Financial Interests

291.104 Holding a financial interest in an assurance cliealy create a self-interest threat. The
existence and significance of any threat creat@euids on:

(&) The role of the person holding the financi&trast,
(b) Whether the financial interest is direct oriredt, and
(c) The materiality of the financial interest.

291.105Financial interests may be held through an interargd(for example, a collective
investment vehicle, estate or trust). The detertiinaof whether such financial
interests are direct or indirect will depend upohether the beneficial owner has
control over the investment vehicle or the abitiyinfluence its investment decisions.
When control over the investment vehicle or thelitgbto influence investment
decisions exists, this Code defines that finaroigrest to be a direct financial interest.
Conversely, when the beneficial owner of the finahinterest has no control over the
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investment vehicle or ability to influence its istament decisions, this Code defines
that financial interest to be an indirect finandrdkrest.

291.106 If a member of the assurance team, a member ofrti@idual’s immediate family, or
a firm has a direct financial interest or a matemmlirect financial interest in the
assurance client, the self-interest threat createdld be so significant that no
safeguards could reduce the threat to an acceptabét. Therefore, none of the
following shall have a direct financial interestaomaterial indirect financial interest in
the client: a member of the assurance team; a nreaildbat individual’'s immediate
family member; or the firm.

291.107 When a member of the assurance team has a clodg faember who the assurance
team member knows has a direct financial interesa anaterial indirect financial
interest in the assurance client, a self-intetesat is created. The significance of the
threat will depend on factors such as

«  The nature of the relationship between the memb#reoassurance team and the
close family member; and

. The materiality of the financial interest to thes# family member.

The significance of the threat shall be evaluated safeguards applied when necessary
to eliminate the threat or reduce it to an accdptidvel. Examples of such safeguards
include:

. The close family member disposing, as soon asipadte, of all of the financial
interest or disposing of a sufficient portion ofiadirect financial interest so that
the remaining interest is no longer material;

. Having an additional assurance practitioner revi@evwork of the member of the
assurance team; or

. Removing the individual from the assurance team.

291.108 If a member of the assurance team, a member ofnthiaidual’s immediate family, or a
firm has a direct or material indirect financiaterest in an entity that has a controlling
interest in the assurance client, and the cliemiaterial to the entity, the self-interest threat
created would be so significant that no safeguendsd reduce the threat to an acceptable
level. Therefore, none of the following shall hawueh a financial interest: a member of the
assurance team; a member of that individual’'s imatedamily; and the firm.

291.109The holding by a firm or a member of the assuratg@m, or a member of that
individual's immediate family, of a direct finantianterest or a material indirect
financial interest in the assurance client as stéelcreates a self-interest threat. Such
an interest shall not be held unless:

(&) Neither the trustee, nor an immediate familymer of the trustee, nor the
firm are beneficiaries of the trust;

(b) The interest in the assurance client held leytihst is not material to the trust;

(c) The trust is not able to exercise significanrfllience over the assurance client;
and
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(d) The trustee, an immediate family member of thestee, or the firm cannot
significantly influence any investment decisionaiwng a financial interest in
the assurance client.

291.110 Members of the assurance team shall determine wihatkelf-interest threat is created
by any known financial interests in the assuranigentt held by other individuals
including:

. Partners and professional employees of the firhgrothan those referred to
above, or their immediate family members; and

. Individuals with a close personal relationship wathmember of the assurance
team.

Whether these interests create a self-interesattwvid depend on factors such as:
. The firm’s organisational, operating and reportstigicture; and

. The nature of the relationship between the indigidand the member of the
assurance team.

The significance of any threat shall be evaluated safeguards applied when
necessary to eliminate the threat or reduce intaceptable level. Examples of such
safeguards include:

. Removing the member of the assurance team witpéhsonal relationship from
the assurance team;

. Excluding the member of the assurance team from sgyificant decision-
making concerning the assurance engagement; or

. Having an additional assurance practitioner reviesvwork of the member of the
assurance team.

291.1111If a firm, a member of the assurance team, or amediate family member of the
individual, receives a direct financial interesteomaterial indirect financial interest in
an assurance client, for example, by way of anritdree, gift or as a result of a
merger, and such interest would not be permittdzktbeld under this section, then:

() If the interest is received by the firm, theaincial interest shall be disposed of
immediately, or a sufficient amount of an indirdstancial interest shall be
disposed of so that the remaining interest is ngéo material, or

(b) If the interest is received by a member ofdesurance team, or a member of that
individual’'s immediate family, the individual wheceived the financial interest
shall immediately dispose of the financial interest dispose of a sufficient
amount of an indirect financial interest so tha tBmaining interest is no longer
material.

291.112 [Deleted by the IESBA].

Loans and Guarantees

291.113 A loan, or a guarantee of a loan, to a member efafsurance team, or a member of
that individual’s immediate family, or the firm froan assurance client that is a bank
or a similar institution, may create a threat tdependence. If the loan or guarantee is
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not made under normal lending procedures, termscanditions, a self-interest threat
would be created that would be so significant tiasafeguards could reduce the threat
to an acceptable level. Accordingly, neither a mends the assurance team, a member
of that individual’'s immediate family, nor a firnmall accept such a loan or guarantee.

291.1141f a loan to a firm from an assurance client tisaa ibank or similar institution is made
under normal lending procedures, terms and comditiand it is material to the
assurance client or firm receiving the loan, it neeypossible to apply safeguards to
reduce the self-interest threat to an acceptalitd.|&n example of such a safeguard is
having the work reviewed by an additional assurgreetitioner from a network firm
that is neither involved with the assurance engagemor received the loan.

291.115A loan, or a guarantee of a loan, from an assurahest that is a bank or a similar
institution to a member of the assurance team, anember of that individual's
immediate family, does not create a threat to ieddpnce if the loan or guarantee is
made under normal lending procedures, terms anditoams. Examples of such loans
include home mortgages, bank overdrafts, car laadscredit card balances.

291.1161f the firm or a member of the assurance team, aneanber of that individual's
immediate family, accepts a loan from, or has adwang guaranteed by, an assurance
client that is not a bank or similar institutiohetself-interest threat created would be so
significant that no safeguards could reduce theathto an acceptable level, unless the
loan or guarantee is immaterial to both the firmthe member of the assurance team
and the immediate family member, and the client.

291.117 Similarly, if the firm, or a member of the assuranteam, or a member of that
individual’s immediate family, makes or guaranteelan to an assurance client, the
self-interest threat created would be so signifidhat no safeguards could reduce the
threat to an acceptable level, unless the loauaramtee is immaterial to both the firm,
or the member of the assurance team and the imtaddraily member, and the client.

291.1181If a firm or a member of the assurance team, or eanber of that individual's
immediate family, has deposits or a brokerage atcwith an assurance client that is a
bank, broker, or similar institution, a threat talépendence is not created if the deposit
or account is held under normal commercial terms.

Business Relationships

291.119 A close business relationship between a firm, oreanber of the assurance team, or a
member of that individual's immediate family, anbet assurance client or its
management arises from a commercial relationshipoatmon financial interest and
may create self-interest or intimidation threatsafples of such relationships include:

. Having a financial interest in a joint venture widither the client or a controlling
owner, director or officer or other individual whgerforms senior managerial
activities for that client.

. Arrangements to combine one or more services atymts of the firm with one
or more services or products of the client and tarket the package with
reference to both parties.
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. Distribution or marketing arrangements under whtble firm distributes or
markets the client’'s products or services, or tientdistributes or markets the
firm’s products or services.

Unless any financial interest is immaterial and llnsiness relationship is insignificant
to the firm and the client or its management, tiredt created would be so significant
that no safeguards could reduce the threat to eepgable level. Therefore, unless the
financial interest is immaterial and the businesktionship is insignificant, the
business relationship shall not be entered intsshall be reduced to an insignificant
level or terminated.

In the case of a member of the assurance teamssualey such financial interest is
immaterial and the relationship is insignificantthat member, the individual shall be
removed from the assurance team.

If the business relationship is between an immedahily member of a member of the
assurance team and the assurance client or itsgmaeat, the significance of any
threat shall be evaluated and safeguards appliesh whcessary to eliminate the threat
or reduce it to an acceptable level.

291.120The purchase of goods and services from an assicdieat by the firm, or a member
of the assurance team, or a member of that indaislummediate family, does not
generally create a threat to independence if @esaction is in the normal course of
business and at arm’s length. However, such tréinsacmay be of such a nature or
magnitude that they create a self-interest thiHag. significance of any threat shall be
evaluated and safeguards applied when necessatiyrioate the threat or reduce it to
an acceptable level. Examples of such safeguactisdie:

. Eliminating or reducing the magnitude of the trantism; or
. Removing the individual from the assurance team.

Family and Personal Relationships

291.121 Family and personal relationships between a merobdhe assurance team and a
director or officer or certain employees (dependorg their role) of the assurance
client, may create self-interest, familiarity otimidation threats. The existence and
significance of any threats will depend on a numlbérfactors, including the
individual’s responsibilities on the assurance te#m role of the family member or
other individual within the client, and the closss®f the relationship.

291.122 When an immediate family member of a member obf®irance team is:
(a) A director or officer of the assurance clieont,

(b) An employee in a position to exert significamfiluence over the subject matter
information of the assurance engagement,

or was in such a position during any period covédrgedhe engagement or the subject
matter information, the threats to independenceady be reduced to an acceptable
level by removing the individual from the assurarteam. The closeness of the
relationship is such that no other safeguards coedidice the threat to an acceptable
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level. Accordingly, no individual who has such &tenship shall be a member of the
assurance team.

291.123 Threats to independence are created when an imtaddmily member of a member of
the assurance team is an employee in a positiexad significant influence over the
subject matter of the engagement. The significaicke threats will depend on factors
such as:

. The position held by the immediate family membed a
. The role of the individual on the assurance team.

The significance of the threat shall be evaluatedl safeguards applied when necessary
to eliminate the threat or reduce it to an accdptlvel. Examples of such safeguards
include:

. Removing the individual from the assurance team; or

. Structuring the responsibilities of the assuramaat so that the individual does
not deal with matters that are within the respafigitof the immediate family
member.

291.124 Threats to independence are created when a clogb fmember of a member of the
assurance team is:

. A director or officer of the assurance client; or

. An employee in a position to exert significant ughce over the subject matter or
subject matter information of the assurance engagem

The significance of the threats will depend ondegsuch as:

. The nature of the relationship between the memb#reoassurance team and the
close family member;

. The position held by the close family member; and
. The role of the professional on the assurance team.

The significance of the threat shall be evaluatedi safeguards applied when necessary
to eliminate the threat or reduce it to an accdptidvel. Examples of such safeguards
include:

. Removing the individual from the assurance team; or

. Structuring the responsibilities of the assurameeart so that the professional does
not deal with matters that are within the respdhsibof the close family
member.

291.125Threats to independence are created when a merhber assurance team has a close
relationship with a person who is not an immedatelose family member, but who is
a director or officer or an employee in a positiorexert significant influence over the
subject matter information of the assurance engagen®A member of the assurance
team who has such a relationship shall consultcco@ance with firm policies and
procedures. The significance of the threats witleded on factors such as:
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. The nature of the relationship between the indigidand the member of the
assurance team;

. The position the individual holds with the clieatd
. The role of the individual on the assurance team.

The significance of the threats shall be evaluated safeguards applied when
necessary to eliminate the threats or reduce tloeamtacceptable level. Examples of
such safeguards include:

. Removing the individual from the assurance team; or

. Structuring the responsibilities of the assuraneant so that the assurance
practitioner does not deal with matters that arthiwithe responsibility of the
individual with whom the assurance practitioner hadose relationship.

291.126 Self-interest, familiarity or intimidation threatsay be created by a personal or family
relationship between (a) a partner or employedeffirm who is not a member of the
assurance team and (b) a director or officer ofafirance client or an employee in a
position to exert significant influence over thebget matter information of the
assurance engagement. The existence and signéiaainany threat will depend on
factors such as:

. The nature of the relationship between the padnemployee of the firm and the
director or officer or employee of the client;

. The interaction of the partner or employee of tha fvith the assurance team;
. The position of the partner or employee within file; and
. The role of the individual within the client.

The significance of any threat shall be evaluated safeguards applied when
necessary to eliminate the threat or reduce intaceptable level. Examples of such
safeguards include:

. Structuring the partner’'s or employee’s responisigkd to reduce any potential
influence over the assurance engagement; or

. Having an additional assurance practitioner revike relevant assurance work
performed.

291.127 [Deleted by the IESBA].

Employment with Assurance Clients

291.128 Familiarity or intimidation threats may be creat#da director or officer of the
assurance client, or an employee who is in a postt exert significant influence over
the subject matter or subject matter informatiomhef assurance engagement, has been
a member of the assurance team or partner ofrttne fi

291.1291f a former member of the assurance team or partfiethe firm has joined the
assurance client in such a position, the existamcksignificance of any familiarity or
intimidation threats will depend on factors such as

(@) The position the individual has taken at thent|
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(b) Any involvement the individual will have withé assurance team;

(c) The length of time since the individual was annber of the assurance team or
partner of the firm; and

(d) The former position of the individual withinghassurance team or firm, for
example, whether the individual was responsiblenfia@intaining regular contact
with the client’s management or those charged gatvernance.

In all cases the individual shall not continue trtgipate in the firm’s business or
professional activities.

The significance of any threats created shall muated and safeguards applied when
necessary to eliminate the threats or reduce tloeantacceptable level. Examples of
such safeguards include:

. Making arrangements such that the individual is emtitled to any benefits or
payments from the firm, unless made in accordanitle fixed pre-determined
arrangements.

. Making arrangements such that any amount owedetinttividual is not material
to the firm;

. Modifying the plan for the assurance engagement;

. Assigning individuals to the assurance team whoehswfficient experience in
relation to the individual who has joined the ctiesr

. Having another assurance practitioner review thekwb the former member of
the assurance team.

291.1301f a former partner of the firm has previously jethan entity in such a position and the
entity subsequently becomes an assurance clietiteofirm, the significance of any
threats to independence shall be evaluated andusafis applied when necessary, to
eliminate the threat or reduce it to an acceptksviel.

291.131 A self-interest threat is created when a membéhe@fissurance team participates in the
assurance engagement while knowing that the mewoifbiere assurance team will, or
may, join the client some time in the future. Fipwlicies and procedures shall require
members of an assurance team to notify the firm nwleatering employment
negotiations with the client. On receiving suchificdtion, the significance of the
threat shall be evaluated and safeguards applies whcessary to eliminate the threat
or reduce it to an acceptable level. Examples o safeguards include:

. Removing the individual from the assurance team; or
. A review of any significant judgements made by thatividual while on the
team.
Temporary Staff Assignments

NZ291.131.1The lending of staff by a firm to arsw@asnce client may create a self-review threat.
This would be the case when, for example, a merobéhe assurance team has to
evaluate elements of the subject matter informati@nmember of the assurance team
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had prepared while with the client. Such assistames be given, but the firm’s
personnel shall not be involved in:

. Providing non-assurance services that would ngidsenitted under this section;
or

. Assuming management responsibilities in a posittbirch would give the loaned
staff significant influence over the subject matterwhich the firm will express
an opinion.

In all circumstances, the assurance client shallrédsponsible for directing and
supervising the activities of the loaned staff.

The significance of any threat shall be evaluated aafeguards applied when
necessary to eliminate the threat or reduce intacceptable level. Examples of such
safeguards include:

. Conducting an additional review of the work perfediby the loaned staff;

. Not giving the loaned staff responsibility for afunction or activity that the staff
performed during the temporary staff assignment; or

. Not including the loaned staff as a member of g®igance team.

Recent Service with an Assurance Client

291.132 Self-interest, self-review or familiarity threatsayn be created if a member of the
assurance team has recently served as a direffioerpor employee of the assurance
client. This would be the case when, for examplemember of the assurance team has
to evaluate elements of the subject matter infaonathe member of the assurance
team had prepared while with the client.

291.1331f, during the period covered by the assurancertepomember of the assurance team
had served as director or officer of the assurasiemt, or was an employee in a
position to exert significant influence over thebget matter or subject matter
information of the assurance engagement, the tireated would be so significant that
no safeguards could reduce the threat to an adieptavel. Consequently, such
individuals shall not be assigned to the assurteama.

291.134 Self-interest, self-review or familiarity threatsaynbe created if, before the period
covered by the assurance report, a member of theage team had served as director
or officer of the assurance client, or was an eyg®on a position to exert significant
influence over the subject matter or subject maitdormation of the assurance
engagement. For example, such threats would béedréaa decision made or work
performed by the individual in the prior period, ilghemployed by the client, is to be
evaluated in the current period as part of theerurmassurance engagement. The
existence and significance of any threats will aepen factors such as:

. The position the individual held with the client;
. The length of time since the individual left thesak; and
. The role of the individual on the assurance team.
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The significance of any threat shall be evaluatedl safeguards applied when necessary
to reduce the threat to an acceptable level. Amel@of such a safeguard is conducting
a review of the work performed by the individualpast of the assurance team.

Serving as a Director or Officer of an Assurance @ént

291.1351f a partner or employee of the firm serves a doeor officer of an assurance client,
the self-review and self-interest threats wouldsbesignificant that no safeguards could
reduce the threats to an acceptable level. Accghgimo partner or employee shall
serve as a director or officer of an assurancaitclie

291.136 The position of Company Secretary has differentlizagions in different jurisdictions.
Duties may range from administrative duties, suslparsonnel management and the
maintenance of company records and registers, ttesdas diverse as ensuring that the
company complies with regulation or providing advion corporate governance
matters. Generally, this position is seen to ingblose association with the entity.

291.1371If a partner or employee of the firm serves as CamypSecretary for an assurance
client, self-review and advocacy threats are credateat would generally be so
significant that no safeguards could reduce theatisrto an acceptable level. Despite
paragraph 291.135, when this practice is spedyicpermitted under local law,
professional rules or practice, and provided mamege makes all relevant decisions,
the duties and activities shall be limited to tho$@ routine and administrative nature,
such as preparing minutes and maintaining statutetyrns. In those circumstances,
the significance of any threats shall be evaluaded safeguards applied when
necessary to eliminate the threats or reduce tbean ticceptable level.

291.138 Performing routine administrative services to suppacompany secretarial function or
providing advice in relation to company secretaadministration matters does not
generally create threats to independence, as Igngliant management makes all
relevant decisions.

Long Association of Senior Personnel with Assuranc€lients

General Provisions

291.139 Familiarity and self-interest threats are creatgdusing the same senior personnel on
an assurance engagement over a long period of Tiheesignificance of the threats will
depend on factors such as:

. How long the individual has been a member of tisei@ce team;
. The role of the individual on the assurance team;

. The structure of the firm;

. The nature of the assurance engagement;

. Whether the client's management team has changedd; a

. Whether the nature or complexity of the subject temabr subject matter
information has changed.
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The significance of the threats shall be evaluaaed safeguards applied when
necessary to eliminate the threats or reduce tloeamtacceptable level. Examples of
such safeguards include:

. Rotating the senior personnel off the assurangs;tea

. Having an additional assurance practitioner who was a member of the
assurance team review the work of the senior paspar

. Regular independent internal or external qualityen@s of the engagement.

Assurance Clients that are Public Interest Entities

NZ291.139.1In respect of an assurance engageroesat public interest entity, an individual shall
not be a key assurance partner for more than sgears. After such time, the
individual shall not be a member of the engagerteanrh or be a key assurance partner
for the client for two years. During that periolde tindividual shall not participate in the
assurance engagement of the entity, provide quadityrol for the engagement, consult
with the engagement team or the client regardicbrteal or industry-specific issues,
transactions or events or otherwise directly inflzeethe outcome of the engagement.

NZ291.139.2 Despite paragraph NZ291.139.1, keyrassa partners whose continuity is especially
important to the quality of the engagement mayrare cases due to unforeseen
circumstances outside the firm’s control, be pdeditan additional year on the
assurance team as long as the threat to independande eliminated or reduced to an
acceptable level by applying safeguards. For exaymplkey assurance partner may
remain on the assurance team for up to one additi@ar in circumstances where, due
to unforeseen events, a required rotation was ossiple, as might be the case due to
serious illness of the intended engagement partner.

NZ291.139.3The long association of other partmétls an assurance client that is a public interest
entity creates familiarity and self-interest theeafhe significance of the threats will
depend on factors such as:

. How long any such partner has been associatedti@thssurance client;
. The role, if any, of the individual on the assumteam; and

. The nature, frequency and extent of the individaiteractions with the client’s
management or those charged with governance.

The significance of the threats shall be evaluaaed safeguards applied when
necessary to eliminate the threats or reduce tloeantacceptable level. Examples of
such safeguards include:

. Rotating the partner off the assurance team orrwthe ending the partner’s
association with the assurance client; or

. Regular independent internal or external qualityenes of the engagement.

NZ291.139.4When an assurance client becomes dcpubérest entity, the length of time the
individual has served the assurance client as aaksyrance partner before the client
becomes a public interest entity shall be takem &uicount in determining the timing of
the rotation. If the individual has served the aasce client as a key assurance partner
for five years or less when the client becomes Blipunterest entity, the number of
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years the individual may continue to serve thentlie that capacity before rotating off
the engagement is seven years less the numbeard geady served. If the individual
has served the assurance client as a key assysartoer for six or more years when
the client becomes a public interest entity, thenga may continue to serve in that
capacity for a maximum of two additional years befmtating off the engagement.

NZ291.139.5When a firm has only a few people wiitt necessary knowledge and experience to
serve as a key assurance partner on the assuragegeenent of a public interest entity,
rotation of key assurance partners may not be aitadle safeguard. If an independent
regulator in the relevant jurisdiction has providedexemption from partner rotation in
such circumstances, an individual may remain a d&surance partner for more than
seven years, in accordance with such regulatiooyiged that the independent
regulator has specified alternative safeguards hwisice applied, such as a regular
independent external review.

Provision of Non-assurance Services to Assurancei€its

291.140 Firms have traditionally provided to their assuemtients a range of non-assurance
services that are consistent with their skills axgbertise. Providing non-assurance
services may, however, create threats to the imdkgee of the firm or members of
the assurance team. The threats created are ntest s#lf-review, self-interest and
advocacy threats.

291.141 When specific guidance on a particular non-asserasevice is not included in this
section, the conceptual framework shall be appldwn evaluating the particular
circumstances.

291.142 Before the firm accepts an engagement to provideomrassurance service to an
assurance client, a determination shall be made afether providing such a service
would create a threat to independence. In evalgdtie significance of any threat
created by a particular non-assurance servicejaenasion shall be given to any threat
that the assurance team has reason to believeasedrby providing other related non-
assurance services. If a threat is created thaiotdre reduced to an acceptable level by
the application of safeguards the non-assurane&seshall not be provided.

Management Responsibilities

291.143 Management of an entity performs many activitiesnanaging the entity in the best
interests of stakeholders of the entity. It is pos$sible to specify every activity that is a
management responsibility. However, managemenbrespilities involve leading and
directing an entity, including making significanédsions regarding the acquisition,
deployment and control of human, financial, phylsécal intangible resources.

291.144 Whether an activity is a management responsililégends on the circumstances and
requires the exercise of judgement. Examples aWiaes that would generally be
considered a management responsibility include:

. Setting policies and strategic direction;
. Directing and taking responsibility for the actiafghe entity’s employees;
. Authorising transactions;
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. Deciding which recommendations of the firm or ottierd parties to implement;
and

. Taking responsibility for designing, implementinghda maintaining internal
control.

291.145 Activities that are routine and administrative,iovolve matters that are insignificant,
generally are deemed not to be a management rebpions-or example, executing an
insignificant transaction that has been authorisgdnanagement or monitoring the
dates for filing statutory returns and advising assurance client of those dates is
deemed not to be a management responsibility. &yrtproviding advice and
recommendations to assist management in dischargingesponsibilities is not
assuming a management responsibility.

291.146 Assuming a management responsibility for an asserafient may create threats to
independence. If a firm were to assume a managermspbnsibility as part of the
assurance service, the threats created would sggsidicant that no safeguards could
reduce the threats to an acceptable level. Accgigiin providing assurance services
to an assurance client, a firm shall not assumeagement responsibility as part of
the assurance service. If the firm assumes a marageresponsibility as part of any
other services provided to the assurance cliestatl ensure that the responsibility is
not related to the subject matter and subject matt®rmation of an assurance
engagement provided by the firm.

291.147 To avoid the risk of assuming a management respitisirelated to the subject matter
or subject matter information of the assurance gewgent, the firm shall be satisfied
that a member of management is responsible formgakie significant judgements and
decisions that are the proper responsibility of aggment, evaluating the results of the
service and accepting responsibility for the aditmbe taken arising from the results
of the service. This reduces the risk of the fimadvertently making any significant
judgements or decisions on behalf of managemens sk is further reduced when
the firm gives the client the opportunity to makdgements and decisions based on an
objective and transparent analysis and presentafitre issues.

Other Considerations

291.148 Threats to independence may be created when gforides a non-assurance service
related to the subject matter information of aruemsce engagement. In such cases, an
evaluation of the significance of the firm's invelment with the subject matter
information of the engagement shall be made, adétarmination shall be made of
whether any self-review threats that are not ad@eptable level can be reduced to an
acceptable level by the application of safeguards.

291.149 A self-review threat may be created if the firmngolved in the preparation of subject
matter information which is subsequently the subjewtter information of an
assurance engagement. For example, a self-revieattivould be created if the firm
developed and prepared greenhouse gas informatmh sabsequently provided
assurance on this information. Consequently, time éhall evaluate the significance of
any self-review threat created by the provisiorswth services and apply safeguards
when necessary to eliminate the threat or reduceaih acceptable level.
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291.150 When a firm performs a valuation that forms parthe subject matter information of
an assurance engagement, the firm shall evaluatsigimificance of any self-review
threat and apply safeguards when necessary tonalienthe threat or reduce it to an
acceptable level.

Assurance Clients that are Public Interest Entities

NZ291.150.1A firm shall not provide valuation sees to an assurance client that is a public istere
entity if the valuations would have a material effeseparately or in the aggregate, on
the subject matter information of an assurance ggmgant.

NZ291.150.21In the case of an assurance clientsghapublic interest entity, a firm shall not pice
services involving the design or implementation 1&f systems that (a) form a
significant part of the internal control over thégct matter of the engagement or (b)
generate information that is significant to thejsabmatter information on which the
firm will express an opinion.

NZ291.150.3 A firm shall not provide the followimgcruiting services to an assurance client that is
public interest entity with respect to a directar afficer of the entity or senior
management in a position to exert significant ieflce over the subject matter or the
preparation of the subject matter information onchlihe firm will express an opinion:

. Searching for or seeking out candidates for suditipas; and
. Undertaking reference checks of prospective canesd@ar such positions.

Fees
Fees—Relative Size

291.151When the total fees from an assurance client reptes large proportion of the total
fees of the firm expressing the conclusion, theeddpnce on that client and concern
about losing the client creates a self-intereshtimidation threat. The significance of
the threat will depend on factors such as:

. The operating structure of the firm;
. Whether the firm is well established or new; and
. The significance of the client qualitatively andéprantitatively to the firm.

The significance of the threat shall be evaluatedl safeguards applied when necessary
to eliminate the threat or reduce it to an accdptivel. Examples of such safeguards
include:

. Reducing the dependency on the client;
. External quality control reviews; or

. Consulting a third party, such as a professionglilegory body or an additional
assurance practitioner, on key assurance judgements

NZ291.151.1When appropriate safeguards are natabiea or cannot be applied to eliminate the
threats or reduce them to an acceptable levelsbarance practitioner shall decline or
withdraw from the engagement.
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291.152 A self-interest or intimidation threat is also dexhwhen the fees generated from an
assurance client represent a large proportioneofdlienue from an individual partner’s
clients. The significance of the threat shall baleated and safeguards applied when
necessary to eliminate the threat or reduce ihtaceptable level. An example of such
a safeguard is having an additional assuranceifioaer who was not a member of the
assurance team review the work or otherwise acgseecessary.

Assurance Clients that are Public Interest Entities

NZ291.152.1 Where an assurance client is a pulierest entity and, for two consecutive years, the
total fees from the client (subject to the consatiens in paragrapB91.3 represent
more than 15% of the total fees received by tha,fithe firm shall disclose to those
charged with governance of the assurance clientfabethat the total of such fees
represents more than 15% of the total fees recdiyeithe firm, and discuss which of
the safeguards below it will apply to reduce theedlh to an acceptable level, and apply
the selected safeguard:

. Prior to the issuance of the second year’'s opiramother assurance practitioner,
who is not a member of the firm expressing the kaion, performs an
engagement quality control review of that engagér(ianpre-issuance review”);
or

. After the second year’s opinion has been issued,bafore the issuance of the
conclusion on the third year’s opinion, anothemaasce practitioner, who is not
a member of the firm, performs a review of the selcgear’'s engagement that is
equivalent to an engagement quality control ref@anpost-issuance review”).

When the total fees significantly exceed 15%, tinen fshall determine whether the
significance of the threat is such that a postaasa review would not reduce the threat
to an acceptable level and, therefore, a pre-ismuapview is required. In such
circumstances a pre-issuance review shall be peeidr

Thereafter, when the fees continue to exceed 158k gaar, the disclosure to and
discussion with those charged with governance sbatur and one of the above
safeguards shall be applied. If the fees signiflpaexceed 15%, the firm shall
determine whether the significance of the threasush that a post-issuance review
would not reduce the threat to an acceptable l@wve) therefore, a pre-issuance review
is required. In such circumstances a pre-issuangew shall be performed.

Fees—Overdue

291.153 A self-interest threat may be created if fees damfan assurance client remain unpaid
for a long time, especially if a significant pag mot paid before the issue of the
assurance report, if any, for the following periégenerally the firm is expected to
require payment of such fees before any such raepassued. If fees remain unpaid
after the report has been issued, the existencesigndicance of any threat shall be
evaluated and safeguards applied when necessatiyrioate the threat or reduce it to
an acceptable level. An example of such a safeggdndving an additional assurance
practitioner who did not take part in the assuramngagement provide advice or
review the work performed. The firm shall determwmkeether the overdue fees might
be regarded as being equivalent to a loan to tlemtcand whether, because of the
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significance of the overdue fees, it is appropri@ethe firm to be re-appointed or
continue the assurance engagement.

Contingent Fees

291.154 Contingent fees are fees calculated on a predetethbasis relating to the outcome of
a transaction or the result of the services peréarivy the firm. For the purposes of this
section, fees are not regarded as being continfesgtablished by a court or other
public authority.

291.155 A contingent fee charged directly or indirectlyr fexample through an intermediary,
by a firm in respect of an assurance engagemeates@ self-interest threat that is so
significant that no safeguards could reduce theeathrto an acceptable level.
Accordingly, a firm shall not enter into any suele farrangement.

291.156 A contingent fee charged directly or indirectlyr fexample through an intermediary,
by a firm in respect of a non-assurance serviceiged to an assurance client may also
create a self-interest threat. If the outcome efribn-assurance service, and therefore,
the amount of the fee, is dependent on a futumotemporary judgement related to a
matter that is material to the subject matter imi@tion of the assurance engagement,
no safeguards could reduce the threat to an adieptavel. Accordingly, such
arrangements shall not be accepted.

291.157 For other contingent fee arrangements chargedflignéor a non-assurance service to
an assurance client, the existence and significaheay threats will depend on factors
such as:

. The range of possible fee amounts;

. Whether an appropriate authority determines theasoé of the matter upon
which the contingent fee will be determined,

. The nature of the service; and
. The effect of the event or transaction on the subjetter information.

The significance of any threats shall be evaluasted safeguards applied when
necessary to eliminate the threats or reduce tleeamtacceptable level. Examples of
such safeguards include:

. Having an assurance practitioner review the releaasurance work or otherwise
advise as necessary; or

. Using professionals who are not members of therassa team to perform the
non-assurance service.

Gifts and Hospitality

291.158 Accepting gifts or hospitality from an assuranceerdl may create self-interest and
familiarity threats. If a firm or a member of thesarance team accepts gifts or
hospitality, unless the value is trivial and inceqgential, the threats created would be
so significant that no safeguards could reduce thteats to an acceptable level.
Consequently, a firm or a member of the assuragem tshall not accept such gifts or
hospitality.
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Actual or Threatened Litigation

291.159When litigation takes place, or appears likelywesn the firm or a member of the
assurance team and the assurance client, selésntand intimidation threats are
created. The relationship between client managearahthe members of the assurance
team must be characterised by complete candourf@hdlisclosure regarding all
aspects of a client’s business operations. Wherfitttmeand the client’'s management
are placed in adversarial positions by actual ardtened litigation, affecting
management’s willingness to make complete disckssself-interest and intimidation
threats are created. The significance of the threggated will depend on such factors
as:

. The materiality of the litigation; and
. Whether the litigation relates to a prior assuragrmgagement.

The significance of the threats shall be evaluated safeguards applied when
necessary to eliminate the threats or reduce tloeamtacceptable level. Examples of
such safeguards include:

. If the litigation involves a member of the assumneam, removing that
individual from the assurance team; or

. Having an additional assurance practitioner reui@work performed.

If such safeguards do not reduce the threats tceeptable level, the only appropriate
action is to withdraw from, or decline, the assgmangagement.
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Interpretation 2005-01 (Revised July 2009 to confon to changes resulting from the
IESBA’s project to improve the clarity of the Code)

Application of Section 291 to Assurance Engagentbiatsare Not Financial Statement Audit or
Review Engagements

This interpretation provides guidance on the apgibien of the independence requirements
contained in Section 291 to assurance engagemieattsate not financial statement audit or
review engagements.

This interpretation focuses on the applicationessihat are particular to assurance engagements
that are not financial statement audit or reviewagements. There are other matters noted in
Section 291 that are relevant in the consideratfandependence requirements for all assurance
engagements. For example, paragraph 291.3 staésamthevaluation shall be made of any
threats the firm has reason to believe are crdatesd network firm’s interests and relationships.

It also states that when the assurance team hsgiréa believe that a related entity of such an
assurance client is relevant to the evaluationhef firm's independence of the client, the
assurance team shall include the related entitynwdaluating threats to independence and
when necessary applying safeguards. These matterswa@ specifically addressed in this
interpretation.

In an assurance engagement, the assurance praati@xpresses a conclusion designed to
enhance the degree of confidence of the intendext wsher than the responsible party about the
outcome of the evaluation or measurement of a subjatter against criteria.

Assertion-Based Assurance Engagements

In an assertion-based assurance engagement, foatewaor measurement of the subject matter
is performed by the responsible party, and theesibpatter information is in the form of an
assertion by the responsible party that is madiada to the intended users.

In an assertion-based assurance engagement ineeeend required from the responsible party,
which is responsible for the subject matter infaioraand may be responsible for the subject
matter.

In those assertion-based assurance engagements thieeresponsible party is responsible for
the subject matter information but not the subjaetiter, independence is required from the
responsible party. In addition, an evaluation shallmade of any threats the firm has reason to
believe are created by interests and relationdb@bween a member of the assurance team, the
firm, a network firm and the party responsible thog subject matter.

Direct Reporting Assurance Engagements

In a direct reporting assurance engagement, theaas=s practitioner either directly performs
the evaluation or measurement of the subject matterobtains a representation from the
responsible party that has performed the evaluaifomeasurement that is not available to the
intended users. The subject matter informatiorrasided to the intended users in the assurance
report.

In a direct reporting assurance engagement indepeerds required from the responsible party,
which is responsible for the subject matter.
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Multiple Responsible Parties

In both assertion-based assurance engagementsracidreporting assurance engagements there
may be several responsible parties. For exampleasaarance practitioner may be asked to
provide assurance on the monthly circulation dtetisof a number of independently owned
newspapers. The assignment could be an assertsed ssurance engagement where each
newspaper measures its circulation and the statiate presented in an assertion that is available
to the intended users. Alternatively, the assigrimmuld be a direct reporting assurance
engagement, where there is no assertion and theyeommay not be a written representation
from the newspapers.

In such engagements, when determining whether neisessary to apply the provisions in
Section 291 to each responsible party, the firm ek into account whether an interest or
relationship between the firm, or a member of tegusance team, and a particular responsible
party would create a threat to independence thawtidrivial and inconsequential in the context
of the subject matter information. This will takea account:

. The materiality of the subject matter informatiasr (he subject matter) for which the
particular responsible party is responsible; and

. The degree of public interest that is associated thie engagement.

If the firm determines that the threat to indepemgecreated by any such relationships with a
particular responsible party would be trivial andansequential it may not be necessary to apply
all of the provisions of this section to that resgible party.

Example

The following example has been developed to dematesthe application of Section 291. It is
assumed that the client is not also a financiakstant audit or review client of the firm, or a
network firm.

A firm is engaged to provide assurance on the tptalen oil reserves of 10 independent

companies. Each company has conducted geogrammdakngineering surveys to determine

their reserves (subject matter). There are eslteddlisriteria to determine when a reserve may be
considered to be proven which the assurance poasitdetermines to be suitable criteria for the

engagement.
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The proven reserves for each company as at Dece3tihp20X0 were as follows:

Proven oil reserves

thousands of barrels
Company 1 5,200
Company 2 725
Company 3 3,260
Company 4 15,000
Company 5 6,700
Company 6 39,126
Company 7 345
Company 8 175
Company 9 24,135
Company 10 9,635
Total 104,301

The engagement could be structured in differingsvay
Assertion-Based Engagements

Al Each company measures its reserves and prowadesssertion to the firm and to
intended users.

A2 An entity other than the companies measuresdberves and provides an assertion to
the firm and to intended users.

Direct Reporting Engagements

D1 Each company measures the reserves and provlesfirm with a written
representation that measures its reserves agamsstablished criteria for measuring
proven reserves. The representation is not avaitahthe intended users.

D2 The firm directly measures the reserves of sofitee companies.
Application of Approach

Al Each company measures its reserves and prowadesassertion to the firm and to
intended users.

There are several responsible parties in this emgegt (companies 1-10). When determining
whether it is necessary to apply the independermasmons to all of the companies, the firm may
take into account whether an interest or relatigns¥ith a particular company would create a
threat to independence that is not at an accegel®é This will take into account factors such as
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. The materiality of the company’s proven reserveseiation to the total reserves to be
reported on; and

. The degree of public interest associated with tigagement. (Paragraph 291.28.)

For example Company 8 accounts for 0.17% of thal togserves, therefore a business
relationship or interest with Company 8 would ceelatss of a threat than a similar relationship
with Company 6, which accounts for approximatelys34 of the reserves.

Having determined those companies to which the peddence requirements apply, the
assurance team and the firm are required to bepemtent of those responsible parties that
would be considered to be the assurance clienagpaph 291.28).

A2 An entity other than the companies measuresdberves and provides an assertion to
the firm and to intended users.

The firm shall be independent of the entity thabswres the reserves and provides an assertion
to the firm and to intended users (paragraph 291Tlat entity is not responsible for the subject
matter and so an evaluation shall be made of areath the firm has reason to believe are
created by interests/relationships with the paesponsible for the subject matter (paragraph
291.19). There are several parties responsiblettier subject matter in this engagement
(Companies 1-10). As discussed in example Al abibnefirm may take into account whether
an interest or relationship with a particular compwaould create a threat to independence that is
not at an acceptable level.

D1 Each company provides the firm with a repredemtahat measures its reserves against
the established criteria for measuring proven keser The representation is not
available to the intended users.

There are several responsible parties in this egagt (Companies 1-10). When determining
whether it is necessary to apply the independermasions to all of the companies, the firm may
take into account whether an interest or relatigns¥ith a particular company would create a
threat to independence that is not at an accegel®é This will take into account factors such as

. The materiality of the company’s proven reserveseiation to the total reserves to be
reported on; and

. The degree of public interest associated with ttgagement. (Paragraph 291.28).

For example, Company 8 accounts for 0.17% of tkeres, therefore a business relationship or
interest with Company 8 would create less of aahtigan a similar relationship with Company 6
that accounts for approximately 37.5% of the reserv

Having determined those companies to which the peddence requirements apply, the
assurance team and the firm shall be independethiose responsible parties that would be
considered to be the assurance client (paragrapl2@P

D2 The firm directly measures the reserves of sofitee companies.
The application is the same as in example D1.
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PART C—PROFESSIONAL ACCOUNTANTS IN BUSINESS

[Deleted by the NZAuASB].
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DEFINITIONS

In this Code of Ethics for Assurance Practitionettse following expressions have the
following meanings assigned to them:

Acceptable level A level at which a reasonable and informed thirdypeould be likely
to conclude, weighing all the specific facts andwmstances availab
to the assurance practitionat that time, that compliance with t
fundamental principles is not compromised.

Advertising The communication to the public of information astlie services ¢
skills provided by assurance practitionawnith a view to procurin
assurance busine

[NZ] Assurance An entity in respect of which a firm conducts answance
client engagement.

Assurance An engagement in which an assurance practitioeepresses

engagement conclusion designed to enhance the degree of @nde of the
intended usersther than the responsible party about the outcoh
the evaluation or measurement of a subject mag@&nat criteria.

(For guidance on assurance engagements see Explataiide Aul
Overview of Auditing and Assurance Standawdsch describes th
elements and objectives of an assurance engagemnentdentifies
engagements to which International Standards onitidgd (New
Zealand) (ISAs (NZ)), Review Standard 1 (RS$-1pternationa
Standard on Review Engagements (New Zealand) (I¥), New
Zealand Standard on Review Engagements (NZ SR&)nternatione
Standards on Assurance Engagements (New Zeala®AE$l (NZ))

apply.)

[NZ] Assurance A person or an orgarason, whether in public practice, indust
practitioner commerce or the public sector, appointed or engdgedndertake
assurance engagements.

[NZ] Assurance Comprise of any assurance engagements performegzh lgssuranc
services practitioner.
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team

Audit client

Audit engagement

Audit team
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(@ All members of the engagement team for the assai
engagement;

(b) All others within a firm who can directly influendbe outcome
of the assurance engagement, including:

(i) those who recommend the compensation of, or whaigbe
direct supervisory, management or other oversighthe
assurance engagement partner in connection with
performance of the assurance engagement inclutiioge
at all successively senior levels above the engagt
partner through to the individual who is the firngenior o1
Managing Partner (Chief Executive or equivalent);

(i) those who povide consultation regarding technical
industry specific issues, transactions or events tfe
assurance engagement; and

(i) those who provide quality control for the assure
engagement, including those who perform the engegt
quality control review for the assurance engagement

An entity in respect of which a firm conducts ardiaitengagemen
When the client is a FMC reporting entitgudit client will always
include its related entities. When the audit cliestnot a FMC
reporting entity audit client includes those related entities avbich
the client has direct or indirect cont

the

A reasonable assurance engagame&hich an assurance practitioner

expresses an opinion whether financial statemeetprepared, in all
material respects (or give a true and fair vievara presented fairly, |

all material respects,), in accordance with an iagple financia

reporting framework, such as an engagement condluctaccordanc

with Internatonal Standards on Auditing (New Zealand). Thisudels

a Statutory Audit, which is an audit required bgistation or othe

regulation.

(@ All members of the engagement teanthfe audit engagement;

(b) All others within a firm who cadirectly influence the outcorn
of the audit engagement, including:

() Those who recommend the compensation of, or
provide direct supervisory, management or othersghkt

of the engagement partner in connection with the

performance of the audit engagement including tlabssl
successively senior levels above the engagemerep
through to the individual who is the firm's Senior
Managing Partner (Chief Executive or equivalent);

(i) Those who provide consultation regarding technigal
industry-specific issues, transactions or events tfte
engagement; and
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(i) Those who provide quality control for the engagety
including those who perform the engagement qu
control review for the engagement; and

(c) All those within a network firm who can directinfluence the
outcome of the audit engagem

Close family A parent, non-dependent child or sidli

Contingent fee A fee calculated on a predetermliveesis relating to the outcome of a
transaction or the result of the services performetthe firm. A fee that is
established by a court or other public authoritydsa contingent fee.

Direct financial A financial interest:

Interest - Owned directly by and under the control of an ifdixal or

entity (including those managed on a discretionbagis by
others); or

. Beneficially owned through a collective investmerghicle,
estate, trust or other intermediary over which itdividual or
entity has control, or the ability to influence @stmen
decisions.

Director or officer = Those charged with the goveg®arof an entity, or acting in an
equivalent capacity, regardless of their title.

Engagement The partner or other person in the firm who is o&sble for the

partnet: engagement and its performance, and for the repattis issued o
behalf of thefirm, and who, where required, has the approp
authority from a professional, legal or regulatbogy

Engagement quality A process designed to provide an objective evalnabn or before th
control review report is issued, of the significant juglgents the engagement te
made and the conclusions it reached in formulategepori

Engagement team All partners and staff performing the engagememd, any individuals
engaged by the firm or a network firm who perforrssuwrance
procedures on thengagement. This excludes external experts enc¢
by the firm or by a network firmThe term “engagement team” a
excludes individuals who provide directsesdance on an auc
engagementvhen the external auditor complies with the requiats
of ISA (NZ) 610 (Revised 2013), Using the Work of Inter
Auditors12

11 Engagement partner: should be read as referritiieio public sector equivalents where relevant.

12 ISA (NZ) 610 (Revised 2013) establishes limits loa tise of direct assistance. It also acknowletlgas
the external auditor may be prohibited by law gutation from obtaining direct assistance fromiin&
auditors. Therefore, the use of direct assistéoestricted to situations where it is permitted.
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Existing accountant An accountant currently holding an audit appointthr@ncarrying ou

External expert

Financial interest

Financial
statements

Financial
statements on
which the firm will
express an opinion

Firm

FMC reporting
entity

Historical financial
information

Immediate family

accounting, taxation, consulting or similar noneaiaaceservices for i
client.

An ingidual (who is not a partner or a member of thefg@ssiona
staff, including temporary staff, of the firm or reetwork firm) or
organisation possessing skills, knowledge and éxpez in a fielc
other than accounting or auditing, whose work iat teld is used tc
assist the assurance practitioner obtaining sufficient appropria
evidence.

An interest in an equity or other security, debesmtioan or other del
instrument of an entity, including rights and ohbligns to acquirguch
an interest and derivatives directly related tchsaterest.

A structured representation of historical financialformation,
including related notes, intended to communicateratity’s economic
resources or obligations at a point in time or¢hanges therein for
period of time in accordance with a financigboeting framework. Thi
related notes ordinarily comprise a summary of iigant accounting
policies and other explanatory information. Thenesan relate to
complete set of financial statements, but it caso akfer to a singl
financial statement, for example, a statementradrfcial position, or a
statement of revenues and expenses, and relat&hatqry note:

In the case of a single entity, the financial staats of that entity. In
the case of consolidated financial statements, r@fred to as groL
financial statements, the consolidated financetieshents.

(@ A sole practitioner, partnership or corporation emaking
assurance engagements

(b) An entity that controlssuch parties, through ownersh
management or other means; and

(c) An entity controlled by such parties, through ovemgp,
management or other means.

A FMC reporting entity as defined in section 451tbé Financial
Markets Conduct Act 2013.

Information expressed in financial terms in relatim a particula
entity, derived primarily from that entity’s accding system, abot
economic events occurring in past time periods myua economit
conditions or circumstances at points in time & pas

A spouse (or equivalent) or depmsrid
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Independence is:

(@ Independence of mind the state of mind that permits t
expression of a conclusion without being affectgdrfluences
that compromise professional judgemetitereby allowing a
individual to act with integrity, and exercise ofijeity and
professional scepticism

(b) Independence in appearancethe avoidance of facts al
circumstances that are so significant that a resdsenanc
informed third party would be likely to concludegighing all
the specific facts and circumstances, that a firorsa menber of
the audit or assurance team’s, integrity, objectivity
professional scepticism has been compromised.

A financial interest beneficially owned throughallective investmen
vehicle, estate, trust or other intermediary ovhrci the individual or
entity has no control or ability to influence intreent decisions.

The engagement partner, the idwdal responsible for the engagement
quality control review, and other audit partnerf,any, on the
engagement team who make key decisions or judgsment
significant matters with respect to the audit & flmancial satement:
on which the firm will express an opinion. Depergdinpon the
circumstances and the role of the individuals @nahdit, “other audit
partners” may include, for example, audit partnezsponsible fo
significant subsidiaries or divisions.

[NZ] Key assurance The engagement partner, the individual responéislthe engagement

partner

Listed entity

Network

Network firm

[NZ] Offer
document

Office

quality control review, and other assurance pastndrany, on the
engagement team who make key decisions or judgement
significant matters with respect to assurance engageme

Deleted by the NZAuA%B

A larger structure:
(@) That is aimed at co-operation; and

(b) That is clearly aimed at profit or cost sharingshares commo
ownership, control or management, common quatibntrol
policies and procedures, common business stratbgylse of
common brandrame, or a significant part of professio
resource:

A firm or entity that belongs to a metrk.

A document, such as a pradudisclosure statement or a disclos
document, required by legislation to be preparedabyentitywhen
financial products are offered to the public.

A distinct sub-group, whether organised geographical or practit
lines.
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[Deleted by the NZAuA$B

[Deleted by the NZAUAEB

[Deleted by the NZAUAEB

Professional An activity requiring accountancy or related skilladertaken by a
assurance practitioner, including accounting, &uglit taxation,
management consulting, and financial management.

activity

Professional
services

Professional activities performed for clients.

[NZ] Public benefit A reporting entity whose primary objective is toopide goods or
services for community or social benefit and whany equity ha
been provided with a view to supporting that priynabjective rathe
than for a financial returto equity holder:

entity

[NZ] Public interest
entity

Related entity

Any for-profit entity that is required or chooses tteport in
accordance with Tier 1 under XRB %&land

Any other public benefit entity that applies the full financi:
reporting standards.

An entity that has any of the foliogvrelationships with the client:

(@)
(b)

(©)
(d)

(€)

An entity that has direct or indirect control ovbe client if the
client is material to such entity;

An entity with a direct financial interest in thikent if that entity
has significant influence over the client and theerest in the
client is material to such entity;

An entity over which the client has direct ndirect control;

An entity in which the client, or an entity relatéa the clien
under (c) above, has a direct financial interestt thives it
significant influence over such entity and the iegt is materis
to the client and its related entity in (c); and

An entity which is under common control withetlclient (a
“sister entity”) if the sisteentity and the client are both mate
to the entity that controls both the client andesigntity.

13 XRB A1 Application of Accounting Standards.

14 XRB Al for Tier 1 public benefit entities will onlge finalised in 2014/2015. It is the intentiortloé
NZAUASB that all Tier 1 entities will meet the deion of a public interest entity, or the purposéshis

standard.
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An entity in respect of which a ficanducts a review engagement.

An assurance engagement, conducted in accordestbe Review
Standard 1 (RS 1), International Standard on Reuswagements
(New Zealand) 2400 or New Zealand Standard on Re
Engagements 2410, in which an assurance practitiorpresses a
conclusion on whether, on the basis of the proedwhich donot
provide all the evidence that would be requirecaimaudit, anythin
has come to the assurance practitisnettention that causes t
assurance practitiong@o believe that the financial statements are
prepared, in all material respects, in @dance with an applicab
financial reporting framework.

(@ All members of the engagement team for the reviegagement
and

(b) All others within a firm who can directly influendbe outcome
of the review engagement, including:

(i) Those who recommend the compensation of, or who

provide direct supervisory, management or othersglt

of the engagement partner in connection with the

performance of the review engagement including ehat
all successively senior levels above the engagepeeiter
through to the individual who is the firm's Senior
Managing Partner (Chief Executive or equivalent);

(i) Those who provide consultation regarding technioa
industry specific issues, transactions or events tfee
engagement; and

(i) Those who provide quality control for the engagem
including those who perform the engagement qu
control review for the engagement; and

(c) All those within a network firm who can directlyfimence the
outcome of the review engagement.

Financial statements prepared in accordance withaacial reporting

financial statementsframework designed to meet the financial informatioeeds o

specified user

Those charged with The person(s) or organisation(s) (for example, gpam@ate trustee)

governance

with responsibility for overseeing the strategicedtion of the entit
and obligations related to the accountability & émtity. This include
overseeing the financial reporting procedsor some entities, tho:
charged with goverance may include management personnel
example, executive members of a governance boam mivate o
public sector entity, or an owner-manager.

131



PES 1 (Revised)

EFFECTIVE DATE

The Code is effective on 1 January 2014; early adiops permitted. Jote: For the effective
dates of paragraphs changed or added by an Amen@itamndard see the History of
Amendments].

The Code is subject to the following transitionad\psions:
Public Interest Entities

1. Section 290 and 291 of the Code contains aatditiindependence provisions when
the assurance client is a public interest entitye &dditional provisions that are applicable
because of the new definition of a public interastity or the guidance in paragraph 290.26
or NZ291.3.2 are effective on 1 January 2015. Fartngr rotation requirements, the
transitional provisions contained in paragraphsa@ & below apply.

Partner Rotation

NZ2. For a partner who is subject to the rotationvisions in paragraph 290.151 or

NZ291.139.1 because the partner meets the defiraisthe new term “key audit partner,” or

“key assurance partner” and the partner is noetigagement partner, the rotation provisions
are effective for assurance engagements for yesgisiting on or after 1 January 2015. For
example, in the case of an audit client with arudde year-end, a key audit partner, who is
not the engagement partner, who had served as audypartner for seven or more years
(that is, the audits of 2006 — 2013), would be neglto rotate after serving for one more

year as a key audit partner (that is, after cormgdhe 2014 audit).

NZ3. For an engagement partner who immediatelyr gnoassuming that role served in
another key audit partner role or key assuranctngarole for the client, and who, at the
beginning of the first fiscal year beginning onafter 1 January 2014, had served in that role
of the engagement partner for six or fewer yedrs, rotation provisions are effective for
assurance engagements for years beginning onesrlaftanuary 2015. For example, in the
case of an audit client with a calendar year-emgriner who had served the client in another
key audit partner role for four years (that is, #uglits of 2005-2008) and subsequently as the
engagement partner for five years (that is, thetsuwaf 2009-2013) would be required to
rotate after serving for one more year as the eslgagt partner (that is, after completing the
2014 audit).

Non-assurance services

4. Paragraphs 290.156-290.219 address the prowdioron-assurance services to an
audit or review client. If, at the effective datetbe Code, services are being provided to an
audit or review client and the services were pesibise under Professional and Ethical

Standard 2 but are either prohibited or subjecestrictions under the revised Code, the firm
may continue providing such services only if thegrevcontracted for and commenced prior
to 1 January 2014, and are completed before 12Dily.

Fees — Relative Size

5. Paragraph 290.222 provides that, in respeat afudit or review client that is a public
interest entity, when the total fees from thatmdliand its related entities (subject to the
considerations in paragraph 290.27) for two conpelyears represent more than 15% of
the total fees of the firm expressing the opiniontloe financial statements, a pre- or post-
issuance review (as described in paragraph 290.822)e second year’'s audit shall be
performed. This requirement is effective for audis reviews of financial statements
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covering years that begin on or after 1 January 2Gbr example, in the case of an audit
client with a calendar year end, if the total féesn the client exceeded the 15% threshold
for 2014 and 2015, the pre- or post-issuance revieunld be applied with respect to the
audit of the 2015 financial statements.

Compensation and Evaluation Policies

6. Paragraph 290.229 provides that a key audith@arshall not be evaluated or
compensated based on that partner’s successimgsetin-assurance services to the partner’s
audit or review client. This requirement is effgetion 1 January 2015. A key audit partner
may, however, receive compensation after Janua915 based on an evaluation made prior
to January 1, 2015 of that partner’s success imgeaton-assurance services to the audit or
review client.

Conflicts of Interest

NZ7. Section 220 deals with Conflicts of IntereStection 220 is effective on 1 July 2014.
Early adoption is permitted.

Breach of a Provision

NZ8. Paragraphs 290.39-290.49 and NZ291.33-NZ29%do#8&in provisions with which an
assurance practitioner shall comply if the asswgm@actitioner identifies a breach of an
independence provision. These paragraphs aretieffean 1 April 2014. Early adoption is
permitted.

WITHDRAWAL OF PES 1 AND PES 2

This standard supersedes PEBEthical Standards for Assurance Practition€es issued in
July 2011) and PESIAdependence in Assurance Engagem@ssssued in July 2011).
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ACCOMPANYING ATTACHMENT: CONFORMITY TO THE INTERNAT  IONAL
AND AUSTRALIAN CODE OF ETHICS

This conformity statement accompanies but is ndt@aPES 1 (Revised).

PES 1 (Revised) incorporates Part A and B of theleCof Ethics for Professional
Accountants issued by the International Ethics &ants Board of Accountants published by
the International Federation of Accountants (IFAC).

The principles and requirements of PES 1 are ctamgisvith the IFAC Code except for the
following:

The addition of a scope and application sectioBS B (Revised) has a narrower scope
and is meant to apply to all assurance practit®mappointed or engaged to perform an
assurance engagement. The IFAC Code applies pocdéissional accountants. Part B
of the IFAC Code applies to professional accoustanpublic practice.

PES 1 (Revised) refers to assurance practitionévsreas the IFAC Code refers to
professional accountants. Section 238cond Opiniondhas been deleted by the
NZAUASB as it does not relate to assurance engagesmeart C of the IFAC Code,
that applies to professional accountants in busites not been included in PES 1
(Revised);

The addition of paragraphs and definitions prefiesdNZ in PES 1 (Revised). The
additional definitions are of assurance servicesu@nce practitioner, FMC reporting
entity, key assurance partner, offer document anipbenefit entity;

PES 1 (Revised) tailors the following IFAC definégerms in the New Zealand
environment: assurance client, assurance teamubiat nterest entity;

NZ210.12.1 requires an assurance practitioner whasked to replace an existing or
former assurance practitioner to make enquirieshefexisting or former assurance
practitioner of whether there are any reasons foir accepting the engagement.
NZ210.12.1 requires the assurance practitionereirte an appointment, where the
client has not given permission for the existinguaance practitioner to discuss the
client’s affairs with the proposed assurance ptiacier. The IFAC Code lists this as a
safeguard to be applied when necessary to elimiaayethreat or reduce them to an
acceptable level.

NZ220.10.1 requires the assurance practitioneisclase the nature of the conflict of
interest and the related safeguards applied toirediie the threat or reduce it to an
acceptable level to all clients or potential clgermffected by the conflict. It also
requires the assurance practitioner to obtain libats consent to perform the assurance
services when safeguards are applied. The IFACeCsidtes that disclosure is
generally necessary.

NZ220.14 requires an assurance practitioner tondeage from the relevant assurance
engagement if adequate disclosure to the clieatadnflict of interest is restricted as a
result of confidentiality requirements. The IFAGde allows the engagement to
proceed in limited circumstances.

Independence requirements

Section 290 describes the independence requirenfentaudits and reviews of
historical financial information. NZ2901.1 exterttie scope of section 290 to cover all
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assurance engagements in relation to an offer decunf a FMC reporting entity in
respect of historical financial information, prospee or pro-forma financial
information or a combination of these.

For the purposes of the IFAC Code and the Austrdliade of Ethics for Professional
Accountants, public interest entities (PIE) includdisted entity, an entity defined by
regulation or legislation as a public interest tgntir an entity for which the audit is
required by regulation or legislation to be conddcin compliance with the same
independence requirements that apply to the a@itigted entities.

The Australian Code of Ethics for Professional Agctants also requires firms to
determine whether to treat additional entities @slip interest entities and lists entities
in Australia which will generally be considereda® public interest entities.

For the purposes of PES 1 (Revised), public intemesities include:

. Any for-profit entity that is required or choosesreport in accordance with Tier
1 under XRB A% and

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

NZ290.11.1 and NZ291.10.1 requires that when amrasse practitioner identifies
multiple threats to independence, which individgathay not be significant, the
assurance practitioner shall evaluate the sigm@eaof those threats in aggregate and
apply safeguards to eliminate or reduce them tacaeptable level in aggregate.

NZ290.146 specifically prohibits a firm from prownd audit services to an entity if the
partner or employee of the firm serves as an afficalirector, liquidator or receiver in
respect of the property of the client or in a samiiole.

Unless strict requirements are met, the Australtande prohibits the provision of
accounting and bookkeeping services and prepaaxglculations for audit clients
which are Public Interest Entities, even in emecgesituations. The IFAC Code and
PES 1 allow for this in emergency situations only.

NZ290.220.1 and NZ291.151.1 emphasises that amaassupractitioner shall decline
or withdraw from an engagement where the total fems the client represent a large
proportion of the total fees of the firm and saf@gis have not eliminated or reduced
the threats to an acceptable level.

In some instances the independence requiremesection 290 are more stringent than
those in section 291. The following more stringeeguirements have been added to
section 291 in PES 1 (Revised):

0 The IFAC Code proposes to include an abbreviatesioe of the requirements to
address a breach of a requirement of the Code. 9N33-44 includes the
detailed requirements proposed for section 290.

0  Additional guidance on temporary staff assignmeadsit relates to assurance
engagements that are not audit or reviews hasdmaed. (NZ2291.131.1).

15

16

XRB Al Application of Accounting Standards.

XRB Al for Tier 1 public benefit entities will onllye finalised in 2014/2015. It is the intentiontlod
NZAUASB that all Tier 1 entities will meet the dafion of a public interest entitipr the purposes of this
standard.
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In addition, the following more stringent requiramtefor assurance clients, that are not
audit or review clients, that are PIEs have beeteddo section 291:

o

Impose a 7 year rotation period and a 2 year siamdh period on key assurance
partners for assurance clients that are PIEs. (N239.1-5)

Prohibit the provision of valuation services towasice clients that are PIEs if
the valuation is material to the subject mattemdmnch the firm will express an
opinion. (NZ291.150.1)

Prohibit the provision of IT system services invunly the design or
implementation of the IT systems that form a sigaift part of the internal
control over the subject matter or generate infdionathat is significant to the
subject matter information to assurance clientsdnaPIEs. (NZ291.150.2)

Prohibit the provision of recruiting services foeyk positions able to exert
significant influence over the subject matter dbjeat matter information of the
engagement to assurance services that are PIER9(INISO0.3)

Require a pre- or post- issuance review where fetsd from an assurance client
that is a PIE represent more than 15% of the totakived by the firm.
(NZ291.152.1)

Paragraph NZ291.27.1 creates an exception to tdependence requirements for
public interest entities in section 291 in limiteidcumstances where the report includes
restriction on use and distribution. This is sanito the exception allowed for in

section 290 in the IFAC Code and has been addsedtion 291 in PES 1 (Revised)
because the public interest entity requirementrdes] above have been added to
section 291.
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