ISA 600 marked up to ISA (NZ) 600

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

deleted text struck through.

This document has been prepared by staff for information purposes only.
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Introduction
Scope of this ISA_(NZ)

1.  The International Standards on Auditing (New Zealand) (ISAs_(NZ)) apply to group
audits. This ISA_(NZ) deals with special considerations that apply to group audits, in
particular those that involve component auditors.

2. An auditor may find this ISA_(NZ), adapted as necessary in the circumstances, useful
when that auditor involves other auditors in the audit of financial statements that are
not group financial statements. For example, an auditor may involve another auditor to
observe the inventory count or inspect physical fixed assets at a remote locati

| 3. A component auditor may be required by statute, regulation or for another re , to
express an audit opinion on the financial statements of a compon@gt. The group
engagement team may decide to use the audit evidence on which the i
the financial statements of the component is based to provide du ce for the
‘ group audit, but the requirements of this ISA Mneverthele. ef: Para. Al)
4. In accordance with ISA (NZ) 220," the group engagemént pastnef is required to be
satisfied that those performing the group audit en t, including component

auditors, collectively have the appropriate compgtegcé\and capabilities. The group
engagement partner is also responsible for the di w sUpervision and performance

of the group audit engagement.
5. The group engagement partner applies theﬁ%eY nts of ISA (NZ) 220 regardless of
C

whether the group engagement team or% ompanent auditor performs the work on the

financial information of a component. A (NZ) assists the group engagement
partner to meet the requirements o Z) 220 where component auditors perform
work on the financial informati omiponents.

6.  Audit risk is a function of material misstatement of the financial statements

and the risk that the au@iteg Wikl not detect such misstatements.? In a group audit, this
includes the risk t t ponent auditor may not detect a misstatement in the
financial inform component that could cause a material misstatement of the
nts, and the risk that the group engagement team may not
detect thi ent. This ISA_(Nz) explains the matters that the group
engagemenkl(h considers when determining the nature, timing and extent of its
invo ent ipthe risk assessment procedures and further audit procedures performed
onent auditors on the financial information of the components. The

this involvement is to obtain sufficient appropriate audit evidence on which
2 the audit opinion on the group financial statements.

Effective Date

7. This ISA (NZ) is effective for audits of group financial statements for periods
beginning on or after 1 September, 2011.

! ISA (NZ) 220, “Quality Control for an Audit of Financial Statements,” paragraphs 14 and 15.

2 ISA (NZ) 200, “Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance
with International Standards on Auditing (New Zealand),” paragraph A32.
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The objectives of the auditor are:

To determine whether to act as the auditor of the group financial statements; and

Objectives
8.
(a)
(b)

9

If acting as the auditor of the group financial statements:

(1) To communicate clearly with component auditors about the scope and
timing of their work on financial information related to components and
their findings; and

(i) To obtain sufficient appropriate audit evidence regarding the financial

information of the components and the consolidation process t ess an
opinion on whether the group financial statements are pyepared,Nip all
material respects, in accordance with the applicable fipangial reporting

framework.

Definitions Q
. For purposes of the ISAs_(NZ), the following terms have eanings attributed

below:

(@)

(b)

(©)

(d)

(€)

(h

(i)

Component — An entity or business activity f@ ich group or component
management prepares financial informatign 'that sfiould be included in the group
financial statements. (Ref: Para. A2-A4)

Component auditor — An auditor who, ‘ag the request of the group engagement
team, performs work on financial™gformation related to a component for the
group audit. (Ref: Para. A7)

Component managemen ment responsible for preparing the financial

information of a co en rseen by those charged with governance of the
component.

Component t

group en t team.

The materiality for a component determined by the

h& components whose financial information is included in the

audit — The audit of group financial statements.
up audit opinion — The audit opinion on the group financial statements.

Group engagement partner — The partner or other person in the firm who is
responsible for the group audit engagement and its performance, and for the
auditor’s report on the group financial statements that is issued on behalf of the
firm. Where joint auditors conduct the group audit, the joint engagement
partners and their engagement teams collectively constitute the group
engagement partner and the group engagement team. This ISA_(NZ) does not,
however, deal with the relationship between joint auditors or the work that one
joint auditor performs in relation to the work of the other joint auditor.

Group engagement team — Partners, including the group engagement partner,
and staff who establish the overall group audit strategy, communicate with
component auditors, perform work on the consolidation process, and evaluate



10.

11.

Requirements
Responsibility Q
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the conclusions drawn from the audit evidence as the basis for forming an
opinion on the group financial statements.

(1) Group financial statements — Financial statements that include the financial
information of more than one component. The term “group financial statements”
also refers to combined financial statements aggregating the financial information
prepared by components that have no parent but are under common control.

(k) Group management — Management responsible for preparing the group financial
statements.

() Group-wide controls — Controls designed, implemented and maintained over
group financial reporting.

(m) Significant component — A component identified by the group ement’team
(i) that is of individual financial significance to the group, or (i ue to its
specific nature or circumstances, is likely to include signific of material
misstatement of the group financial statements. (Ref: Par)

Reference to “the applicable financial reporting framéwork%wmeans the financial

reporting framework that applies to the group financi ments. Reference to “the

consolidation process” includes:
(@ The recognition, measurement, presen disclosure of the financial
g 0

th

information of the components in t ancial statements by way of
consolidation, proportionate conso ion, the equity or cost methods of
accounting; and

(b) The aggregation in combined{§inan¢ial statements of the financial information of
components that have nogare re under common control.

The group eng tner is responsible for the direction, supervision and
up audit engagement in compliance with professional standards

e
and regulatory requirements, and whether the auditor’s report that

engagement partner’s or the group engagement partner’s firm’s responsibility
group audit opinion. (Ref: Para. A8-A9)

Acceptance and Continuance

| 12.

In applying ISA (NZ) 220, the group engagement partner shall determine whether
sufficient appropriate audit evidence can reasonably be expected to be obtained in
relation to the consolidation process and the financial information of the components
on which to base the group audit opinion. For this purpose, the group engagement
team shall obtain an understanding of the group, its components, and their

¥ ISA(NZ) 220, paragraph 15.



13.

Terms of Engagement

15.

16.

Understa the
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environments that is sufficient to identify components that are likely to be significant
components. Where component auditors will perform work on the financial
information of such components, the group engagement partner shall evaluate whether
the group engagement team will be able to be involved in the work of those
component auditors to the extent necessary to obtain sufficient appropriate audit
evidence. (Ref: Para. A10-A12)

If the group engagement partner concludes that:

(@ it will not be possible for the group engagement team to obtain sufficient
appropriate audit evidence due to restrictions imposed by group management or
those charged with governance of the group; and

(b) the possible effect of this inability will result in a disclaimer o@ the

group financial statements,*

the group engagement partner shall either:

(@) in the case of a new engagement, not accept the engage oryin the case of a
continuing engagement, withdraw the engagement, whe pdrawal is possible
under applicable law or regulation; or

(b) where law or regulation prohibits an auditgr frégn™declining an engagement or
where withdrawal from an engagem \ otherwise possible, having

cial, statements to the extent possible,
| statements. (Ref: Para. A13-A19)

performed the audit of the group fi
disclaim an opinion on the group firfan

The group engage
develop a grou

in accordance with ISA (NZ) 300.°

partner shall review the overall group audit strategy and group

la

roup, Its Components and Their Environments

eNaudlitor is required to identify and assess the risks of material misstatement
hrough “obtaining an understanding of the entity and its environment.”. The group
ngagement team shall:

a) Enhance its understanding of the group, its components, and their environments,
including group-wide controls, obtained during the acceptance or continuance
stage; and

*ISA (NZ) 705, “Modifications to the Opinion in the Independent Auditor’s Report.”
> ISA(NZ) 210, “Agreeing the Terms of Audit Engagements.”.

ISA (NZ) 300, “Planning an Audit of Financial Statements”, paragraphs 7-12.
ISA (NZ) 315 “Identifying and Assessing the Risks of Material Misstatement through Understanding the

Entity and Its Environment.”



18.
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(b) Obtain an understanding of the consolidation process, including the instructions
issued by group management to components. (Ref: Para. A23-A29)
The group engagement team shall obtain an understanding that is sufficient to:
(@  Confirm or revise its initial identification of components that are likely to be significant; and

(b) Assess the risks of material misstatement of the group financial statements,
whether due to fraud or error.® (Ref: Para. A30-A31)

Understanding the Component Auditors

19.

20.

If the group engagement team plans to request a component auditor to perform work
on the financial information of a component, the group engagement team's btain
an understanding of the following: (Ref: Para. A32-A35)

(@) Whether the component auditor understands and will co ithSifie ethical
requirements that are relevant to the group audit In pParticular, is
independent; (Ref: Para. A37)

(b) The component auditor’s professional competence; (Ref: Para=A38)

involved in the work of
ptain sufficient appropriate

() Whether the group engagement team will be at
the component auditor to the extent necesg
audit evidence; and

(d) Whether the component auditor @v a regulatory environment that
. A36)

actively oversees auditors. (Ref: Para

If a component auditor does not megt th
to the group audit, or the group_eng
matters listed in paragraph
sufficient appropriate au

component without reque
financial informatio

ndependence requirements that are relevant
t team has serious concerns about the other
, the group engagement team shall obtain
idenee relating to the financial information of the
at component auditor to perform work on the
ponent. (Ref: Para. A39-A41)

Materiality
21. The groupgn team shall determine the following: (Ref: Para. A42)
(@ Materi or the group financial statements as a whole when establishing the

Q erall group audit strategy.

IThin the specific circumstances of the group, there are particular classes of
ransactions, account balances or disclosures in the group financial statements
for which misstatements of lesser amounts than materiality for the group
financial statements as a whole could reasonably be expected to influence the
economic decisions of users taken on the basis of the group financial statements
the materiality level or levels to be applied to those particular classes of
transactions, account balances or disclosures.

(c) Component materiality for those components where component auditors will
perform an audit or a review for purposes of the group audit. To reduce to an
appropriately low level the probability that the aggregate of uncorrected and

8

ISA (NZ) 315.



Responding to Assessed Risks
24,

22.

23.

25.
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undetected misstatements in the group financial statements exceeds materiality
for the group financial statements as a whole, component materiality shall be
lower than materiality for the group financial statements as a whole. (Ref: Para.
A43-Ad44)

(d) The threshold above which misstatements cannot be regarded as clearly trivial to
the group financial statements. (Ref: Para. A45)

Where component auditors will perform an audit for purposes of the group audit, the
group engagement team shall evaluate the appropriateness of performance materiality
determined at the component level. (Ref: Para. A46)

If a component is subject to audit by statute, regulation or other reason, a group

engagement team decides to use that audit to provide audit evidence, for the group
audit, the group engagement team shall determine whether: x)

(@) materiality for the component financial statements as a wh

(b) performance materiality at the component level Q
appropriate responses to

meet the requirements of this ISA (NZ).

The auditor is required to design and ig o%

address the assessed risks of material misStatement of the financial statements.’
The group engagement team shall determﬁ% pe of work to be performed by the
group engagement team, or the compgpent adeitors on its behalf, on the financial
information of the components (seg pa s 26-29). The group engagement team
shall also determine the nature, timifggang.extent of its involvement in the work of the
component auditors (see paragr -81). (Ref: Para. A47)

If the nature, timing an of'the work to be performed on the consolidation
process or the financia origation of the components are based on an expectation
that group-wide cq o erating effectively, or if substantive procedures alone
cannot provide ickent=appropriate audit evidence at the assertion level, the group
engagement tea test, or request a component auditor to test, the operating

Determiningstbe Typ&ef Work to Be Performed on the Financial Information of
Compone

27.

& component that is significant due to its individual financial significance to the
group, the group engagement team, or a component auditor on its behalf, shall
perform an audit of the financial information of the component using component
materiality.

For a component that is significant because it is likely to include significant risks of
material misstatement of the group financial statements due to its specific nature or
circumstances, the group engagement team, or a component auditor on its behalf, shall
perform one or more of the following:

9

ISA (NZ) 330, “The Auditor’s Responses to Assessed Risks.”
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(@ An audit of the financial information of the component using component
materiality.

(b) An audit of one or more account balances, classes of transactions or disclosures
relating to the likely significant risks of material misstatement of the group
financial statements. (Ref: Para. A48)

(c) Specified audit procedures relating to the likely significant risks of material
misstatement of the group financial statements. (Ref: Para. A49)
Components that Are Not Significant Components

28. For components that are not significant components, the group engageme shall
perform analytical procedures at group level. (Ref: Para. A50)

29. If the group engagement team does not consider that sufficient Me audit
evidence on which to base the group audit opinion will be obtain
(@) The work performed on the financial information of sig mponents;
(b) The work performed on group-wide controls and the.consoheation process; and
(c) The analytical procedures performed at group_le
the group engagement team shall select co t that are not significant
components and shall perform, or request penent auditor to perform, one or
more of the following on the financial rmatien of the individual components
selected: (Ref: Para. A51-A53)

. An audit of the financial & fo@ﬂ of the component using component
materiality.
u

. An audit of one or m C balances, classes of transactions or disclosures.
. A review of thefi information of the component using component

materiality.
. Specified
The group e enprteam shall vary the selection of components over a period of

time. X
Involveme%'w k Performed by Component Auditors (Ref: Para. A54-A55)

Signifiga onents—Risk Assessment
307 omponent auditor performs an audit of the financial information of a
ignificant component, the group engagement team shall be involved in the
mponent auditor’s risk assessment to identify significant risks of material
misstatement of the group financial statements. The nature, timing and extent of this
involvement are affected by the group engagement team’s understanding of the
component auditor, but at a minimum shall include:

(a) Discussing with the component auditor or component management those of the
component’s business activities that are significant to the group;

(b) Discussing with the component auditor the susceptibility of the component to
material misstatement of the financial information due to fraud or error; and
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(c) Reviewing the component auditor’s documentation of identified significant risks
of material misstatement of the group financial statements. Such documentation
may take the form of a memorandum that reflects the component auditor’s
conclusion with regard to the identified significant risks.

IDENTIFIED SIGNIFICANT RISKS OF MATERIAL MISSTATEMENT OF THE GROUP FINANCIAL
Statements—Further Audit Procedures

31.

32

33.

34.

35.

36.

37.

If significant risks of material misstatement of the group financial statements have
been identified in a component on which a component auditor performs the work, the
group engagement team shall evaluate the appropriateness of the furthér audit
procedures to be performed to respond to the identified significant risks aterial
misstatement of the group financial statements. Based on its understanding of the
component auditor, the group engagement team shall determi ether it is
necessary to be involved in the further audit procedures.

Consolidation Process Q
. In accordance with paragraph 17, the group engagem eam obtains an

process, including the
ents. In accordance with
)t auditor at the request of the
pess of group-wide controls if the

understanding of group-wide controls and the con
instructions issued by group management to
paragraph 25, the group engagement team, or
group engagement team, tests the operating
nature, timing and extent of the work to b on the consolidation process are
based on an expectation that group-wide controls are operating effectively, or if
substantive procedures alone canngt p ufficient appropriate audit evidence at
the assertion level.

for

The group engagement team s igh and perform further audit procedures on the
consolidation process to r. d tOythe assessed risks of material misstatement of the
afgl

group financial state from the consolidation process. This shall include
evaluating whether, nents have been included in the group financial

statements.

team shall evaluate the appropriateness, completeness and
ation adjustments and reclassifications, and shall evaluate
risk factors or indicators of possible bias exist. (Ref: Para. A56)

The group enga

accuracy @f

whether a%
If ancial information of a component has not been prepared in accordance with
counting policies applied to the group financial statements, the group
ent team shall evaluate whether the financial information of that component
Nas.been appropriately adjusted for purposes of preparing and presenting the group

financial statements.

The group engagement team shall determine whether the financial information
identified in the component auditor’s communication (see paragraph 41(c)) is the
financial information that is incorporated in the group financial statements.

If the group financial statements include the financial statements of a component with
a financial reporting period-end that differs from that of the group, the group
engagement team shall evaluate whether appropriate adjustments have been made to
those financial statements in accordance with the applicable financial reporting
framework.
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Subsequent Events

38.

39.

Where the group engagement team or component auditors perform audits on the
financial information of components, the group engagement team or the component
auditors shall perform procedures designed to identify events at those components that
occur between the dates of the financial information of the components and the date of
the auditor’s report on the group financial statements, and that may require adjustment
to or disclosure in the group financial statements.

Where component auditors perform work other than audits of the financial
information of components, the group engagement team shall request the component
auditors to notify the group engagement team if they become aware of equent

events that may require an adjustment to or disclosure in the group fi ial
statements. &)

Communication with the Component Auditor

40.

41.

the use to be made of that work, and the form and co the component auditor’s
communication with the group engagement team. A57, A58, A60) It shall also
include the following:

(@ A request that the component auditz@ e context in which the group
th

The group engagement team shall communicate its requireo he component
auditor on a timely basis. This communication shall set aut theNagork to be performed,
. ra.

engagement team will use the work e camponent auditor, confirms that the
component auditor will coopera
A59)

group engagement team. (Ref: Para.

(b) The ethical requirement evant to the group audit and, in particular,

the independence req

(c) Inthe case of an 3
component maté
particular cldsse
threshold.ab
group fi i

(d) Identri ignificant risks of material misstatement of the group financial

tements; due to fraud or error, that are relevant to the work of the component
itor. The group engagement team shall request the component auditor to
communicate on a timely basis any other identified significant risks of material
isstatement of the group financial statements, due to fraud or error, in the
component, and the component auditor’s responses to such risks.

ew of the financial information of the component,

, If applicable, the materiality level or levels for

ransactions, account balances or disclosures) and the

which misstatements cannot be regarded as clearly trivial to the
tements.

e) A list of related parties prepared by group management, and any other related
parties of which the group engagement team is aware. The group engagement
team shall request the component auditor to communicate on a timely basis
related parties not previously identified by group management or the group
engagement team. The group engagement team shall determine whether to
identify such additional related parties to other component auditors.

The group engagement team shall request the component auditor to communicate
matters relevant to the group engagement team’s conclusion with regard the group
audit. Such communication shall include: (Ref: Para. A60)

10



ISA 600 marked up to ISA (NZ) 600

(@ Whether the component auditor has complied with ethical requirements that are
relevant to the group audit, including independence and professional
competence;

(b) Whether the component auditor has complied with the group engagement team’s
requirements;

(c) Identification of the financial information of the component on which the
component auditor is reporting;

(d) Information on instances of non-compliance with laws or regulations that could
give rise to a material misstatement of the group financial statements;

(e) A list of uncorrected misstatements of the financial informati f the

component (the list need not include misstatements that are below the threShold
for clearly trivial misstatements communicated by the group t team

(see paragraph 40(c));

(F) Indicators of possible bias; Q
() Description of any identified significant deficienefes in nal control at the

component level;

(h) Other significant matters that the component at communicated or expects
to communicate to those charged with g@vegoance of the component, including
fraud or suspected fraud involving management, employees who
have significant roles in internal cofitrOhat the component level or others where

isstate

the fraud resulted in a material t of the financial information of the
component;

(1)  Any other matters that
auditor wishes to dra
exceptions noted i
requested from tfios

nt to the group audit, or that the component
ntion of the group engagement team, including
Hten representations that the component auditor
d with governance of the component; and

(3 The compo ’s overall findings, conclusions or opinion.

Evaluating the Suffici d Appropriateness of Audit Evidence Obtained
Evaluating the Component Auditor 5§ Communication and Adequacy of their Work

=8

p engagement team shall evaluate the component auditor’s communication
aph 41). The group engagement team shall:

Discuss significant matters arising from that evaluation with the component
auditor, component management, those charged with governance of the
component, group management, or those charged with governance of the group
as appropriate; and

(b) Determine whether it is necessary to review other relevant parts of the
component auditor’s audit documentation. (Ref: Para. A61)

43. If the group engagement team concludes that the work of the component auditor is
insufficient, the group engagement team shall determine what additional procedures
are to be performed, and whether they are to be performed by the component auditor
or by the group engagement team.

11
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Sufficiency and Appropriateness of Audit Evidence

44. The auditor is required to obtain sufficient appropriate audit evidence to reduce audit
risk to an acceptably low level and thereby enable the auditor to draw reasonable
conclusions on which to base the auditor’s opinion.® The group engagement team
shall evaluate whether sufficient appropriate audit evidence has been obtained from
the audit procedures performed on the consolidation process and the work performed
by the group engagement team and the component auditors on the financial
information of the components, on which to base the group audit opinion. (Ref: Para.
A62)

45. The group engagement partner shall evaluate the effect on the group auditgpinion of
any uncorrected misstatements (either identified by the group engagement t or

Communication with Group Management and Those Charged o rnance of the
Group

Communication with Group Management

46. The group engagement team shall determine wh entified deficiencies in internal
control to communicate to those charged withgowe cée and group management in
accordance with ISA (NZ) 265." In makin ination, the group engagement
team shall consider:

[
(@) Deficiencies in group-wide inter ntrol that the group engagement team has
identified;

(b) Deficiencies in internal that the group engagement team has identified in
internal controls at ¢ ;and

(c) Deficiencies in j
attention of t 8ngagement team.

47. If fraud has be ified by the group engagement team or brought to its attention
by a compopent (see paragraph 41(h)), or information indicates that a fraud
may exist4the‘group*engagement team shall communicate this on a timely basis to the
appropriﬂ% of group management in order to inform those with primary

ility for the prevention and detection of fraud of matters relevant to their

ities. (Ref. Para. A64)

ponent auditor may be required by statute, regulation or for another reason, to
eSs an audit opinion on the financial statements of a component. In that case, the

roup engagement team shall request group management to inform component
management of any matter of which the group engagement team becomes aware that
may be significant to the financial statements of the component, but of which
component management may be unaware. If group management refuses to
communicate the matter to component management, the group engagement team shall

1 ISA (NZ) 200, paragraph 17.

I ISA (NZ) 265, “Communicating Deficiencies in Internal Control to Those Charged with Governance and

Management.”

12
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discuss the matter with those charged with governance of the group. If the matter
remains unresolved, the group engagement team, subject to legal and professional
confidentiality considerations, shall consider whether to advise the component auditor
not to issue the auditor’s report on the financial statements of the component until the
matter is resolved. (Ref: Para. A65)

Communication with Those Charged with Governance of the Group

49. The group engagement team shall communicate the following matters with those
charged with governance of the group, in addition to those required by ISA (NZ)
260" and other ISAs (NZ): (Ref: Para. A66)

(@ Anoverview of the type of work to be performed on the financial in jon of
the components.

(b) An overview of the nature of the group engagement team’s plan Ivement
in the work to be performed by the component audi e financial
information of significant components.

(c) Instances where the group engagement team’s ealua of the work of a
component auditor gave rise to a concern ab quality of that auditor’s
work.

(d) Any limitations on the group audit, for

() Fraud or suspected fraud involvi group management, component

management, employees who ha\essignificant roles in group-wide controls or
others where the fraud resultéghin & material misstatement of the group financial

statements.

Documentation %'
50. The group engageme %\ all include in the audit documentation the following
matters:*®
(@ An analysis off¢omponents, indicating those that are significant, and the type of
wor on the financial information of the components.

(b) The natyreytiming and extent of the group engagement team’s involvement in
work” performed by the component auditors on significant components
ing, where applicable, the group engagement team’s review of relevant

gf; S of the component auditors’ audit documentation and conclusions thereon.

ritten communications between the group engagement team and the
component auditors about the group engagement team’s requirements.

***k

2 ISA (NZ) 260, “Communication with Those Charged with Governance.”

B ISA (NZ) 230, “Audit Documentation,” paragraphs 8-11, and paragraph A6.

13
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Application and Other Explanatory Material
Components Subject to Audit by Statute, Regulation or Other Reason (Ref: Para. 3)
Al. Factors that may affect the group engagement team’s decision whether to use an audit

required by statute, regulation or for another reason to provide audit evidence for the
group audit include the following:

. Differences in the financial reporting framework applied in preparing the
financial statements of the component and that applied in preparing the group
financial statements.

. Differences in the auditing and other standards applied by the gomponent
auditor and those applied in the audit of the group financial statements.

. Whether the audit of the financial statements of the c nt )will be
completed in time to meet the group reporting timetable.

Definitions Q
Component (Ref: Para. 9(a))

A2. The structure of a group affects how components_a ified. For example, the
group financial reporting system may be basa izatiopalorganisational

more subsidiaries, joint ventures, or inv ounted for by the equity or cost
methods of accounting; by a head office and ®ge or more divisions or branches; or by
a combination of both. Some groups,
reporting system by function, proc
services), or geegraphicgeograpfical
activity for which group or,
that is included in the gr

structure that provides for financial informati prepared by a parent and one or
€s

evef, may erganizeorganise their financial
or service (or by groups of products or
ns. In these cases, the entity or business
management prepares financial information
ancial statements may be a function, process, product

I'services), or geegraphicgeographical location.

or service (or group ofrod
A3. \Various levels of Q. may exist within the group financial reporting system,

in which case i e more appropriate to identify components at certain levels of
aggregation rathenthawg-individually.

A4. Compon aggregated at a certain level may constitute a component for purposes of

the group audlit; however, such a component may also prepare group financial
s that incorporate the financial information of the components it

fcempasses (that is, a subgroup). This ISA_(NZ) may therefore be applied by
% nt group engagement partners and teams for different subgroups within a larger

Significant Component (Ref: Para. 9(m))
A5. As the individual financial significance of a component increases, the risks of material

misstatement of the group financial statements ordinarily increase. The group
engagement team may apply a percentage to a chosen benchmark as an aid to identify
components that are of individual financial significance. Identifying a benchmark and
determining a percentage to be applied to it involve the exercise of professional
judgmentjudgement. Depending on the nature and circumstances of the group,
appropriate benchmarks might include group assets, liabilities, cash flows, profit or
turnover. For example, the group engagement team may consider that components

14
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exceeding 15% of the chosen benchmark are significant components. A higher or
lower percentage may, however, be deemed appropriate in the circumstances.

A6. The group engagement team may also identify a component as likely to include
significant risks of material misstatement of the group financial statements due to its
specific nature or circumstances (that is, risks that require special audit
consideration*). For example, a component could be responsible for foreign exchange
trading and thus expose the group to a significant risk of material misstatement, even
though the component is not otherwise of individual financial significance to the

group.

Component Auditor (Ref: Para. 9(b))

A7. A member of the group engagement team may perform work the financial
information of a component for the group audit at the request of the grquphengagement

team. Where this is the case, such a member of the engage
component auditor. Q
Responsibility (Ref: Para. 11)
A8. Although component auditors may perform work o fmancial information of the
components for the group audit and as such are ri for their overall findings,

is also a

conclusions or opinions, the group engage partrjer or the group engagement
partner’s firm is responsible for the group agdit opinion.

A9. When the group audit opinion is modijfied b
unable to obtain sufficient appropriat i
information of one or more comp
auditor’s report on the grou
inability without referrin
necessary for an adequate

se the group engagement team was
evidence in relation to the financial
the Basis for Modification paragraph in the
statements describes the reasons for that
mponent auditor, unless such a reference is
idn of the circumstances.®®

Acceptance and Continu

Obtaining an Underst t the Acceptance or Continuance Stage (Ref: Para. 12)

A10. In the cas ngagement, the group engagement team’s understanding of the
group, its% nts, and their environments may be obtained from:

. ormatfon provided by group management;
munication with group management; and
here applicable, communication with the previous group engagement team,

component management, or component auditors.

All.’The group engagement team’s understanding may include matters such as the
following:

. The group structure, including both the legal and erganizatienalorganisational
structure (that is, how the group financial reporting system is erganizedorganised).

Y ISA (NZ) 315, paragraphs 27 — 29.
5 ISA (NZ) 705, paragraph 20.
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Components’ business activities that are significant to the group, including the
industry and regulatory, economic and political environments in which those
activities take place.

The use of service erganizationsorganisations, including shared service centers.
A description of group-wide controls.
The complexity of the consolidation process.

Whether component auditors that are not from the group engagement partner’s
firm or network will perform work on the financial information of any of the
components, and the rationale for appointing more than one auditor.

Whether the group engagement team:

o Will have unrestricted access to those charged with of the
group, group management, those charged with ce of the
component, component management, compon tion, and the
component auditors (including relevant audit tation sought by

the group engagement team); and
o Will be able to perform necessary w: inancial information of

the components.

Al2. In the case of a continuing engagement, the M ement team’s ability to obtain
sufficient appropriate audit evidence m arfected by significant changes, for

example:

o)

Changes in the group s
reorganizationsreorganisati
system is erganizedorganli

Changes in compope
Changes in the % ion of those charged with governance of the group,
group managementnor’ key management of significant components.

Concerns up engagement team has with regard to the integrity and

comjget roup or component management.

or example, acquisitions, disposals,
ges in how the group financial reporting

hange$\in’group-wide controls.

s in the applicable financial reporting framework.

btain Sufficient Appropriate Audit Evidence (Ref: Para. 13)

A A group may consist only of components not considered significant components. In

ese circumstances, the group engagement partner can reasonably expect to obtain

sufficient appropriate audit evidence on which to base the group audit opinion if the
group engagement team will be able to:

(@)

(b)

Perform the work on the financial information of some of these components;
and

Be involved in the work performed by component auditors on the financial
information of other components to the extent necessary to obtain sufficient
appropriate audit evidence.
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Access to Information (Ref: Para. 13)

Al4.

Al5.

Al6.

A

Al9.

The group engagement team’s access to information may be restricted by
circumstances that cannot be overcome by group management, for example laws
relating to confidentiality and data privacy, or denial by the component auditor of
access to relevant audit documentation sought by the group engagement team. It may
also be restricted by group management_or those charged with governance of the
roup.

Where access to information is restricted by circumstances, the group engagement
team may still be able to obtain sufficient appropriate audit evidence; howevet, this is
less likely as the significance of the component increases. For exampl

engagement team may not have access to those charged with goverfance,
management, or the auditor (including relevant audit documentatign ‘Seught by the

ityyrhethod of
accounting. If the component is not a significant com the group
engagement team has a complete set of financial statem e component,
including the auditor’s report thereon, and has access t@ in on kept by group
management in relation to that component, the group gngagement team may conclude

that this information constitutes sufficient appropriatg.a idence in relation to that
component. If the component is a significa D)
it

=,

ent, however, the group
Mthe yequirements of this ISA (NZ)
example, the group engagement

therefore, be able to obtain suffic
component. The effect of the
appropriate audit evidence i

gement team’s inability to obtain sufficient
in terms of ISA (NZ) 705.

The group engagemen i not be able to obtain sufficient appropriate audit
evidence if group mang r those charged with governance of the group restricts

engagement team may be able to obtain sufficient appropriate
uch restriction relates to a component considered not a significant

verfance of the group to the group engagement team.

aw or regulation may prohibit the group engagement partner from declining or

ithdrawing from an engagement. For example, in some jurisdictions the auditor is
appointed for a specified period of time and is prohibited from withdrawing before the
end of that period. Also, in the public sector, the option of declining or withdrawing
from an engagement may not be available to the auditor due to the nature of the
mandate or public interest considerations. In these circumstances, this ISA_(NZ) still
applies to the group audit, and the effect of the group engagement team’s inability to
obtain sufficient appropriate audit evidence is considered in terms of ISA (NZ) 705.

Appendix 1 contains an example of an auditor’s report containing a qualified opinion
based on the group engagement team’s inability to obtain sufficient appropriate audit
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evidence in relation to a significant component accounted for by the equity method of
accounting, but where, in the group engagement team’s judgmentjudgement, the effect
is material but not pervasive.

Terms of Engagement (Ref: Para. 14)

A20. The terms of engagement identify the applicable financial reporting framework.*
Additional matters may be included in the terms of a group audit engagement, such as
the fact that:

. The communication between the group engagement team and the component
auditors should be unrestricted to the extent possible under law or regulation;

governance of the component, and component manag ipcluding
communications on significant deficiencies in internal , hould be

communicated as well to the group engagement team; Q

. Important communications between the component auditors, thc@e
e

. Important communications between regulatory auth and components
related to financial reporting matters should be”cQmmufiiCated to the group
engagement team; and

. To the extent the group engagement tea ' S necessary, it should be
permitted: X

o  Access to component infor , these charged with governance of

components, component ganage nt, and the component auditors

(including relevant audit do ation sought by the group engagement

team); and
o  To perform work.or a component auditor to perform work on the
financial infor. ofthe components.

A21. Restrictions imposed

e  the group a@team’s access to component information, those charged
with govérpafige of components, component management, or the component
iagluding relevant audit documentation sought by the group

workXo be performed on the financial information of the components,

a oup engagement partner’s acceptance of the group audit engagement,
u e an inability to obtain sufficient appropriate audit evidence that may affect
s.group audit opinion. In exceptional circumstances it may even lead to withdrawal
from the engagement where withdrawal is possible under applicable law or regulation.

Overall Audit Strategy and Audit Plan (Ref: Para. 16)

A22. The group engagement partner’s review of the overall group audit strategy and group
audit plan is an important part of fulfilling the group engagement partner’s
responsibility for the direction of the group audit engagement.

6 ISA(NZ) 210, paragraph 8.
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Understanding the Group, Its Components and Their Environments

Matters about Which the Group Engagement Team Obtains an Understanding (Ref: Para. 17)

A23. ISA (NZ) 315 contains guidance on matters the auditor may consider when obtaining
an understanding of the industry, regulatory, and other external factors that affect the
entity, including the applicable financial reporting framework; the nature of the entity;
objectives and strategies and related business risks; and measurement and review of
the entity’s financial performance. Appendix 2 of this ISA_(NZ) contains guidance on
matters specific to a group, including the consolidation process.

Instructions Issued by Group Management to Components (Ref: Para. 17)

A24. To achieve uniformity and comparability of financial information, group management
ordinarily issues instructions to components. Such instructi specify the
requirements for financial information of the components to be inclu
financial statements and often include financial reporting pro
reporting package. A reporting package ordinarily consists d formats for
providing financial information for incorporation in the grodg fipancial statements.
Reporting packages generally do not, however, take the form of complete financial
statements prepared and presented in accordan e applicable financial
reporting framework.

nuals and a

A25. The instructions ordinarily cover:

. The accounting policies to be applied;

. Statutory and other disclosur
statements, including:

nts applicable to the group financial

o The identification g of segments;

o  Related party s and transactions;
o Intra- grou actions and unrealizedunrealised profits;
o Intra- nt balances; and

ble.

ement team’s understanding of the instructions may include the

. Arep

A26. The gro n
following:

rity and practicality of the instructions for completing the reporting
age

QVhether the instructions:

o  Adequately describe the characteristics of the applicable financial
reporting framework;

o  Provide for disclosures that are sufficient to comply with the requirements
of the applicable financial reporting framework, for example disclosure of
related party relationships and transactions, and segment information;

17

ISA (NZ) 315, paragraphs A17 — A4l.
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o  Provide for the identification of consolidation adjustments, for example
intra-group transactions and wnrealizedunrealised profits, and intra-group
account balances; and

o  Provide for the approval of the financial information by those charged with
governance of the component.

Fraud (Ref: Para. 17)

A27. The auditor is required to identify and assess the risks of material misstatement of the
financial statements due to fraud, and to design and implement appropriate responses
to the assessed risks.® Information used to identify the risks of material misstatement
of the group financial statements due to fraud may include the following:

. Group management’s assessment of the risks that the group fi statements

may be materially misstated as a result of fraud.

. Group management’s process for identifying and respondi the risks of
fraud in the group, including any specific fraud ri ntified by group
management, or account balances, classes of trdnsactions; or disclosures for
which a risk of fraud is likely.

. Whether there are particular components fo@ isk of fraud is likely.
m

. How those charged with governance onitor group management’s
processes for identifying and respo to risks of fraud in the group, and
estab

the controls group management ed to mitigate these risks.

n

. Responses of those charged

verhance of the group, group management,
internal audit (and if ppropriate, component management, the
component auditors, 0 the group engagement team’s inguiryenquiry
whether they hav wledge of any actual, suspected, or alleged fraud

Si

affecting a com the group.
Discussion among Grou nt Team Members and Component Auditors Regarding

the Risks of Material Misstatement of the Group Financial Statements, Including Risks of
Fraud (Ref: Para. 17

A28. The key mempers-of the engagement team are required to discuss the susceptibility of
an to material misstatement of the financial statements due to fraud or error,
spec izingemphasising the risks due to fraud. In a group audit, these

Bssidns may also include the component auditors.® The group engagement
partner’s determination of who to include in the discussions, how and when they
ccur, and their extent, is affected by factors such as prior experience with the group.

A29.”The discussions provide an opportunity to:

. Share knowledge of the components and their environments, including group-
wide controls.

. Exchange information about the business risks of the components or the group.

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

9 ISA (NZ) 240, paragraph 15; ISA (NZ) 315, paragraph 10.

20



practices.
Risk Factors (Ref: Para. 18) ge
te

A30. Appendix 3 sets
may indicate
including ri

Risk Assessment (RefPa

A3l. Th

of the group financial statements is based on information such as the
0 ing:
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Exchange ideas about how and where the group financial statements may be
susceptible to material misstatement due to fraud or error, how group
management and component management could perpetrate and conceal
fraudulent financial reporting, and how assets of the components could be
misappropriated.

Identify practices followed by group or component management_ or those
charged with governance of the group or component that may be biased or
designed to manage earnings that could lead to fraudulent financial reporting,
for example revenue recognition practices that do not comply with the
applicable financial reporting framework.

Consider known external and internal factors affecting the group tha reate
an incentive or pressure for group management, component mignagement, or
others to commit fraud, provide the opportunity for fraud to ated, or
indicate a culture or environment that enables group ma omponent
management, or others to ratienalizerationalise committi

Consider the risk that group or component management erride controls.

Consider whether uniform accounting policies to prepare the financial

information of the components for the grouf“finaqncial statements and, where
not, how differences in accounting pole tified and adjusted (where
t

required by the applicable financial re arework).

Discuss fraud that has been identifieel in “components, or information that
indicates existence of a fraud in a onent.

Share information that may\Wpdicate non-compliance with national laws or
regulations, for examp s of bribes and improper transfer pricing

s of conditions or events that, individually or together,
kS¢of material misstatement of the group financial statements,
0 Fraud.

' 18)

ngagement team’s assessment at group level of the risks of material

Information obtained from the understanding of the group, its components, and
their environments, and of the consolidation process, including audit evidence
obtained in evaluating the design and implementation of group-wide controls
and controls that are relevant to the consolidation.

Information obtained from the component auditors.

Understanding the Component Auditors (Ref: Para. 19-20)

A32. The group engagement team obtains an understanding of a component auditor only
when it plans to request the component auditor to perform work on the financial
information of a component for the group audit. For example, it will not be necessary
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to obtain an understanding of the auditors of those components for which the group
engagement team plans to perform analytical procedures at group level only.

Group Engagement Team’s Procedures to Obtain an Understanding of the Component
Auditor and Sources of Audit Evidence (Ref: Para. 19)

A33. The nature, timing and extent of the group engagement team’s procedures to obtain an
understanding of the component auditor are affected by factors such as previous
experience with or knowledge of the component auditor, and the degree to which the
group engagement team and the component auditor are subject to common policies
and procedures, for example:

. Whether the group engagement team and a component auditor share:

o

o

o

o

o

@)

o

o

A34. These factors interact and
group engagement team
Auditor A, who consis
and procedures an

diffe

A35.0

. The consistency or similarity of:
Laws and regulations or legal systm

Common policies and procedures for performing( the, work (for
example, audit methodologies);

Common quality control policies and procedur,
Common monitoring policies and procedutes.

ernal quality assurance;

Professional oversight, disci &
Education and training;

%isa ions and standards;

ally exclusive. For example, the extent of the
es to obtain an understanding of Component
lies common quality control and monitoring policies
on’audit methodology or operates in the same jurisdiction
aftner, may be less than the extent of the group engagement
tain an understanding of Component Auditor B, who is not
ommon quality control and monitoring policies and procedures
it methodology or operates in a foreign jurisdiction. The nature of
erformed in relation to Component Auditors A and B may also be

Professional

Language and culturg:

engagement team may obtain an understanding of the component auditor in

pumber of ways. In the first year of involving a component auditor, the group
engagement team may, for example:

. Evaluate the results of the quality control monitoring system where the group
engagement team and component auditor are from a firm or network that
operates under and complies with common monitoring policies and
procedures;?°

. Visit the component auditor to discuss the matters in paragraph 19(a)-(c);

20

As required by PES-3, “Quality Control”, paragraph 60.
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. Request the component auditor to confirm the matters referred to in paragraph
19(a)-(c) in writing. Appendix 4 contains an example of written confirmations
by a component auditor;

. Request the component auditor to complete questionnaires about the matters in
paragraph 19(a)-(c);
. Discuss the component auditor with colleagues in the group engagement

partner’s firm, or with a reputable third party that has knowledge of the
component auditor; or

. Obtain confirmations from the professional body or bodies to which the
component auditor belongs, the authorities by which the compone itor is

licensed, or other third parties.
In subsequent years, the understanding of the component auditor m W on the
group engagement team’s previous experience with the compon r”The group
engagement team may request the component auditor to confifiwnether anything in
relation to the matters listed in paragraph 19(a)-(c) has chi ce the previous

year.

A36. Where independent oversight bodies have been esta 0 oversee the auditing
profession and monitor the quality of audits, awa ofythe regulatory environment

may assist the group engagement team ARy € ating the independence and
competence of the component auditor. Infafmatidg about the regulatory environment
may be obtained from the component*audlitor “or information provided by the
independent oversight bodies. 2’

Ethical Requirements that Are Relevant to p Audit (Ref: Para. 19(a))

fi

information of a component for a group audit,
thical requirements that are relevant to the group
e different or in addition to those applying to the
¢rforming a statutory audit in the component auditor’s
gagement team therefore obtains an understanding whether
nderstands and will comply with the ethical requirements that
group audit, sufficient to fulfill the component auditor’s
he group audit.

A37. When performing work on
the component auditor is
audit. Such requireme
component audito
jurisdiction. Th
the component a

are relevant
responsibilitigs I

The Compo itor s Professional Competence (Ref: Para. 19(b))

it

engagement team’s understanding of the component auditor’s professional
itence may include whether the component auditor:

. Possesses an understanding of auditing and other standards applicable to the
group audit that is sufficient to fulfill the component auditor’s responsibilities in
the group audit;

. Possesses the special skills (for example, industry specific knowledge)
necessary to perform the work on the financial information of the particular
component; and

. Where relevant, possesses an understanding of the applicable financial reporting
framework that is sufficient to fulfill the component auditor’s responsibilities in
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the group audit (instructions issued by group management to components often
describe the characteristics of the applicable financial reporting framework).

Application of the Group Engagement Team’s Understanding of a Component Auditor (Ref:
Para. 19-20)

A39. The group engagement team cannot overcome the fact that a component auditor is not
independent by being involved in the work of the component auditor or by performing
additional risk assessment or further audit procedures on the financial information of
the component.

A40. However, the group engagement team may be able to overcome less than ‘serious
concerns about the component auditor’s professional competency (for exam ack
of industry specific knowledge), or the fact that the component itor

operate in an environment that actively oversees auditors, by being™ d in the
work of the component auditor or by performing additional risk a or further
audit procedures on the financial information of the compone@

A41. Where law or regulation prohibits access to relevant part§ of dit documentation
of the component auditor, the group engagement t request the component
auditor to overcome this by preparing a me at covers the relevant
information. "6

Materiality (Ref: Para. 21-23) (&\

A42. The auditor is required:**
(@ When establishing the overal

(i)  Materiality for the

(it)  If, in the speci

udiystrategy, to determine:
atements as a whole; and

tances of the entity, there are particular classes of
transactio C alances or disclosures for which misstatements of
lesser u% materiality for the financial statements as a whole
coulddeasonably be expected to influence the economic decisions of users
takén ontthe basis of the financial statements the materiality level or levels
ed to those particular classes of transactions, account balances

X’( closures; and
determine performance materiality.

ntext of a group audit, materiality is established for both the group financial
@ ents as a whole, and for the financial information of the components.
Viateriality for the group financial statements as a whole is used when establishing the
overall group audit strategy.

c o

A43. To reduce to an appropriately low level the probability that the aggregate of
uncorrected and undetected misstatements in the group financial statements exceeds
materiality for the group financial statements as a whole, component materiality is set
lower than materiality for the group financial statements as a whole. Different
component materiality may be established for different components. Component
materiality need not be an arithmetical portion of materiality for the group financial

2L ISA (NZ) 320, “Materiality in Planning and Performing an Audit,” paragraphs 10-11.
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statements as a whole and, consequently, the aggregate of component materiality for
the different components may exceed materiality for the group financial statements as
a whole. Component materiality is used when establishing the overall audit strategy
for a component.

A44. Component materiality is determined for those components whose financial
information will be audited or reviewed as part of the group audit in accordance with
paragraphs 26, 27(a) and 29. Component materiality is used by the component auditor
to evaluate whether uncorrected detected misstatements are material, individually or
in the aggregate.

A45. A threshold for misstatements is determined in addition to component materiality.
Misstatements identified in the financial information of the component that bove

A46. In the case of an audit of the financial information of a compag

the group engagement team may set component matgri
this is the case, the component auditor uses co t ateriality for purposes of
assessing the risks of material misstatem inancial information of the
component and to design further audit progéduresip response to assessed risks as well
as for evaluating whether detected misstatemepts ‘are material individually or in the

aggregate. Y”
Responding to Assessed Risks (Ref: Pata. 2
Determining the Type of Work to erformed on the Financial Information of
Components
(Ref: Para. 26-27) Q
t

A47. The group enga
the financial i
component auigh

’s determination of the type of work to be performed on
tion of a component and its involvement in the work of the

(b) e identified significant risks of material misstatement of the group financial

tements;
Qhe group engagement team’s evaluation of the design of group-wide controls
and determination whether they have been implemented; and

d) The group engagement team’s understanding of the component auditor.

The diagram shows how the significance of the component affects the group
engagement team’s determination of the type of work to be performed on the financial
information of the component.
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Is the component of
individual financial
significance to the
group? (Para. 26)

Is the component likely
to include significant
risks of material
misstatement of the
group financial
statements due to its

specific nature or

circumstances? (Para. 27)

ISA 600 marked up to ISA (NZ) 600

Audit of the
component’s financial
information*
(Para. 26)

Audit of the
component’s financial
information;* or Audit
of one or more account

balances, classes of
transactions or
disclosures relating to
the likely significant
risks; or Specified
audit procedures
relating to the likely
significant risks
(Para. 27)

\Q\

YES

Analytical procedures performed at

group level (Para. 28)
\ 4 'E? l

Is the planned scope such
that sufficient
appropriate audit
evidence on which to
base the group audit
opinion can be obtained?
(Para. 29)

Communication
with component
auditors
(Para. 40)

For selected components:
Audit of the component’s financial information;* or
Audit of one or more accounts balances, classes of
transactions or disclosures; or
Review of the component’s financial information; or
Specified procedures (Para. 29)

* Performed
using component
materiality.
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Significant Components (Ref: Para. 27(b)-(c))

A48.

A49.

Components that Are Not Significant Co
A50.

A51.

The group engagement team may identify a component as a significant component
because that component is likely to include significant risks of material misstatement
of the group financial statements due to its specific nature or circumstances. In that
case, the group engagement team may be able to identify the account balances, classes
of transactions or disclosures affected by the likely significant risks. Where this is the
case, the group engagement team may decide to perform, or request a component
auditor to perform, an audit of only those account balances, classes of transactions or
disclosures. For example, in the situation described in paragraph A6, the work on the
financial information of the component may be limited to an audit of the4account
balances, classes of transactions and disclosures affected by the forei hange
trading of that component. Where the group engagement team requests a compenent
auditor to perform an audit of one or more specific account ba wsses of
transactions or disclosures, the communication of the group e ntyteam (see
paragraph 40) takes account of the fact that many financjalestatement items are
interrelated.

The group engagement team may design audit procedures that=respond to a likely
significant risk of material misstatement of the inancial statements. For

example, in the case of a likely significant risk of ImugntQry obsolescence, the group
engagement team may perform, or request a auditor to perform, specified

audit procedures on the valuation of inveptor a“component that holds a large
volume of potentially obsolete inventory, Buthat is’hot otherwise significant.

on?@f: Para. 28-29)
gagement, the financial information of the

various levels for purposes of the analytical
procedures. The results of ‘@ rcal procedures corroborate the group engagement
team’s conclusions thattheretare no significant risks of material misstatement of the
aggregated financighini ation of components that are not significant components.

Depending on the circumstanc
components may be aggrega

The group en t team’s decision as to how many components to select in

accordance ph 29, which components to select, and the type of work to be
performed4n ncial information of the individual components selected may be
affected by Tagtors such as the following:

. extent of audit evidence expected to be obtained on the financial

Information of the significant components.
hether the component has been newly formed or acquired.
. Whether significant changes have taken place in the component.

. Whether internal audit has performed work at the component and any effect of
that work on the group audit.

. Whether the components apply common systems and processes.
. The operating effectiveness of group-wide controls.

. Abnormal fluctuations identified by analytical procedures performed at group
level.
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. The individual financial significance of, or the risk posed by, the component in
comparison with other components within this category.

. Whether the component is subject to audit required by statute, regulation or for
another reason.

Including an element of unpredictability in selecting components in this category may
increase the likelihood of identifying material misstatement of the components’
financial information. The selection of components is often varied on a cyclical basis.

A52. A review of the financial information of a component may be performed in

accordance with 2 #RS-
1?? adapted as necessary in the circumstances. The group engagement te also
specify additional procedures to supplement this work.

A53. As explained in paragraph A13, a group may consist only of componeqt are not
significant components. In these circumstances, the group e team can

obtain sufficient appropriate audit evidence on which to base
by determining the type of work to be performed on the, fin
components in accordance with paragraph 29. It is unlikeljxthat
team will obtain sufficient appropriate audit evidenc

opinion if the group engagement team, or a compQ a
controls and performs analytical procedures€o
components.

Involvement in the Work Performed by Compo%Au I's (Ref: Para. 30-31)

Oyp audit opinion
nformation of the
Ne group engagement
to base the group audit
itor, only tests group-wide
inancial information of the

Ab54. Factors that may affect the group &hagag&ment team’s involvement in the work of the
component auditor include:

(@ The significance of m nt;
(b) The identified sjgriifi ISks of material misstatement of the group financial

statements; a

(c) The groupe ment team’s understanding of the component auditor.

Ificant component or identified significant risks, the group
erforms the procedures described in paragraphs 30-31. In the case
at is not a significant component, the nature, timing and extent of

fact that the component is not a significant component becomes secondary. For
ample, even though a component is not considered a significant component, the
roup engagement team nevertheless may decide to be involved in the component
auditor’s risk assessment, because it has less than serious concerns about the
component auditor’s professional competency (for example, lack of industry specific
knowledge), or the component auditor does not operate in an environment that
actively oversees auditors.

2 RS-1: Statement of Review Engagement Standards.
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A55. Forms of involvement in the work of a component auditor other than those described

in paragraphs 30-31 and 42 may, based on the group engagement team’s
understanding of the component auditor, include one or more of the following:

(@ Meeting with component management or the component auditors to obtain an
understanding of the component and its environment.

(b) Reviewing the component auditors’ overall audit strategy and audit plan.

(c)  Performing risk assessment procedures to identify and assess the risks of material misstatement
at the component level. These may be performed with the component auditors, or by the
group engagement team.

(d) Designing and performing further audit procedures. These may be de d and
performed with the component auditors, or by the group engagew?jm.

(e) Participating in the closing and other key meetings between ‘the ponent
auditors and component management.

(f) Reviewing other relevant parts of the component auditot ocumentation.

Consolidation Process

AS56.

Co

AS58.

5

Consolidation Adjustments and Reclassifications (Ref: Par, %
The consolidation process may require adju n amounts reported in the group

financial statements that do not pass throughythe | transaction processing systems,
and may not be subject to the same iIntefaal Controls to which other financial
information is subject. The grou agement team’s evaluation of the
appropriateness, completeness and @ecuraCy of the adjustments may include:

. Evaluating whether significarit@@justinets appropriately reflect the events and transactions
underlying them;

ITicant adjustments have been correctly calculated,
processed an authorised by group management and, where applicable,

umented; and

e reconciliation and elimination of intra-group transactions and
unrealised profits, and intra-group account balances.

with the Component Auditor (Ref: Para. 40-41)

effective two-way communication between the group engagement team and the

mponent auditors does not exist, there is a risk that the group engagement team may
not obtain sufficient appropriate audit evidence on which to base the group audit
opinion. Clear and timely communication of the group engagement team’s
requirements forms the basis of effective two-way communication between the group
engagement team and the component auditor.

The group engagement team’s requirements are often communicated in a letter of
instruction. Appendix 5 contains guidance on required and additional matters that may
be included in such a letter of instruction. The component auditor’s communication
with the group engagement team often takes the form of a memorandum or report of
work performed. Communication between the group engagement team and the
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component auditor, however, may not necessarily be in writing. For example, the
group engagement team may visit the component auditor to discuss identified
significant risks or review relevant parts of the component auditor’s audit
documentation. Nevertheless, the documentation requirements of this and other

ISAs (NZ) apply.

A59. In cooperating with the group engagement team, the component auditor, for example,
would provide the group engagement team with access to relevant audit
documentation if not prohibited by law or regulation.

A60. Where a member of the group engagement team is also a component auditor, the

objective for the group engagement team to communicate clearly with the onent

auditor can often be achieved by means other than specific written communi@ati

For example:

. Access by the component auditor to the overall audit str. udit plan
may be sufficient to communicate the group engage ’s requlrements
set out in paragraph 40; and

. A review of the component auditor’s audlt mentation by the group
engagement team may be sufficient to co atters relevant to the
group engagement team’s conclusion set ou ph 41.

Reviewing the Component Auditor s Audit Documentdtion (Ref: Para. 42(b))
A61. What parts of the audit documentatjon

Evaluating the Sufficiency and Appropriatene%& idence Obtained

mponent auditor will be relevant to the

group audit may vary depending ircumstances. Often the focus is on audit

documentation that is relevan ificant risks of material misstatement of the

group financial statements e of the review may be affected by the fact that

the component auditor’ umentation has been subjected to the component
aures

auditor’s firm’s revie

he

Sufficiency and Appropf ss of Audit Evidence (Ref: Para. 44-45)
AB2. If the grou t team concludes that sufficient appropriate audit evidence on
which to e group audit opinion has not been obtained, the group engagement
team the component auditor to perform addltlonal procedures. If this is

ormation of the component.

. %; roup engagement partner’s evaluation of the aggregate effect of any
isstatements (either identified by the group engagement team or communicated by
mponent auditors) allows the group engagement partner to determine whether the

group financial statements as a whole are materially misstated.

30



ISA 600 marked up to ISA (NZ) 600

Communication with Group Management and Those Charged with Governance of the
Group

Communication with Group Management (Ref: Para. 46-48)

AB4. ISA (NZ) 240 contains requirements and guidance on communication of fraud to

management and, where management may be involved in the fraud, to those charged
with governance.

AB5. Group management may need to keep certain material sensitive information

confidential. Examples of matters that may be significant to the financial statements of
the component of which component management may be unaware inckide the
following:

. Potential litigation.
. Plans for abandonment of material operating assets.
. Subsequent events.
. Significant legal agreements.
Communication with Those Charged with Governance of th ef: Para. 49)

A66. The matters the group engagement team co a to those charged with
OUd

governance of the group may include thos 0 the attention of the group
oup engagement team judges to be
significant to the responsibilities of tho i
Communication with those charged overnance of the group takes place at
various times during the group audify,Fornéxample, the matters referred to in paragraph
49(a)-(b) may be communicat roup engagement team has determined the
work to be performed on t
hand, the matter referred
audit, and the matters

they occur.

ragraph 49(c) may be communicated at the end of the
In paragraph 49(d)-(e) may be communicated when

Q

23

ISA (NZ) 240, paragraphs 40 — 42.
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Appendix 1
(Ref: Para. A19)

Example of a Qualified Opinion Where the Group Engagement Team is
Not Able to Obtain Sufficient Appropriate Audit Evidence on which to Base
the Group Audit Opinion

In this example, the group engagement team is unable to obtain sufficient appropriate audit
evidence relating to a significant component owned by a subsidiary and accounted for in the
group financial statements by the equity method (recegrizedrecognised at $15 millign in the
balance sheet, which reflects total assets of $60 million) because the group engagement team
did not have access to the accounting records, management, or auditor of the compone

The group engagement team has read the audited financial statements of th Wnt as of
December 31, 20X1, including the auditor’s report thereon, and consid; ted financial

information kept by group management in relation to the component. @

In the group engagement partner’s judgmentjudgement, the effect group financial
statements of this inability to obtain sufficient appropriate audit*evidence is material but not
pervasive.

INDEPENDENT AUDIT REPORT Q
To the Shareholders of ABC Limited (&\

Report on the Financial Statements
We have audited the financial stat eWBC Limited and group, on pages

..... to ..... which comprise thegon d and separate balance sheets of ABC
Limited as at December the consolidated and separate income
statements, statements o es)in equity and cash flow statements for the

year then ended, and@ y of significant accounting policies and other

explanatory informati

Directors’ ResponsHaility for the Financial Statements
The direciQrs™ar ponsible for the preparation of the financial statements in
accordance Witherenerally accepted accounting practice in New Zealand and that
iv rue and fair view of the matters to which they relate, and for such
roI as the directors determine is necessary to enable the preparation
angial statements that are free from material misstatement, whether due to
Or error.

uditor 5 Responsibility

Our responsibility is to express an opinion on these financial statements based
on our audit. We conducted our audit in accordance with International Standards
on Auditing_(New Zealand). Those standards require that we comply with
ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the financial statements are free from material
misstatement.

An audit involves performing procedures to obtain audit evidence about the
amounts and disclosures in the financial statements. The procedures selected
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depend on the auditor’s judgmentjudgement, including the assessment of the risks
of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control
relevant to the entity’s preparation of financial statements_that give a true and
fair view of the matters to which they relate in order to design audit procedures
that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the entity’s internal control. An audit also
includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and approp
to provide a basis for our unmodified opinion on the separate4financial
statements and consolidated cash flows and our qualified audit opin
consolidated financial position and the consolidated financial per

Other than in our capacity as auditor we have no relationsh

in, ABC Limited or any of its subsidiaries.

I interests

Basis for Qualified Opinion on the Group Fin osition and Financial

Performance
ABC Limited’s investment in XYZ Limite associate acquired during
the year and accounted for by the equity methed, is'carried at $15 million on the
consolidated balance sheet as at Dece 31, 20X1, and ABC’s share of XYZ’s
net income of $1 million is inclu d%onsolidated income statement for
the year then ended. We were unghle Yo obtain sufficient appropriate audit

evidence about the carryin t”of ABC’s investment in XYZ as at
December 31, 20X1 and of XYZ’s net income for the year because

we were denied accesswto inancial information, management, and the
auditors of XYZ. ‘@- y, we were unable to determine whether any

adjustments to theSe ameuptS were necessary.

Qualified Opinion, omghe Group Financial Position and Financial Performance

In our opthion
Basis_for Qualifi

Q ply with generally accepted accounting practice in New Zealand,;
comply with International Financial Reporting Standards;

except for the possible effects of the matter described in the
d Opinion paragraph, the financial statements on pages .... to

e give atrue and fair view of the financial position of ABC Limited group
as at December 31, 20X1 and the financial performance of the group for
the year ended on that date.

Opinion on the Separate Financial Statements and the Group Cash Flows

In our opinion, the financial statements on pages .... to .... give a true and fair
view of the financial position of ABC Limited as at December 31, 20X1 and its
financial performance and the cash flows of ABC Limited and group for the year
ended on that date.
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Report on Other Legal and Regulatory Requirements
In accordance with the Financial Reporting Act 1993, we report that:

¢ In the above respect alone we have not obtained all the information and
explanations that we have required.

e In our opinion proper accounting records have been kept by the company
as far as appears from our examination of those records.

[Add any matters required to be included under any other legislation or
regulation.]

[Auditor’s signature]

[Date of the auditor’s report] )V
[Auditor’s address]

| If, in the group engagement partner’s judgmentjudgement, the gﬁec@e group financial

statements of the inability to obtain sufficient appropriate audit, evidence is material and
pervasive, the group engagement partner would disclaim if in accordance with ISA

o
S
&
>
N
N
>
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Appendix 2
(Ref: Para. A23)

Examples of Matters about which the Group Engagement Team Obtains an
Understanding

The examples provided cover a broad range of matters; however, not all matters are relevant
to every group audit engagement and the list of examples is not necessarily complete.

Group-Wide Controls

1.

Group-wide controls may include a combination of the following:

Regular meetings between group and component management ISCUSS
business developments and to review performance.

2

[tSy7including
to monitor
action.

regular reporting routines, which enables group maaag
components’ performance against budgets, and to take @

Group management’s risk assessment process,\that s;” the process for
identifying, analyzinganalysing and managing [ risks, including the risk
of fraud, that may result in material mj nt of the group financial

statements.
Monitoring, controlling, reconcilin Nnmating intra-group transactions
and wnrealizedunrealised profits, and intraggrotp account balances at group level.

A process for monitoring the iness and assessing the accuracy and
completeness of financial infofgpatron received from components.

A central IT system contr he same general IT controls for all or part of
the group.

Control activiti i an IT system that is common for all or some
components,

Monitoring of€ontrols, including activities of internal audit and self-assessment

arpmes.
COM olicies and procedures, including a group financial reporting
cedures manual.

révention pregramsprogrammes.

Arrangements for assigning authority and responsibility to component
management.

Q -wide pregramsprogrammes, such as codes of conduct and fraud

Internal audit may be regarded as part of group-wide controls, for example, when the
internal audit function is eentratizedcentralised. ISA (NZ) 610* deals with the group
engagement team’s evaluation of the competence and objectivity of the internal
auditors where it plans to use their work.

24

ISA (NZ) 610, “Using the Work of Internal Auditors,” paragraph 9.
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Consolidation Process

3.

The group engagement team’s understanding of the consolidation process may include
matters such as the following:

Matters relating to the applicable financial reporting framework:

0
from the group’s year-end. &
Matters relating to the consolidation process:

The extent to which component management has an understanding of the
applicable financial reporting framework.

The process for identifying and accounting for components in accordance with
the applicable financial reporting framework.

The process for identifying reportable segments for segment ing in

accordance with the applicable financial reporting framework.
The process for identifying related party relationships anw party

transactions for reporting in accordance with the applical reporting
framework.
The accounting policies applied to the group finangial s nts, changes from

those of the previous financial year, and chang

standards under the applicable financial repogtigg
The procedures for dealing with comp

ting from new or revised
ork.

nancial year-ends different

Group management’s process, for iping an understanding of the accounting
policies used by componentShand, where applicable, ensuring that uniform
accounting policies ar prepare the financial information of the
components for th nancial statements, and that differences in
accounting policies a ified, and adjusted where required in terms of the
applicable fina ing framework. Uniform accounting policies are the

specific pri ases, conventions, rules, and practices adopted by the
group, bas e applicable financial reporting framework, that the
comp 0 report similar transactions consistently. These policies are
ordi ibed in the financial reporting procedures manual and reporting

isSued by group management.

up management’s process for ensuring complete, accurate and timely
cial reporting by the components for the consolidation.

he process for translating the financial information of foreign components into
the currency of the group financial statements.

How IT is erganizedorganised for the consolidation, including the manual and
automated stages of the process, and the manual and programmed controls in
place at various stages of the consolidation process.

Group management’s process for obtaining information on subsequent events.
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Matters relating to consolidation adjustments:

. The process for recording consolidation adjustments, including the preparation,
autherizationauthorisation and processing of related journal entries, and the
experience of personnel responsible for the consolidation.

. The consolidation adjustments required by the applicable financial reporting
framework.

. Business rationale for the events and transactions that gave rise to the
consolidation adjustments.

. Frequency, nature and size of transactions between components.

. Procedures for monitoring, controlling, reconciling and eliminating intra-group
transactions and unrealizedunrealised profits, and intra-group acceuniypalances.

. Steps taken to arrive at the fair value of acquired ds liabilities,
procedures for amertizingamortising goodwill ( e\ applicable), and

impairment testing of goodwill, in accordance
reporting framework.

ith the applicable financial

e Arrangements with a majority owner or paigQrity Interests regarding losses
incurred by a component (for example, a o of the minority interest to

make good such losses). &
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Appendix 3
(Ref: Para. A30)

Examples of Conditions or Events that May Indicate Risks of Material
Misstatement of the Group Financial Statements

The examples provided cover a broad range of conditions or events; however, not all

conditions or events are relevant to every group audit engagement and the list of examples is

not necessarily complete.

. A complex group structure, especially where there are frequent acquisitions, disposals
Or reorganizationsreorganisations.

. Poor corporate governance structures, including decision-making processgs, that are not

transparent.
. Non-existent or ineffective group-wide controls, includi ate group
management information on monitoring of components’ operat d'vheir results.

. Components operating in foreign jurisdictions that may bg_exp to factors such as
unusual government intervention in areas such a and fiscal policy, and

restrictions on currency and dividend movements; ape ations in exchange rates.
»  Business activities of components that involve uch as long-term contracts or

trading in innovative or complex financial ingtrumagts.
. Uncertainties regarding which components’ finangial information require incorporation
in the group financial statements in acc with the applicable financial reporting

framework, for example whether a
exist and require incorporation.

spé&cial-purpose entities or non-trading entities

. Unusual related party relati transactions.

. Prior occurrences of in ccount balances that did not balance or reconcile on
consolidation.

. The existence lex transactions that are accounted for in more than one
component.

. Components ication of accounting policies that differ from those applied to the
group figancial Siatements.

. C

U

1016

with different financial year-ends, which may be utilizedutilised to
ate’the timing of transactions.

currences of urautherizedunauthorised or incomplete consolidation adjustments.

. gressive tax planning within the group, or large cash transactions with entities in tax
havens.

. Frequent changes of auditors engaged to audit the financial statements of components.
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Appendix 4
(Ref: Para. A35)
Examples of a Component Auditor’s Confirmations

The following is not intended to be a standard letter. Confirmations may vary from one
component auditor to another and from one period to the next.

Confirmations often are obtained before work on the financial information of the component

commences.
This letter is provided in connection with your audit of the group fi 'Xr)nents of
[name of parent] for the year ended [date] for the purpose of expressing an opinion on
whether the group financial statements give a true and fair view ofa cial position of

the group as of [date] and of its financial performance and cash ffows e year then ended.

[Component Auditor Letterhead]
[Date]
[To Group Engagement Partner]

We acknowledge receipt of your instructions dated [date], ting us to perform the
specified work on the financial information of [name@ nent] for the year ended

[date].

We confirm that: \

1. We will be able to comply with the insgructionSy/ We advise you that we will not be
able to comply with the following i st%[specify instructions] for the following

reasons [specify reasons].

2. The instructions are clear and w erstand them. / We would appreciate it if you
could clarify the following ctiohs [specify instructions].

3. We will cooperate nd provide you with access to relevant audit
documentation.

We acknowledge that:
1. The financj tion of [name of component] will be included in the group
financial st;w of [name of parent].
ﬁ) consider it necessary to be involved in the work you have requested us to
an the financial information of [name of component] for the year ended [date].

nd to evaluate and, if considered appropriate, use our work for the audit of the
p financial statements of [name of parent].

In conAection with the work that we will perform on the financial information of [name of
component], a [describe component, for example, wholly-owned subsidiary, subsidiary, joint
venture, investee accounted for by the equity or cost methods of accounting] of [name of
parent], we confirm the following:

1. We have an understanding of Professional and Ethical Standard 1% issued by the

External Reporting Board and Professional and Ethical Standard 2?®(together referred to

% PES-1, “Ethical Standards for Assurance Providers.”
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We will inform you of any changes in the above representations ¢ O\t
work on the financial information of [name of component].
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as “Ethical Standards™) that is sufficient to fulfill our responsibilities in the audit of the
group financial statements, and will comply therewith. In particular, and with respect to
[name of parent] and the other components in the group, we are independent within the
meaning of Ethical Standards.

We have an understanding of the International Standards on Auditing (New Zealand)
that is sufficient to fulfill our responsibilities in the audit of the group financial
statements and will conduct our work on the financial information of [name of
component] for the year ended [date] in accordance with those standards.

We possess the special skills (for example, industry specific knowledge) necegsary to
perform the work on the financial information of the particular component.

We have an understanding of [indicate applicable financial reporting@vo or

group financial reporting procedures manual] that is sufficient\ toy fulfill our
responsibilities in the audit of the group financial statements.

course of our

[Auditor’s signature]
[Date]

26

[Auditor’s address] (&\Q

PES-2, “Independence in Assurance Engagements.”
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Appendix 5
(Ref: Para. A58)

Required and Additional Matters Included in the Group Engagement Team’s
Letter of Instruction

Matters required by this ISA (NZ) to be communicated to the component auditor are shown
in italicizeditalicised text.

Matters that are relevant to the planning of the work of the component auditor:

. A request for the component auditor, knowing the context in which th& group
engagement team will use the work of the component auditor, to confi at the

component auditor will cooperate with the group engagement team.
. The timetable for completing the audit. \)

. Dates of planned visits by group management and the group engagement tegiaga
meetings with component management and the component aud

. A list of key contacts.

of planned

. The work to be performed by the component auditor,_t be made of that work,
and arrangements for coordinating efforts at the i stage of and during the audit,
including the group engagement team’s planfigd olvement in the work of the
component auditor.

. The ethical requirements that are relevant to group audit and, in particular, the
independence requirements.

. In the case of an audit or review \Okthe financial information of the component,

component materiality (and, if a , the materiality level or levels for particular
classes of transactions, a t bajances or disclosures), and the threshold above
which misstatements ¢ garded as clearly trivial to the group financial
statements.

. A list of related
that the group engage
communicates
previously id

red by group management, and any other related parties
t team is aware of, and a request that the component auditor
imely basis to the group engagement team related parties not
ifiad by group management or the group engagement team.
. Wor “Qo performed on intra-group transactions and warealizedunrealised profits and
int Oup account balances.

ere time lag between completion of the work on the financial information of the
components and the group engagement team’s conclusion on the group financial
statements is likely, specific instructions for a subsequent events review.

Matters that are relevant to the conduct of the work of the component auditor

. The findings of the group engagement team’s tests of control activities of a processing
system that is common for all or some components, and tests of controls to be
performed by the component auditor.
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Identified significant risks of material misstatement of the group financial statements,
due to fraud or error, that are relevant to the work of the component auditor, and a
request that the component auditor communicates on a timely basis any other
significant risks of material misstatement of the group financial statements, due to fraud
or error, identified in the component and the component auditor’s response to such
risks.

The findings of internal audit, based on work performed on controls at or relevant to
components.

A request for timely communication of audit evidence obtained from performigg work
on the financial information of the components that contradicts the audit exidénce on
which the group engagement team originally based the risk assessment perfor at
group level.

ance with
rences between
onent and those

A request for a written representation on component manageme
the applicable financial reporting framework, or a statement thategli
the accounting policies applied to the financial information of %
applied to the group financial statements have been disclo

Matters to be documented by the component auditor.

Other information

A request that the following be reported t r%gp engagement team on a timely
basis:

o Significant accounting, fina ing and auditing matters, including
accounting estimates and relateqN judgements.

o Matters relating to liti

o Significant defc internal control that the component auditor has
identified durhg,thesperformance of the work on the financial information of the

A request that

events as earlyas possible.
A t@ that ‘the matters listed in paragraph 41 be communicated to the group
';.f' ent“team when the work on the financial information of the component is
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