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Introduction
Scope of this ISA (NZ)

1.

The International Standards on Auditing (NewlZed) (ISAs (NZ)) apply to group
audits. This ISA (NZ) deals with special considenas that apply to group audits, in
particular those that involve component auditors.

An auditor may find this ISA (NZ), adapted a&essary in the circumstances, useful
when that auditor involves other auditors in theitaf financial statements that are
not group financial statements. For example, ant@uchay involve another auditor to
observe the inventory count or inspect physicadiassets at a remote location.

A component auditor may be required by statiggulation or for another reason, to
express an audit opinion on the financial statema@fta component. The group
engagement team may decide to use the audit edd@nevhich the audit opinion on
the financial statements of the component is baseutovide audit evidence for the
group audit, but the requirements of this ISA (M2yertheless applyref: Para. A1)

In accordance with ISA (NZ) 220the group engagement partner is required to be
satisfied that those performing the group auditagegnent, including component
auditors, collectively have the appropriate competeand capabilities. The group
engagement partner is also responsible for thettre supervision and performance
of the group audit engagement.

The group engagement partner applies the emgemnts of ISA (NZ) 220 regardless of
whether the group engagement team or a componditbaperforms the work on the
financial information of a component. This ISA (N&}sists the group engagement
partner to meet the requirements of ISA (NZ) 22@rehcomponent auditors perform
work on the financial information of components.

Audit risk is a function of the risk of matermaisstatement of the financial statements
and the risk that the auditor will not detect suuisstatement$In a group audit, this
includes the risk that the component auditor mal dedect a misstatement in the
financial information of the component that cousise a material misstatement of the
group financial statements, and the risk that thmug engagement team may not
detect this misstatement. This ISA (NZ) explaing tmatters that the group
engagement team considers when determining theenaiming and extent of its
involvement in the risk assessment procedures @antigeir audit procedures performed
by the component auditors on the financial infoioratof the components. The
purpose of this involvement is to obtain sufficiapipropriate audit evidence on which
to base the audit opinion on the group financiaieshents.

Effective Date

7.

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

1

2

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

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

(@) To determine whether to act as the auditohefgroup financial statements; and

(b) If acting as the auditor of the group finangtdtements:

() To communicate clearly with component auditefsout the scope and
timing of their work on financial information rekt to components and
their findings; and

(i) To obtain sufficient appropriate audit evidenregarding the financial
information of the components and the consolidatimtess to express an
opinion on whether the group financial statememts @epared, in all
material respects, in accordance with the applecdinlancial reporting
framework.

Definitions
9. For purposes of the ISAs (NZ), the followingnter have the meanings attributed
below:

(@8 Component — An entity or business activity fnich group or component
management prepares financial information that Ishbe included in the group
financial statementgRef: Para. A2-A4)

(b) Component auditor — An auditor who, at the esfwf the group engagement
team, performs work on financial information retht® a component for the
group audit(Ref: Para. A7)

(c) Component management — Management responsibfadparing the financial
information of a component, overseen by those dthwgth governance of the
component.

(d) Component materiality — The materiality for amponent determined by the
group engagement team.

(e) Group — All the components whose financial infation is included in the
group financial statements. A group always has ntiweie one componenRef:
Para. A4)

(H  Group audit — The audit of group financial staents.

(g9) Group audit opinion — The audit opinion on gneup financial statements.

(h) Group engagement partner — The partner or gikeson in the firm who is

(i)

responsible for the group audit engagement angeatéormance, and for the
auditor’s report on the group financial statemeht is issued on behalf of the
firm. Where joint auditors conduct the group audiie joint engagement
partners and their engagement teams collectivelpstdate the group
engagement partner and the group engagement tdamISA (NZ) does not,
however, deal with the relationship between jouditors or the work that one
joint auditor performs in relation to the work bEtother joint auditor.

Group engagement team — Partners, includinggtioeip engagement partner,
and staff who establish the overall group audiatetyy, communicate with
component auditors, perform work on the consolatafirocess, and evaluate
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the conclusions drawn from the audit evidence @&sliasis for forming an
opinion on the group financial statements.

() Group financial statements — Financial statetsethat include the financial
information of more than one component. The ternotig financial statements”
also refers to combined financial statements agdiregthe financial information
prepared by components that have no parent buinaier common control.

(k) Group management — Management responsiblerémaping the group financial
statements.

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

(m) Significant component — A component identifladthe group engagement team
() that is of individual financial significance the group, or (ii) that, due to its
specific nature or circumstances, is likely to ud# significant risks of material
misstatement of the group financial statemerts: Para. A5-A6)

Reference to “the applicable financial repgrtimamework” means the financial
reporting framework that applies to the group fitlahstatements. Reference to “the
consolidation process” includes:

(@) The recognition, measurement, presentation, @giedosure of the financial
information of the components in the group finah@@mtements by way of
consolidation, proportionate consolidation, or #wuity or cost methods of
accounting; and

(b) The aggregation in combined financial statementhe financial information of
components that have no parent but are under concordrol.

Requirements
Responsibility

11.

The group engagement partner is responsibletbfer direction, supervision and
performance of the group audit engagement in canpé with professional standards
and applicable legal and regulatory requirememid,veéhether the auditor’s report that
is issued is appropriate in the circumstaricAs.a result, the auditor’s report on the
group financial statements shall not refer to a ponent auditor, unless required by
law or regulation to include such reference. Iftsueference is required by law or
regulation, the auditor’s report shall indicatetttie reference does not diminish the
group engagement partner’s or the group engagepaetrier’s firm’'s responsibility
for the group audit opinioniRef: Para. A8-A9)

Acceptance and Continuance

12.

In applying ISA (NZ) 220, the group engagempaitner shall determine whether
sufficient appropriate audit evidence can reasgnékl expected to be obtained in
relation to the consolidation process and the tirnnformation of the components
on which to base the group audit opinion. For thispose, the group engagement
team shall obtain an understanding of the group, adbmponents, and their

3

ISA (NZ) 220, paragraph 15.
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environments that is sufficient to identify compotgethat are likely to be significant
components. Where component auditors will perforrorkwon the financial
information of such components, the group engagéepetner shall evaluate whether
the group engagement team will be able to be irmdln the work of those
component auditors to the extent necessary to rolgafficient appropriate audit
evidence(Ref: Para. A10-A12)

If the group engagement partner concludes that:

(@) it will not be possible for the group engagem@am to obtain sufficient
appropriate audit evidence due to restrictions segdoy group management or
those charged with governance of the group; and

(b) the possible effect of this inability will rdsun a disclaimer of opinion on the
group financial statements,

the group engagement partner shall either:

(@) inthe case of a new engagement, not accept tregenwent, or, in the case of a
continuing engagement, withdraw the engagementrenvghdrawal is possible
under applicable law or regulation; or

(b) where law or regulation prohibits an auditor froeclkhing an engagement or
where withdrawal from an engagement is not otherwm®ssible, having
performed the audit of the group financial stateimen the extent possible,
disclaim an opinion on the group financial statetegRef: Para. A13-A19)

Terms of Engagement

14.

The group engagement partner shall agree atetims of the group audit engagement
in accordance with ISA (NZ) 210(Ref: Para. A20-A21)

Overall Audit Strategy and Audit Plan

15.

16.

The group engagement team shall establish aralbygroup audit strategy and shall
develop a group audit plan in accordance with ISZ)(300°

The group engagement partner shall review Wieeatl group audit strategy and group
audit plan(Ref: Para. A22)

Understanding the Group, Its Components and Their Bvironments

17.

The auditor is required to identify and asst®s risks of material misstatement
through obtaining an understanding of the entityd #8 environmenf. The group
engagement team shall:

(@) Enhance its understanding of the group, itspmmants, and their environments,
including group-wide controls, obtained during theceptance or continuance
stage; and

ISA (NZ) 705, “Maodifications to the Opinion inghlindependent Auditor’s Report.”
ISA (NZ) 210, “Agreeing the Terms of Audit Engagents.”.
ISA (NZ) 300, “Planning an Audit of Financial &ements”, paragraphs 7-12.

ISA (NZ) 315 (Revised) “Identifying and Assessirige Risks of Material Misstatement through
Understanding the Entity and Its Environment.”
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(b) Obtain an understanding of the consolidatiarcess, including the instructions
issued by group management to compongRis. Para. A23-A29)
18. The group engagement team shall obtain an siaheling that is sufficient to:

(@) Confirm or revise its initial identification afomponents that are likely to be
significant; and

(b) Assess the risks of material misstatement ef ghoup financial statements,
whether due to fraud or erfd(ref: Para. A30-A31)

Understanding the Component Auditors

19. If the group engagement team plans to requestrgonent auditor to perform work
on the financial information of a component, theugr engagement team shall obtain
an understanding of the followin(Ref: Para. A32-A35)

(@) Whether the component auditor understands atldcamply with the ethical
requirements that are relevant to the group audd, an particular, is
independent(Ref: Para. A37)

(b) The component auditor’s professional competgies Para. A38)

(c) Whether the group engagement team will be tblge involved in the work of
the component auditor to the extent necessary tairolsufficient appropriate
audit evidence; and

(d) Whether the component auditor operates in allaggyy environment that
actively oversees auditor®ef: Para. A36)

20. If a component auditor does not meet the iaddpnce requirements that are relevant
to the group audit, or the group engagement tearséa@ous concerns about the other
matters listed in paragraph 19(a)-(c), the grougagement team shall obtain
sufficient appropriate audit evidence relating ke tfinancial information of the
component without requesting that component auditorperform work on the
financial information of that componeriRef: Para. A39-A41)

Materiality

21. The group engagement team shall determineotloaving: (Ref: Para. A42)

(a) Materiality for the group financial statemeatsa whole when establishing the
overall group audit strategy.

(b) If, in the specific circumstances of the grodipere are particular classes of
transactions, account balances or disclosuresargtbup financial statements
for which misstatements of lesser amounts than nméitg for the group
financial statements as a whole could reasonablgxpected to influence the
economic decisions of users taken on the basiseofjtoup financial statements
the materiality level or levels to be applied taogb particular classes of
transactions, account balances or disclosures.

(c) Component materiality for those components whasmponent auditors will
perform an audit or a review for purposes of theugraudit. To reduce to an

8

ISA (NZ) 315 (Revised).

10
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appropriately low level the probability that thegaggate of uncorrected and
undetected misstatements in the group financidmstants exceeds materiality
for the group financial statements as a whole, aomept materiality shall be
lower than materiality for the group financial staents as a wholgRef: Para.
A43-A44)

(d) The threshold above which misstatements cammoégarded as clearly trivial to
the group financial statementRef: Para. A45)

Where component auditors will perform an atamlitpurposes of the group audit, the
group engagement team shall evaluate the apprepess of performance materiality
determined at the component levBkf: Para. A46)

If a component is subject to audit by stattggulation or other reason, and the group
engagement team decides to use that audit to mrawudit evidence for the group
audit, the group engagement team shall determiretheh

(a) materiality for the component financial statetseas a whole; and
(b) performance materiality at the component level
meet the requirements of this ISA (NZ).

Responding to Assessed Risks

24,

25.

The auditor is required to design and implenagmropriate responses to address the
assessed risks of material misstatement of thendinh statements.The group
engagement team shall determine the type of worketgperformed by the group
engagement team, or the component auditors on etwlhy on the financial
information of the components (see paragraphs 26¥8% group engagement team
shall also determine the nature, timing and extérs involvement in the work of the
component auditors (see paragraphs 30{8#}). Para. A47)

If the nature, timing and extent of the workb® performed on the consolidation
process or the financial information of the compuseare based on an expectation
that group-wide controls are operating effectively,if substantive procedures alone
cannot provide sufficient appropriate audit evideat the assertion level, the group
engagement team shall test, or request a compeneltor to test, the operating

effectiveness of those controls.

Determining the Type of Work to Be Performed orFinancial Information of Components

Significant Components

26.

27.

For a component that is significant due tantividual financial significance to the
group, the group engagement team, or a compondafitoawn its behalf, shall

perform an audit of the financial information ofetltomponent using component
materiality.

For a component that is significant because likely to include significant risks of
material misstatement of the group financial st&tets due to its specific nature or

® ISA(NZ) 330, “The Auditor’'s Responses to AssesRésks.”

11
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circumstances, the group engagement team, or aamwnpauditor on its behalf, shall
perform one or more of the following:

(@ An audit of the financial information of the mponent using component
materiality.

(b) An audit of one or more account balances, el transactions or disclosures
relating to the likely significant risks of matdrimisstatement of the group
financial statementgRef: Para. A48)

(c) Specified audit procedures relating to the likeignificant risks of material
misstatement of the group financial statemeRts:. Para. A49)

Components that Are Not Significant Components

28.

29.

For components that are not significant comptmehe group engagement team shall
perform analytical procedures at group leyeef: Para. A50)

If the group engagement team does not congfder sufficient appropriate audit
evidence on which to base the group audit opinidinbe obtained from:

(& The work performed on the financial informatmfrsignificant components;
(b) The work performed on group-wide controls #mel consolidation process; and
(c) The analytical procedures performed at grouplle

the group engagement team shall select compongws are not significant
components and shall perform, or request a compaosgtitor to perform, one or
more of the following on the financial informatiasf the individual components
selected(Ref: Para. A51-A53)

. An audit of the financial information of the commm using component
materiality.

. An audit of one or more account balances, claskgarsactions or disclosures.

. A review of the financial information of the compan using component
materiality.

. Specified procedures.

The group engagement team shall vary the seleofimomponents over a period of
time.

Involvement in the Work Performed by ComponenttAtgiiRef: Para. A54-A55)

Significant Components—Risk Assessment

30.

If a component auditor performs an audit @f financial information of a significant
component, the group engagement team shall beviedoh the component auditor’s
risk assessment to identify significant risks often@al misstatement of the group
financial statements. The nature, timing and exbéthis involvement are affected by
the group engagement team’s understanding of tmepcoent auditor, but at a
minimum shall include:

(a) Discussing with the component auditor or compomeabagement those of the
component’s business activities that are signititarthe group;

12
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(b) Discussing with the component auditor the susc#ipyitof the component to
material misstatement of the financial informatdare to fraud or error; and

(c) Reviewing the component auditor’s documentatiomentified significant risks
of material misstatement of the group financiatesteents. Such documentation
may take the form of a memorandum that reflects dbponent auditor’s
conclusion with regard to the identified signifitaisks.

Identified Significant Risks of Material Misstatemef the Group Financial Statements—
Further Audit Procedures

31.

If significant risks of material misstatemerittbe group financial statements have
been identified in a component on which a compoaenitor performs the work, the
group engagement team shall evaluate the apprepess of the further audit
procedures to be performed to respond to the idkxhtsignificant risks of material
misstatement of the group financial statements.e8am its understanding of the
component auditor, the group engagement team gstetbrmine whether it is
necessary to be involved in the further audit pdoces.

Consolidation Process

32.

33.

34.

35.

36.

37.

In accordance with paragraph 17, the group garmgant team obtains an
understanding of group-wide controls and the cadatbn process, including the
instructions issued by group management to compgendn accordance with
paragraph 25, the group engagement team, or compaunditor at the request of the
group engagement team, tests the operating eféeass of group-wide controls if the
nature, timing and extent of the work to be perfednon the consolidation process are
based on an expectation that group-wide contrads cgrerating effectively, or if
substantive procedures alone cannot provide seffficappropriate audit evidence at
the assertion level.

The group engagement team shall design andrpeftirther audit procedures on the
consolidation process to respond to the assessiesl of material misstatement of the
group financial statements arising from the comsdion process. This shall include
evaluating whether all components have been induge the group financial
statements.

The group engagement team shall evaluate tpeopqateness, completeness and
accuracy of consolidation adjustments and reclaasibns, and shall evaluate
whether any fraud risk factors or indicators ofgibke bias existRef: Para. A56)

If the financial information of a component et been prepared in accordance with
the same accounting policies applied to the graopntial statements, the group
engagement team shall evaluate whether the finlainécamation of that component
has been appropriately adjusted for purposes qfaprey and presenting the group
financial statements.

The group engagement team shall determine whetie financial information
identified in the component auditor's communicati@ee paragraph 41(c)) is the
financial information that is incorporated in thegp financial statements.

If the group financial statements include tinaricial statements of a component with
a financial reporting period-end that differs frothhat of the group, the group
engagement team shall evaluate whether appro@dtstments have been made to

13
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those financial statements in accordance with tppli@ble financial reporting
framework.

Subsequent Events

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

39. Where component auditors perform work otherntreudits of the financial
information of components, the group engagememh telaall request the component
auditors to notify the group engagement team ifythecome aware of subsequent
events that may require an adjustment to or disobosn the group financial
statements.

Communication with the Component Auditor

40. The group engagement team shall communicateedgirements to the component
auditor on a timely basig.his communication shall set out the work to bdqrened,
the use to be made of that work, and the form amdent of the component auditor’s
communication with the group engagement te@af: Para. A57, A58, A6Olt shall also
include the following:

(@)

(b)

()

(d)

(e)

A request that the component auditor, knowing thetext in which the group
engagement team will use the work of the compoaadttor, confirms that the
component auditor will cooperate with the group agement teamRef: Para.
A59)

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

In the case of an audit or review of the finanaidrmation of the component,
component materiality (and, if applicable, the matiy level or levels for
particular classes of transactions, account batamredisclosures) and the
threshold above which misstatements cannot bededaas clearly trivial to the
group financial statements.

Identified significant risks of material misstatameof the group financial
statements, due to fraud or error, that are releteathe work of the component
auditor. The group engagement team shall requesttdmponent auditor to
communicate on a timely basis any other identifgphificant risks of material
misstatement of the group financial statements, tdu&aud or error, in the
component, and the component auditor’s responsasctorisks.

A list of related parties prepared by group managdmand any other related
parties of which the group engagement team is awdre group engagement
team shall request the component auditor to comratmion a timely basis
related parties not previously identified by gromg@anagement or the group
engagement team. The group engagement team shahmilee whether to

identify such additional related parties to othemponent auditors.

14
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41. The group engagement team shall request the@ament auditor to communicate
matters relevant to the group engagement team’sliesion with regard the group
audit. Such communication shall inclugeef: Para. A60)

(@)

(b)

()

(d)

(e)

()
(¢))

(h)

()

Whether the component auditor has complied witicatliequirements that are
relevant to the group audit, including independenamed professional
competence;

Whether the component auditor has complied withgtioeip engagement team’s
requirements;

Identification of the financial information of theomponent on which the
component auditor is reporting;

Information on instances of non-compliance withdasy regulations that could
give rise to a material misstatement of the grongricial statements;

A list of uncorrected misstatements of the finahamformation of the
component (the list need not include misstatemtnatisare below the threshold
for clearly trivial misstatements communicated bg group engagement team
(see paragraph 40(c));

Indicators of possible bias;

Description of any identified significant deficigas in internal control at the
component level,

Other significant matters that the component audimmmunicated or expects
to communicate to those charged with governanddéeotomponent, including

fraud or suspected fraud involving component mamege, employees who

have significant roles in internal control at ttemponent level or others where
the fraud resulted in a material misstatement effitancial information of the

component;

Any other matters that may be relevant to the grauglit, or that the component
auditor wishes to draw to the attention of the grengagement team, including
exceptions noted in the written representationg tha component auditor
requested from those charged with governance afdhgonent; and

The component auditor’s overall findings, conclusi@r opinion.

Evaluating the Sufficiency and Appropriateness of Adit Evidence Obtained

Evaluating the Component Auditor's Communicatiod aaequacy of their Work

42. The group engagement team shall evaluate th@oent auditor's communication
(see paragraph 41). The group engagement team shall

(@)

(b)

Discuss significant matters arising from thaaleation with the component
auditor, component management, those charged withergance of the
component, group management, or those chargedgeiternance of the group
as appropriate; and

Determine whether it is necessary to reviewepthelevant parts of the
component auditor’s audit documentati(®ef: Para. A61)

43. If the group engagement team concludes thatvth& of the component auditor is
insufficient, the group engagement team shall detex what additional procedures
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are to be performed, and whether they are to bienpeed by the component auditor
or by the group engagement team.

Sufficiency and Appropriateness of Audit Evidence

44. The auditor is required to obtain sufficienpagpriate audit evidence to reduce audit
risk to an acceptably low level and thereby endbk auditor to draw reasonable
conclusions on which to base the auditor’s opiftfofihe group engagement team
shall evaluate whether sufficient appropriate aeditlence has been obtained from
the audit procedures performed on the consolidgirocess and the work performed
by the group engagement team and the componentoesidon the financial
information of the components, on which to basegimip audit opinion(Ref: Para.
AB2)

45. The group engagement partner shall evaluateftbet on the group audit opinion of
any uncorrected misstatements (either identifiedtH®y group engagement team or
communicated by component auditors) and any instandhere there has been an
inability to obtain sufficient appropriate auditi@ence (Ref: Para. A63)

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

Communication with Group Management

46. The group engagement team shall determine wteadttified deficiencies in internal
control to communicate to those charged with goaece and group management in
accordance with ISA (NZ) 268.In making this determination, the group engagement
team shall consider:

(a) Deficiencies in group-wide internal controltthlae group engagement team has
identified:;

(b) Deficiencies in internal control that the groepgagement team has identified in
internal controls at components; and

(c) Deficiencies in internal control that componentditors have brought to the
attention of the group engagement team.

47. If fraud has been identified by the group emgagnt team or brought to its attention
by a component auditor (see paragraph 41(h)), fornmation indicates that a fraud
may exist, the group engagement team shall comratenthis on a timely basis to the
appropriate level of group management in order rtftorm those with primary
responsibility for the prevention and detectionfraiud of matters relevant to their
responsibilities.(Ref. Para. A64)

48. A component auditor may be required by statetgulation or for another reason, to
express an audit opinion on the financial statemeha component. In that case, the
group engagement team shall request group managietmemform component
management of any matter of which the group engageteam becomes aware that

10 ISA (NZ) 200, paragraph 17.

1 ISA (NZ) 265, “Communicating Deficiencies in Int@al Control to Those Charged with Governance and
Management.”
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may be significant to the financial statements loé ttomponent, but of which
component management may be unaware. If group meareyg refuses to
communicate the matter to component managemengjrthig engagement team shall
discuss the matter with those charged with govemmaof the group. If the matter
remains unresolved, the group engagement teameauty legal and professional
confidentiality considerations, shall consider wiggtto advise the component auditor
not to issue the auditor’s report on the finanstatements of the component until the
matter is resolvedRef: Para. A65)

Communication with Those Charged with Governandbefsroup

49. The group engagement team shall communicatdoll@ving matters with those
charged with governance of the group, in additiorthtose required by ISA (NZ)
260 and other ISAs (NZ)Ref: Para. A66)

(@) An overview of the type of work to be performedtbe financial information of
the components.

(b) An overview of the nature of the group engagemeautnis planned involvement
in the work to be performed by the component auwsliton the financial
information of significant components.

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

(d) Any limitations on the group audit, for example,emd the group engagement
team’s access to information may have been restrict

(e) Fraud or suspected fraud involving group managemertmponent
management, employees who have significant rolegronp-wide controls or
others where the fraud resulted in a material misstent of the group financial
statements.

Documentation

50. The group engagement team shall include inatltit documentation the following
matters*>

(& An analysis of components, indicating those thatsagnificant, and the type of
work performed on the financial information of tt@mponents.

(b) The nature, timing and extent of the group engageream’s involvement in
the work performed by the component auditors omigant components
including, where applicable, the group engagemeaints review of relevant
parts of the component auditors’ audit documentagiod conclusions thereon.

(c) Written communications between the group engagenteai and the
component auditors about the group engagementdeaauiirements.

*k*k

12 ISA (NZ) 260, “Communication with Those ChargeithwGovernance.”
13 1SA (NZ) 230, “Audit Documentation,” paragraph4 8, and paragraph A6.
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Application and Other Explanatory Material
Components Subject to Audit by Statute, Regulatiomr Other Reason(Ref: Para. 3)

Al. Factors that may affect the group engagememb’sedecision whether to use an audit
required by statute, regulation or for another sea® provide audit evidence for the
group audit include the following:

. Differences in the financial reporting frameworkpaed in preparing the
financial statements of the component and thatieghph preparing the group
financial statements.

. Differences in the auditing and other standardsliegypby the component
auditor and those applied in the audit of the gribngncial statements.

. Whether the audit of the financial statements of ttomponent will be
completed in time to meet the group reporting tahé.

Definitions

ComponentRef: Para. 9(a))

A2.

AS.

A4.

The structure of a group affects how componemts identified. For example, the
group financial reporting system may be based ororganisational structure that
provides for financial information to be preparey & parent and one or more
subsidiaries, joint ventures, or investees accalifde by the equity or cost methods
of accounting; by a head office and one or morasdias or branches; or by a
combination of both. Some groups, however, may rosgatheir financial reporting

system by function, process, product or serviceoyogroups of products or services),
or geographical locations. In these cases, thdyeati business activity for which

group or component management prepares finandahmation that is included in the
group financial statements may be a function, ecproduct or service (or group of
products or services), or geographical location.

Various levels of components may exist withie group financial reporting system,
in which case it may be more appropriate to idgrtdmponents at certain levels of
aggregation rather than individually.

Components aggregated at a certain level magtitote a component for purposes of
the group audit; however, such a component may plepare group financial
statements that incorporate the financial infororatiof the components it
encompasses (that is, a subgroup). This ISA (NZy nhmerefore be applied by
different group engagement partners and teamsiffereht subgroups within a larger

group.

Significant ComponeriRef: Para. 9(m))

AS.

As the individual financial significance of amaponent increases, the risks of material
misstatement of the group financial statementsnardy increase. The group
engagement team may apply a percentage to a chesehmark as an aid to identify
components that are of individual financial sigrafice. Identifying a benchmark and
determining a percentage to be applied to it ineollie exercise of professional
judgement. Depending on the nature and circumssantethe group, appropriate
benchmarks might include group assets, liabiliteash flows, profit or turnover. For
example, the group engagement team may considecahgponents exceeding 15%
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of the chosen benchmark are significant componéntsgher or lower percentage
may, however, be deemed appropriate in the circaumss.

The group engagement team may also identifyomponent as likely to include
significant risks of material misstatement of threup financial statements due to its
specific nature or circumstances (that is, risksat threquire special audit
consideratiolt). For example, a component could be responsibléofeign exchange
trading and thus expose the group to a significaktof material misstatement, even
though the component is not otherwise of individtinlncial significance to the

group.

Component AuditofRef: Para. 9(b))

AT.

A member of the group engagement team may parfawork on the financial
information of a component for the group auditheet tequest of the group engagement
team. Where this is the case, such a member ofetigagement team is also a
component auditor.

Responsibility (Ref: Para. 11)

A8.

A9.

Although component auditors may perform worktba financial information of the
components for the group audit and as such aremsgpe for their overall findings,
conclusions or opinions, the group engagement @arbm the group engagement
partner’s firm is responsible for the group aughitnon.

When the group audit opinion is modified be@tise group engagement team was
unable to obtain sufficient appropriate audit ewk in relation to the financial
information of one or more components, the Basidvodification paragraph in the
auditor’s report on the group financial statemedéscribes the reasons for that
inability without referring to the component audjtanless such a reference is
necessary for an adequate explanation of the cstames?

Acceptance and Continuance
Obtaining an Understanding at the Acceptance ortolance StageRef: Para. 12)

A10. In the case of a new engagement, the groupgamgent team’s understanding of the

group, its components, and their environments neaglitained from:
. Information provided by group management;
. Communication with group management; and

. Where applicable, communication with the previousug engagement team,
component management, or component auditors.

All. The group engagement team’s understanding melpde matters such as the

following:

. The group structure, including both the legal anghoisational structure (that
is, how the group financial reporting system isamiged).

14 ISA (NZ) 315 (Revised), paragraphs 27 — 29.
15 ISA (NZ) 705, paragraph 20.
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. Components’ business activities that are significarthe group, including the
industry and regulatory, economic and political ismvments in which those
activities take place.

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

. Whether component auditors that are not from tlo&igrengagement partner’s
firm or network will perform work on the financiaformation of any of the
components, and the rationale for appointing mioa@ bne auditor.

. Whether the group engagement team:

0 Will have unrestricted access to those charged witvernance of the
group, group management, those charged with gomeenaof the
component, component management, component infarmaand the
component auditors (including relevant audit docat@gon sought by
the group engagement team); and

o Will be able to perform necessary work on the fmahinformation of
the components.

Al12. In the case of a continuing engagement, tbagengagement team’s ability to obtain
sufficient appropriate audit evidence may be a#fécby significant changes, for
example:

. Changes in the group structure (for example, adeuns, disposals,
reorganisations, or changes in how the group fil@hneporting system is
organised).

. Changes in components’ business activities thasigreficant to the group.

. Changes in the composition of those charged witheg@ance of the group,
group management, or key management of significamponents.

. Concerns the group engagement team has with retgattie integrity and
competence of group or component management.

. Changes in group-wide controls.
. Changes in the applicable financial reporting frevouex.

Expectation to Obtain Sufficient Appropriate AugidencgRef: Para. 13)

Al13. A group may consist only of components notsidered significant components. In
these circumstances, the group engagement parnereasonably expect to obtain
sufficient appropriate audit evidence on which &sdothe group audit opinion if the
group engagement team will be able to:

(@) Perform the work on the financial informatiohsmme of these components;
and

(b) Be involved in the work performed by componaniditors on the financial
information of other components to the extent ne&esto obtain sufficient
appropriate audit evidence.
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Access to Informatio(Ref: Para. 13)

Al4.

Al5.

Al6.

Al7.

A18.

A19.

The group engagement team’s access to infamamay be restricted by
circumstances that cannot be overcome by group geament, for example laws
relating to confidentiality and data privacy, orndg by the component auditor of
access to relevant audit documentation sought &gtbup engagement team. It may
also be restricted by group management or thosegettawith governance of the

group.

Where access to information is restricted bguenstances, the group engagement
team may still be able to obtain sufficient apprater audit evidence; however, this is
less likely as the significance of the componemtraases. For example, the group
engagement team may not have access to those dhavgh governance,
management, or the auditor (including relevant taddcumentation sought by the
group engagement team) of a component that is ateddor by the equity method of
accounting. If the component is not a significadmponent, and the group
engagement team has a complete set of financignstémts of the component,
including the auditor’s report thereon, and haseasdo information kept by group
management in relation to that component, the gemgagement team may conclude
that this information constitutes sufficient appiafe audit evidence in relation to that
component. If the component is a significant congmin however, the group
engagement team will not be able to comply with réiguirements of this ISA (N2Z)
relevant in the circumstances of the group audit. &xample, the group engagement
team will not be able to comply with the requirem&m paragraphs 30-31 to be
involved in the work of the component auditor. Tgreup engagement team will not,
therefore, be able to obtain sufficient appropriatelit evidence in relation to that
component. The effect of the group engagement seambility to obtain sufficient
appropriate audit evidence is considered in terfiSA (NZ) 705.

The group engagement team will not be ableltain sufficient appropriate audit
evidence if group management or those chargedgeNernance of the group restricts
the access of the group engagement team or a cemipanditor to the information of

a significant component.

Although the group engagement team may be @blebtain sufficient appropriate
audit evidence if such restriction relates to a ponent considered not a significant
component, the reason for the restriction may affee group audit opinion. For
example, it may affect the reliability of group nagement’s responses to the group
engagement team’s enquiries and representationse rnbgdthose charged with
governance of the group to the group engagememt tea

Law or regulation may prohibit the group engiagnt partner from declining or
withdrawing from an engagement. For example, ineqgunisdictions the auditor is
appointed for a specified period of time and ishiisded from withdrawing before the
end of that period. Also, in the public sector, tdption of declining or withdrawing

from an engagement may not be available to thet@udue to the nature of the
mandate or public interest considerations. In theseimstances, this ISA (N2Z) still

applies to the group audit, and the effect of trmug engagement team’s inability to
obtain sufficient appropriate audit evidence isstdared in terms of ISA (NZ) 705.

Appendix 1 contains an example of an auditogfgort containing a qualified opinion
based on the group engagement team'’s inabilitybtai sufficient appropriate audit
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evidence in relation to a significant componentoacted for by the equity method of
accounting, but where, in the group engagement 'segmdgement, the effect is
material but not pervasive.

Terms of Engageme(Ref: Para. 14)

A20. The terms of engagement identify the applieafihancial reporting frameworK.
Additional matters may be included in the terms @froup audit engagement, such as
the fact that:

. The communication between the group engagement sgainthe component
auditors should be unrestricted to the extent ptessinder law or regulation;

. Important communications between the componentansiithose charged with
governance of the component, and component managemecluding
communications on significant deficiencies in intdr control, should be
communicated as well to the group engagement team;

. Important communications between regulatory autiesriand components
related to financial reporting matters should bencwnicated to the group
engagement team; and

. To the extent the group engagement team considsressary, it should be
permitted:

o Access to component information, those charged wiblernance of
components, component management, and the composaeditors
(including relevant audit documentation sought gy group engagement
team); and

o  To perform work or request a component auditorédgsm work on the
financial information of the components.

A21. Restrictions imposed on:

. the group engagement team’s access to componemimiation, those charged
with governance of components, component managenoerthe component
auditors (including relevant audit documentationugdd by the group
engagement team); or

. the work to be performed on the financial inforroatof the components,

after the group engagement partner’s acceptancheofgroup audit engagement,
constitute an inability to obtain sufficient apprigppe audit evidence that may affect
the group audit opinion. In exceptional circumstmit may even lead to withdrawal
from the engagement where withdrawal is possibteuapplicable law or regulation.

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

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

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

Matters about Which the Group Engagement Team @btan Understandin(Ref: Para. 17)
A23. ISA (NZ) 315 (Revisedj contains guidance on matters the auditor may densi

when obtaining an understanding of the industryulaory, and other external factors
that affect the entity, including the applicabl@aincial reporting framework; the
nature of the entity; objectives and strategies aeldted business risks; and
measurement and review of the entity’s financiafqgenance. Appendix 2 of this ISA

(NZ) contains guidance on matters specific to augrancluding the consolidation
process.

Instructions Issued by Group Management to Compsiiref: Para. 17)

A24. To achieve uniformity and comparability ofdimcial information, group management

A25.

A26.

ordinarily issues instructions to components. Suclstructions specify the
requirements for financial information of the compats to be included in the group
financial statements and often include financigloréing procedures manuals and a
reporting package. A reporting package ordinarimsists of standard formats for
providing financial information for incorporatiom ithe group financial statements.
Reporting packages generally do not, however, thkeform of complete financial
statements prepared and presented in accordande thét applicable financial
reporting framework.

The instructions ordinarily cover:
. The accounting policies to be applied;

. Statutory and other disclosure requirements appkcto the group financial
statements, including:

o The identification and reporting of segments;
o Related party relationships and transactions;
0 Intra-group transactions and unrealised profits;
0 Intra-group account balances; and
. A reporting timetable.

The group engagement team’s understandinghefinstructions may include the
following:

. The clarity and practicality of the instructionsr foompleting the reporting
package.

. Whether the instructions:

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

o  Provide for disclosures that are sufficient to compith the requirements
of the applicable financial reporting frameworky &xample disclosure of
related party relationships and transactions, agdent information;

17

ISA (NZ) 315 (Revised), paragraphs A17 — A41.
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0 Provide for the identification of consolidation asffments, for example
intra-group transactions and unrealised profits] amra-group account
balances; and

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

Fraud (Ref: Para. 17)

A27. The auditor is required to identify and asdéssrisks of material misstatement of the
financial statements due to fraud, and to desighiaaplement appropriate responses
to the assessed risks.Information used to identify the risks of matéri@sstatement
of the group financial statements due to fraud malude the following:

Group management’s assessment of the risks thgrdog financial statements
may be materially misstated as a result of fraud.

Group management’s process for identifying and aedmg to the risks of
fraud in the group, including any specific fraudks identified by group
management, or account balances, classes of ttemsgcor disclosures for
which a risk of fraud is likely.

Whether there are particular components for whidkkaof fraud is likely.

How those charged with governance of the group tapgroup management’s
processes for identifying and responding to thksrisf fraud in the group, and
the controls group management has establishedtigeta these risks.

Responses of those charged with governance ofrthg@ggroup management,
appropriate individuals within the internal auditn€tion (and if considered
appropriate, component management, the componditbesj and others) to the
group engagement team’s enquiry whether they haoevledge of any actual,
suspected, or alleged fraud affecting a componetiteogroup.

Discussion among Group Engagement Team Member€amgponent Auditors Regarding
the Risks of Material Misstatement of the Groupakrial Statements, Including Risks of
Fraud (Ref: Para. 17)

A28. The key members of the engagement team atgreelqfo discuss the susceptibility of
an entity to material misstatement of the finansi@tements due to fraud or error,
specifically emphasising the risks due to fraudalgroup audit, these discussions
may also include the component audittrsThe group engagement partner’s
determination of who to include in the discussidmsw and when they occur, and
their extent, is affected by factors such as piqrerience with the group.

A29. The discussions provide an opportunity to:

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

Exchange information about the business risksetthmponents or the group.

8 ISA (NZ) 240, “The Auditor’s Responsibilities Réing to Fraud in an Audit of Financial Statements.
19 ISA (NZ) 240, paragraph 15; ISA (NZ) 315 (Revisguhragraph 10.
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Exchange ideas about how and where the group f@las@atements may be
susceptible to material misstatement due to framdewor, how group
management and component management could peepetrad conceal
fraudulent financial reporting, and how assets ltg tomponents could be
misappropriated.

Identify practices followed by group or componenamagement or those
charged with governance of the group or componkeat may be biased or
designed to manage earnings that could lead tadtant financial reporting,
for example revenue recognition practices that dd ocomply with the

applicable financial reporting framework.

Consider known external and internal factors aiifgcthe group that may create
an incentive or pressure for group management, oot management, or
others to commit fraud, provide the opportunity fiaud to be perpetrated, or
indicate a culture or environment that enables gnmanagement, component
management, or others to rationalise committingdra

Consider the risk that group or component managéemau override controls.

Consider whether uniform accounting policies aredu® prepare the financial
information of the components for the group finah@tatements and, where
not, how differences in accounting policies arentdeed and adjusted (where
required by the applicable financial reporting feamork).

Discuss fraud that has been identified in compa@jent information that
indicates existence of a fraud in a component.

Share information that may indicate non-compliamgéh national laws or
regulations, for example payments of bribes andramgx transfer pricing
practices.

Risk FactorgRef: Para. 18)

A30. Appendix 3 sets out examples of conditiongwents that, individually or together,
may indicate risks of material misstatement of tmeup financial statements,
including risks due to fraud.

Risk Assessme(Ref: Para. 18)

A31. The group engagement team’s assessment ap devel of the risks of material
misstatement of the group financial statementsasel on information such as the
following:

Information obtained from the understanding of gineup, its components, and
their environments, and of the consolidation precé&scluding audit evidence
obtained in evaluating the design and implemematib 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 unddmstaef a component auditor only
when it plans to request the component auditorédopm work on the financial
information of a component for the group audit. Erample, it will not be necessary
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to obtain an understanding of the auditors of thos®mponents for which the group
engagement team plans to perform analytical praesdat group level only.

Group Engagement Team's Procedures to Obtain aretsta@nding of the Component
Auditor and Sources of Audit Evideneef: Para. 19)

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

A34.

A35.

Whether the group engagement team and a compouditbrashare:

0 Common policies and procedures for performing therk (for
example, audit methodologies);

0 Common quality control policies and procedures; or

0 Common monitoring policies and procedures.

The consistency or similarity of:

0 Laws and regulations or legal system;

0 Professional oversight, discipline, and externelliy assurance;
0 Education and training;

0 Professional organisations and standards;

0 Language and culture.

These factors interact and are not mutualliestve. For example, the extent of the
group engagement team’s procedures to obtain amrstathding of Component
Auditor A, who consistently applies common quaktgntrol and monitoring policies
and procedures and a common audit methodology enatgs in the same jurisdiction
as the group engagement partner, may be lesstihaxtent of the group engagement
team’s procedures to obtain an understanding of goment Auditor B, who is not
consistently applying common quality control andnibaring policies and procedures
and a common audit methodology or operates in@dorjurisdiction. The nature of
the procedures performed in relation to Componamditars A and B may also be
different.

The group engagement team may obtain an uadeliag of the component auditor in
a number of ways. In the first year of involvingcamponent auditor, the group
engagement team may, for example:

Evaluate the results of the quality control monitgrsystem where the group
engagement team and component auditor are fronrna dr network that

operates under and complies with common monitoripglicies and

procedures’

Visit the component auditor to discuss the maitemaragraph 19(a)-(c);

2 As required by PES-3 (Amended), “Quality Contfol Firms that Perform Audits and Reviews of
Financial Statements and Other Assurance Engagsinpatagraph 5460.
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. Request the component auditor to confirm the natteferred to in paragraph
19(a)-(c) in writing. Appendix 4 contains an exaeplf written confirmations
by a component auditor;

. Request the component auditor to complete questicesabout the matters in
paragraph 19(a)-(c);
. Discuss the component auditor with colleagues ie froup engagement

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

. Obtain confirmations from the professional body lmwdies to which the
component auditor belongs, the authorities by witieh component auditor is
licensed, or other third parties.

In subsequent years, the understanding of the coemp@uditor may be based on the
group engagement team’s previous experience witltdimponent auditor. The group
engagement team may request the component aualicenfirm whether anything in
relation to the matters listed in paragraph 19¢x)h@s changed since the previous
year.

A36. Where independent oversight bodies have bstbleshed to oversee the auditing
profession and monitor the quality of audits, awass of the regulatory environment
may assist the group engagement team in evaludtieg independence and
competence of the component auditor. Informatiooualbhe regulatory environment
may be obtained from the component auditor or mfdron provided by the
independent oversight bodies.

Ethical Requirements that Are Relevant to the Grugit (Ref: Para. 19(a))

A37. When performing work on the financial inforneet of a component for a group audit,
the component auditor is subject to ethical requoéets that are relevant to the group
audit. Such requirements may be different or initamid to those applying to the
component auditor when performing a statutory audithe component auditor’s
jurisdiction. The group engagement team thereftmtaios an understanding whether
the component auditor understands and will comptis e ethical requirements that
are relevant to the group audit, sufficient to ifulthe component auditor’s
responsibilities in the group audit.

The Component Auditor’s Professional CompetéRee Para. 19(b))

A38. The group engagement team’s understandingeotdmponent auditor’s professional
competence may include whether the component audito

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

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

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

Application of the Group Engagement Team’s Undeditay of a Component Audit@ref: Para.

19-20)

A39.

A40.

A4l.

The group engagement team cannot overcomathéhat a component auditor is not
independent by being involved in the work of thenponent auditor or by performing
additional risk assessment or further audit prooeslon the financial information of
the component.

However, the group engagement team may be tabtevercome less than serious
concerns about the component auditor’s professiocomipetency (for example, lack
of industry specific knowledge), or the fact thhe tcomponent auditor does not
operate in an environment that actively overseebt@as, by being involved in the

work of the component auditor or by performing aiddial risk assessment or further
audit procedures on the financial information & dtomponent.

Where law or regulation prohibits access teuvant parts of the audit documentation
of the component auditor, the group engagement te@y request the component
auditor to overcome this by preparing a memorandhat covers the relevant
information.

Materiality (Ref: Para. 21-23)

A42.

A43.

The auditor is required:
(@8 When establishing the overall audit strateggdtermine:
(i) Materiality for the financial statements ag/lhole; and

(i) If, in the specific circumstances of the éytthere are particular classes of
transactions, account balances or disclosures fachamisstatements of
lesser amounts than materiality for the financiatesnents as a whole
could reasonably be expected to influence the enandecisions of users
taken on the basis of the financial statementsriaeriality level or levels
to be applied to those particular classes of ti@mas, account balances
or disclosures; and

(b) To determine performance materiality.

In the context of a group audit, materiality isaddished for both the group financial
statements as a whole, and for the financial in&tiom of the components.

Materiality for the group financial statements aslele is used when establishing the
overall group audit strategy.

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

2L 1SA (NZ) 320, “Materiality in Planning and Perfoing an Audit,” paragraphs 10-11.
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statements as a whole and, consequently, the aggre§ component materiality for

the different components may exceed materialitythergroup financial statements as
a whole. Component materiality is used when eistaiblg the overall audit strategy

for a component.

A44. Component materiality is determined for thosemponents whose financial
information will be audited or reviewed as parttloé group audit in accordance with
paragraphs 26, 27(a) and 29. Component materialitged by the component auditor
to evaluate whether uncorrected detected misstaisnage material, individually or
in the aggregate.

A45. A threshold for misstatements is determinedadidition to component materiality.
Misstatements identified in the financial infornaattiof the component that are above
the threshold for misstatements are communicat#aetgroup engagement team.

A46. In the case of an audit of the financial imi@tion of a component, the component
auditor (or group engagement team), determinesopeance materiality at the
component level. This is necessary to reduce toappropriately low level the
probability that the aggregate of uncorrected andetected misstatements in the
financial information of the component exceeds congmt materiality. In practice,
the group engagement team may set component niiéyesiathis lower level. Where
this is the case, the component auditor uses coempanateriality for purposes of
assessing the risks of material misstatement of fitmencial information of the
component and to design further audit procedureesponse to assessed risks as well
as for evaluating whether detected misstatemesetsraterial individually or in the
aggregate.

Responding to Assessed RiskRef: Para. 24-25)

Determining the Type of Work to Be Performed orFinancial Information of Components
(Ref: Para. 26-27)

A47. The group engagement team’s determinatiomeftgpe of work to be performed on
the financial information of a component and itsalvement in the work of the
component auditor is affected by:

(@) The significance of the component;

(b) The identified significant risks of material satatement of the group financial
statements;

(c) The group engagement team'’s evaluation of #sgd of group-wide controls
and determination whether they have been implerdeated

(d) The group engagement team’s understandingeoédimponent auditor.

The diagram shows how the significance of the campb affects the group
engagement team’s determination of the type of wotke performed on the financial
information of the component.
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Is the component of Audit of the
individual financial componentss financial —»
significance to the information*
group? (Para. 26) (Para. 26)
Audit of the

component’s financial
information;* or Audit
of one or more account
balances, classes of
YES ' transactions or
disclosures relating to
the likely significant
risks; or Specified
audit procedures
relating to the likely
significant risks
(Para. 27

Is the component likely
to include significant
risks of material
misstatement of the
group financial
statements due to its
specific nature or
circumstances? (Pare7)

Analytical procedures performed at
group level (Para. 28)

Is the planned scope suc

that sufficient Communication

appropriate audit with component
evidence on which to auditors

base the group audit (Para. 40)
opinion can be obtained?
(Para. 29)

For selected components:
Audit of the component’s financial information;* or
Audit of one or more accounts balances, classes pf * Performed
_ transactions or ’d|s_c|osu_res_; or using component
Review of the component’s financial informatiom; g materiality.
Specified procedures (Para. 29)
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Significant Component®ef: Para. 27(b)-(c))

A48.

A49.

The group engagement team may identify a compibas a significant component
because that component is likely to include sigaifit risks of material misstatement
of the group financial statements due to its specifture or circumstances. In that
case, the group engagement team may be able tifydde account balances, classes
of transactions or disclosures affected by thdyikggnificant risks. Where this is the
case, the group engagement team may decide tormerto request a component
auditor to perform, an audit of only those accdoaiances, classes of transactions or
disclosures. For example, in the situation desdribeparagraph A6, the work on the
financial information of the component may be lmaitto an audit of the account
balances, classes of transactions and disclostdieseal by the foreign exchange
trading of that component. Where the group engagéeteam requests a component
auditor to perform an audit of one or more spec#acount balances, classes of
transactions or disclosures, the communicationhef droup engagement team (see
paragraph 40) takes account of the fact that mamgnéial statement items are
interrelated.

The group engagement team may design auddeptwes that respond to a likely
significant risk of material misstatement of theowgp financial statements. For
example, in the case of a likely significant rigkimventory obsolescence, the group
engagement team may perform, or request a compaueitbr to perform, specified

audit procedures on the valuation of inventory atoanponent that holds a large
volume of potentially obsolete inventory, but tighot otherwise significant.

Components that Are Not Significant ComponégRts: Para. 28-29)

AS50.

AS51.

Depending on the circumstances of the engagertiee financial information of the
components may be aggregated at various levelsploposes of the analytical
procedures. The results of the analytical proceslooeroborate the group engagement
team’s conclusions that there are no significasksriof material misstatement of the
aggregated financial information of components #ratnot significant components.

The group engagement team’s decision as to m@amy components to select in
accordance with paragraph 29, which componentslézts and the type of work to be
performed on the financial information of the indiwval components selected may be
affected by factors such as the following:

. The extent of audit evidence expected to be obdaina the financial
information of the significant components.

. Whether the component has been newly formed orirgaohu
. Whether significant changes have taken place icdingponent.

. Whether_the internal audit function has performeatknat the component and
any effect of that work on the group audit.

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

. Abnormal fluctuations identified by analytical pemtures performed at group
level.
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. The individual financial significance of, or theskiposed by, the component in
comparison with other components within this catggo

. Whether the component is subject to audit requingdtatute, regulation or for
another reason.

Including an element of unpredictability in selegtcomponents in this category may
increase the likelihood of identifying material stestement of the components’
financial information. The selection of componeistsften varied on a cyclical basis.

A review of the financial information of a cponent may be performed in
accordance with RS*1 adapted as necessary in the circumstances. Thep gro
engagement team may also specify additional praesdo supplement this work.

As explained in paragraph A13, a group maysironly of components that are not
significant components. In these circumstances, gilmip engagement team can
obtain sufficient appropriate audit evidence onchihio base the group audit opinion
by determining the type of work to be performedtla financial information of the
components in accordance with paragraph 29. lhlikely that the group engagement
team will obtain sufficient appropriate audit ewide on which to base the group audit
opinion if the group engagement team, or a compoaeditor, only tests group-wide
controls and performs analytical procedures on fthancial information of the
components.

Involvement in the Work Performed by ComponenttAtgdiRef: Para. 30-31)

A54. Factors that may affect the group engagenearhs involvement in the work of the

AS55.

component auditor include:
(@) The significance of the component;

(b) The identified significant risks of material satatement of the group financial
statements; and

(c) The group engagement team’s understandingeoédimponent auditor.

In the case of a significant component or ideadifisignificant risks, the group
engagement team performs the procedures descnbearagraphs 30-31. In the case
of a component that is not a significant compon#g, nature, timing and extent of
the group engagement team’s involvement in the wadrthe component auditor will
vary based on the group engagement team’s undénsg¢aof that component auditor.
The fact that the component is not a significanmhponent becomes secondary. For
example, even though a component is not considarsinificant component, the
group engagement team nevertheless may decide tovbled in the component
auditor’'s risk assessment, because it has less $leaous concerns about the
component auditor’s professional competency (faneple, lack of industry specific
knowledge), or the component auditor does not @penma an environment that
actively oversees auditors.

Forms of involvement in the work of a compohauaditor other than those described
in paragraphs 30-31 and 42 may, based on the gmugagement team’s
understanding of the component auditor, includeamaore of the following:

22

RS-1:Statement of Review Engagement Standards.
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(@) Meeting with component management or the compbauditors to obtain an
understanding of the component and its environment.
(b) Reviewing the component auditors’ overall astliategy and audit plan.

(c) Performing risk assessment procedures to iyemnd assess the risks of
material misstatement at the component level. Thesgbe performed with the
component auditors, or by the group engagement.team

(d) Designing and performing further audit procedurThese may be designed and
performed with the component auditors, or by tr@igrengagement team.

(e) Participating in the closing and other key nmegt between the component
auditors and component management.

(H Reviewing other relevant parts of the comporamditors’ audit documentation.

Consolidation Process

Consolidation Adjustments and Reclassificati@®es: Para. 34)

A56.

The consolidation process may require adjustsn® amounts reported in the group
financial statements that do not pass through sis@litransaction processing systems,
and may not be subject to the same internal canttol which other financial
information is subject. The group engagement tearma&luation of the
appropriateness, completeness and accuracy ofljhstments may include:

. Evaluating whether significant adjustments appudpty reflect the events and
transactions underlying them;

. Determining whether significant adjustments havenbeorrectly calculated,
processed and authorised by group management dametewapplicable, by
component management;

. Determining whether significant adjustments are pprly supported and
sufficiently documented; and

. Checking the reconciliation and elimination of @group transactions and
unrealised profits, and intra-group account balance

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

AS7.

AS58.

If effective two-way communication between theup engagement team and the
component auditors does not exist, there is athiakthe group engagement team may
not obtain sufficient appropriate audit evidence vaimich to base the group audit
opinion. Clear and timely communication of the groengagement team’s
requirements forms the basis of effective two-wasnmunication between the group
engagement team and the component auditor.

The group engagement team’s requirements @ communicated in a letter of
instruction. Appendix 5 contains guidance on reggiiand additional matters that may
be included in such a letter of instruction. Thenponent auditor’s communication
with the group engagement team often takes the twrenmemorandum or report of
work performed. Communication between the groupagement team and the
component auditor, however, may not necessarilynberiting. For example, the
group engagement team may visit the component auda discuss identified
significant risks or review relevant parts of th@mponent auditor's audit

33



AS59.

AG60.

ISA (NZ) 600

documentation. Nevertheless, the documentationinegents of this and other
ISAs (NZ) apply.

In cooperating with the group engagement team component auditor, for example,
would provide the group engagement team with accessrelevant audit
documentation if not prohibited by law or regulatio

Where a member of the group engagement teaafs@s a component auditor, the
objective for the group engagement team to comnatmiclearly with the component
auditor can often be achieved by means other tpanifec written communication.
For example:

. Access by the component auditor to the overall tastlategy and audit plan
may be sufficient to communicate the group engagerteam’s requirements
set out in paragraph 40; and

. A review of the component auditor’s audit documeata by the group
engagement team may be sufficient to communicatdersarelevant to the
group engagement team’s conclusion set out in papaghl.

Evaluating the Sufficiency and Appropriateness of Adit Evidence Obtained

Reviewing the Component Auditor’s Audit Documeotgief: Para. 42(b))

AG1.

What parts of the audit documentation of tbmponent auditor will be relevant to the
group audit may vary depending on the circumstanGé®n the focus is on audit
documentation that is relevant to the significasks of material misstatement of the
group financial statements. The extent of the rewieay be affected by the fact that
the component auditor’s audit documentation has lsedjected to the component
auditor’s firm’s review procedures.

Sufficiency and Appropriateness of Audit Evideiree Para. 44-45)

AB2.

AGS.

If the group engagement team concludes tHétigmt appropriate audit evidence on
which to base the group audit opinion has not b##ained, the group engagement
team may request the component auditor to perfatditianal procedures. If this is

not feasible, the group engagement team may perftemown procedures on the

financial information of the component.

The group engagement partner’s evaluation ld tggregate effect of any
misstatements (either identified by the group eegsnt team or communicated by
component auditors) allows the group engagemenhgrato determine whether the
group financial statements as a whole are matgmnaistated.

Communication with Group Management and Those Chargd with Governance of the

Group

Communication with Group ManagemeRéf: Para. 46-48)

A64.

ISA (NZ) 2462 contains requirements and guidance on communitatiofraud to
management and, where management may be involvéx iftraud, to those charged
with governance.

2 ISA (NZ) 240, paragraphs 40 — 42.
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A65. Group management may need to keep certain riaatsensitive information
confidential. Examples of matters that may be $igamt to the financial statements of
the component of which component management mayrsvare include the
following:

. Potential litigation.
. Plans for abandonment of material operating assets.
. Subsequent events.

. Significant legal agreements.

NZA65.1 In the public sector, group management mai always be readily identifiable at the
whole of government level. Furthermore, responisiibr internal control may remain at
individual entity level only. In such cases, thaliéar determines the appropriate level of
management with whom to communicate.

Communication with Those Charged with Governandb@fSroup(Ref: Para. 49)

A66. The matters the group engagement team comuesicto those charged with
governance of the group may include those broughihé attention of the group
engagement team by component auditors that th@ gnmegagement team judges to be
significant to the responsibilities of those chargeith governance of the group.
Communication with those charged with governancethaf group takes place at
various times during the group audit. For examible, matters referred to in paragraph
49(a)-(b) may be communicated after the group emmgagt team has determined the
work to be performed on the financial informatiointiee components. On the other
hand, the matter referred to in paragraph 49(c) beagommunicated at the end of the
audit, and the matters referred to in paragrapk)4®) may be communicated when
they occur.
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Appendix 1
(Ref: Para. A19)

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

In this example, the group engagement team is anabbbtain sufficient appropriate audit
evidence relating to a significant component owhgd subsidiary and accounted for in the
group financial statements by the equity methodogeised at $15 million in the balance
sheet, which reflects total assets of $60 millibefause the group engagement team did not
have access to the accounting records, manageonenigitor of the component.

The group engagement team has read the auditetti@atatements of the component as of
December 31, 20X1, including the auditor’s repbdreon, and considered related financial
information kept by group management in relatiothe component.

In the group engagement partner’s judgement, teetedn the group financial statements of
this inability to obtain sufficient appropriate aiuelvidence is material but not pervasive.

INDEPENDENT AUDIT REPORT

To the Shareholders of ABC Limited
Report on the Financial Statements

We have audited the financial statements of ABCitachand group, on pages
..... to ..... which comprise the consolidated and sspabalance sheets of ABC
Limited as at December 31, 20X1, the consolidated aeparate income
statements, statements of changes in equity ard ftms statements for the
year then ended, and a summary of significant adauy policies and other
explanatory information.

Directors’ Responsibility for the Financial Stateme

The directors are responsible for the preparatiothe financial statements in

accordance with generally accepted accountingipeart New Zealand and that

give a true and fair view of the matters to whitleyt relate, and for such

internal control as the directors determine is Bsagy to enable the preparation
of financial statements that are free from matemastatement, whether due to
fraud or error.

Auditor’s Responsibility

Our responsibility is to express an opinion on ¢hBsancial statements based
on our audit. We conducted our audit in accordamtie International Standards
on Auditing (New Zealand). Those standards reqtiv@ we comply with
ethical requirements and plan and perform the atalitbbtain reasonable
assurance about whether the financial statemerds frae from material
misstatement.

An audit involves performing procedures to obtaudia evidence about the
amounts and disclosures in the financial statemefitse procedures selected
depend on the auditor’s judgement, including theessment of the risks of
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material misstatement of the financial statementsgther due to fraud or error.
In making those risk assessments, the auditor derssinternal control relevant
to the entity’s preparation of financial statemehts give a true and fair view of
the matters to which they relate in order to desagdit procedures that are
appropriate in the circumstances, but not for tleppse of expressing an
opinion on the effectiveness of the entity’s intdrcontrol. An audit also
includes evaluating the appropriateness of accognpolicies used and the
reasonableness of accounting estimates, as wekvakiating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtamedfficient and appropriate
to provide a basis for our unmodified opinion ore teeparate financial
statements and consolidated cash flows and ourfigdahudit opinion on the
consolidated financial position and the consoliddieancial performance.

Other than in our capacity as auditor we have tetiomship with, or interests
in, ABC Limited or any of its subsidiaries.

Basis for Qualified Opinion on the Group Financigbsition and Financial
Performance

ABC Limited’s investment in XYZ Limited, a foreigassociate acquired during
the year and accounted for by the equity methodaiiged at $15 million on the
consolidated balance sheet as at December 31, 20041ABC’s share of XYZ's
net income of $1 million is included in the condalied income statement for
the year then ended. We were unable to obtaincseriti appropriate audit
evidence about the carrying amount of ABC’s invesitnin XYZ as at
December 31, 20X1 and ABC'’s share of XYZ's net imecfor the year because
we were denied access to the financial informatim@nagement, and the
auditors of XYZ. Consequently, we were unable tdedrine whether any
adjustments to these amounts were necessary.

Qualified Opinion on the Group Financial PositiondiFinancial Performance

In our opinion, except for the possible effectstlod matter described in the
Basis for Qualified Opinion paragraph, the finahstatements on pages .... to

» comply with generally accepted accounting pradticdew Zealand;
» comply with International Financial Reporting Staru;

* give a true and fair view of the financial positiohABC Limited group
as at December 31, 20X1 and the financial perfoomani the group for
the year ended on that date.

Opinion on the Separate Financial Statements ard3toup Cash Flows

In our opinion, the financial statements on pagesto..... give a true and fair
view of the financial position of ABC Limited as Becember 31, 20X1 and its
financial performance and the cash flows of ABC itéd 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 1988 report that:

* In the above respect alone we have not obtaineitha@linformation and
explanations that we have required.

* In our opinion proper accounting records have beg by the company
as far as appears from our examination of thosmdsc

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

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

If, in the group engagement partner’s judgemem etiiect on the group financial statements
of the inability to obtain sufficient appropriatadit evidence is material and pervasive, the
group engagement partner would disclaim an opimaccordance with ISA (NZ) 705.
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Appendix 2
(Ref: Para. A23)

Examples of Matters about which the Group Engagemerream Obtains an
Understanding

The examples provided cover a broad range of nsatt@wever, not all matters are relevant
to every group audit engagement and the list ofmrg@s is not necessarily complete.

Group-Wide Controls
1. Group-wide controls may include a combinatiomhef following:

. Regular meetings between group and component mamregeto discuss
business developments and to review performance.

. Monitoring of components’ operations and their fio@l results, including
regular reporting routines, which enables group agement to monitor
components’ performance against budgets, and edpgropriate action.

. Group management’s risk assessment process, thathés process for
identifying, analysing and managing business rigkduding the risk of fraud,
that may result in material misstatement of thaugrinancial statements.

. Monitoring, controlling, reconciling, and eliminag intra-group transactions
and unrealised profits, and intra-group accourdi@@s at group level.

. A process for monitoring the timeliness and assgsshe accuracy and
completeness of financial information received froomponents.

. A central IT system controlled by the same genBralontrols for all or part of
the group.

. Control activities within an IT system that is cowm for all or some
components.

. Monitoring of controls, including activities of thaternal audit_function and
self-assessment programmes.

. Consistent policies and procedures, including augrdinancial reporting
procedures manual.

. Group-wide programmes, such as codes of conduct femdl prevention
programmes.

. Arrangements for assigning authority and respolisibito component
management.

2. The-linternal audit function may be regardedpast of group-wide controls, for
example, when the—interralaudit function is cdrsed. ISA (NZ) 610 (Revised
2013* deals with the group engagement team'’s evaluafidihe whether the internal
audit function’s organisational status and releyaolicies and procedures adequately

supports the—coempetence—and objectivity -ef—the rivate auditors, the level of
competence of the internal audit function, and Wwbetthe function applies a

2 I1SA (NZ) 610 (Revised 2013), “Using the Work aférnal Auditors,” paragraphs 16-179.
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systematic and disciplined approach where the gmugagement team expeets it

plans to use-their the function’s work.
Consolidation Process

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

Matters relating to the applicable financial repaytframework:

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

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

The process for identifying reportable segments degment reporting in
accordance with the applicable financial reporfriagnework.

The process for identifying related party relatiips and related party
transactions for reporting in accordance with tppliaable financial reporting
framework.

The accounting policies applied to the group finalnstatements, changes from
those of the previous financial year, and changsslting from new or revised
standards under the applicable financial repofftiagnework.

The procedures for dealing with components witlariicial year-ends different
from the group’s year-end.

Matters relating to the consolidation process:

Group management’s process for obtaining an urateistg of the accounting
policies used by components, and, where applicadmsuring that uniform
accounting policies are used to prepare the fimhniformation of the
components for the group financial statements, #émak differences in
accounting policies are identified, and adjustecmlrequired in terms of the
applicable financial reporting framework. Uniformacaunting policies are the
specific principles, bases, conventions, rules, pratctices adopted by the
group, based on the applicable financial reportingmework, that the
components use to report similar transactions sterdly. These policies are
ordinarily described in the financial reporting pedures manual and reporting
package issued by group management.

Group management’s process for ensuring completeurate and timely
financial reporting by the components for the cdidsdion.

The process for translating the financial inforroatof foreign components into
the currency of the group financial statements.

How IT is organised for the consolidation, incluglithe manual and automated
stages of the process, and the manual and progrdncomgrols in place at
various stages of the consolidation process.

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

The process for recording consolidation adjustmentduding the preparation,
authorisation and processing of related journafienit and the experience of
personnel responsible for the consolidation.

The consolidation adjustments required by the apple financial reporting
framework.

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

Frequency, nature and size of transactions bete@eponents.

Procedures for monitoring, controlling, reconciliagd eliminating intra-group
transactions and unrealised profits, and intrajgr@ccount balances.

Steps taken to arrive at the fair value of acquiesdets and liabilities,
procedures for amortising goodwill (where appliedbbnd impairment testing
of goodwill, in accordance with the applicable fical reporting framework.

Arrangements with a majority owner or minority irg@sts regarding losses
incurred by a component (for example, an obligabbthe minority interest to
make good such losses).
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Appendix 3
(Ref: Para. A30)

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

The examples provided cover a broad range of dongitor events; however, not all
conditions or events are relevant to every grouptaangagement and the list of examples is
not necessarily complete.

. A complex group structure, especially where theeefeequent acquisitions, disposals
or reorganisations.

. Poor corporate governance structures, includingssleemaking processes, that are not
transparent.

. Non-existent or ineffective group-wide controls, cliding inadequate group
management information on monitoring of componenpErations and their results.

. Components operating in foreign jurisdictions thety be exposed to factors such as
unusual government intervention in areas such adetrand fiscal policy, and
restrictions on currency and dividend movementd;farctuations in exchange rates.

. Business activities of components that involve higk, such as long-term contracts or
trading in innovative or complex financial instrums

. Uncertainties regarding which components’ finangiérmation require incorporation
in the group financial statements in accordancé wie applicable financial reporting
framework, for example whether any special-purpesgties or non-trading entities
exist and require incorporation.

. Unusual related party relationships and transastion

. Prior occurrences of intra-group account balanheas did not balance or reconcile on
consolidation.

. The existence of complex transactions that are wated for in more than one
component.

. Components’ application of accounting policies thdter from those applied to the
group financial statements.

. Components with different financial year-ends, viahmgcay be utilised to manipulate the
timing of transactions.

. Prior occurrences of unauthorised or incompletesclitation adjustments.

. Aggressive tax planning within the group, or lacgeh transactions with entities in tax
havens.

. Frequent changes of auditors engaged to auditrthedial 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 standardeletConfirmations may vary from one
component auditor to another and from one peridteémext.

Confirmations often are obtained before work onfthancial information of the component
commences.

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

This letter is provided in connection with your #dudf the group financial statements of
[name of parent] for the year ended [date] for phepose of expressing an opinion on
whether the group financial statements give a ane fair view of the financial position of
the group as of [date] and of its financial perfarmoe and cash flows for the year then ended.

We acknowledge receipt of your instructions datddtd], requesting us to perform the
specified work on the financial information of [nanof component] for the year ended
[date].

We confirm that:

1. We will be able to comply with the instructions\We advise you that we will not be
able to comply with the following instructions [gpy instructions] for the following
reasons [specify reasons].

2. The instructions are clear and we understand thiéwle would appreciate it if you
could clarify the following instructions [specifgstructions].

3. We will cooperate with you and provide you with ess to relevant audit
documentation.

We acknowledge that:

1. The financial information of [name of component]llwhe included in the group
financial statements of [name of parent].

2. You may consider it necessary to be involved inwuek you have requested us to
perform on the financial information of [name ofhgoonent] for the year ended [date].

3.  You intend to evaluate and, if considered appro@riase our work for the audit of the
group financial statements of [name of parent].

In connection with the work that we will perform d¢ime financial information of [name of
component], a [describe component, for example,llydoovned subsidiary, subsidiary, joint
venture, investee accounted for by the equity @t coethods of accounting] of [name of
parent], we confirm the following:

1. We have an understanding of Professional and EtSteamdard 1 (Revise®)issued by
the External-ReportingNew Zealand Auditing and Assue Standards Board—and

% PES-1 (Revised), “Code ofEthical EthiesStandfodAssurance-ProvidersPractitioners.”
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Professional-and-Ethical-Standafl(®gether referred to as “Ethical Standards”) that

sufficient to fulfill our responsibilities in theudit of the group financial statements, and
will comply therewith. In particular, and with resg to [name of parent] and the other
components in the group, we are independent witlermeaning of Ethical Standards .

2.  We have an understanding of the International Statsdon Auditing (New Zealand)
that is sufficient to fulfill our responsibilitiesn the audit of the group financial
statements and will conduct our work on the finahanformation of [name of
component] for the year ended [date] in accordavittethose standards.

3.  We possess the special skills (for example, ingiuspecific knowledge) necessary to
perform the work on the financial information oétparticular component.

4.  We have an understanding of [indicate applicabharfcial reporting framework or
group financial reporting procedures manual] that sufficient to fulfill our
responsibilities in the audit of the group finahstatements.

We will inform you of any changes in the above esgntations during the course of our
work on the financial information of [name of conmemt].

[Auditor’s signature]
[Date]

[Auditor’s address]
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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 communicdtéo the component auditor are shown
in italicised text.

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

A request for the component auditor, knowing thentert in which the group
engagement team will use the work of the compomentitor, to confirm that the
component auditor will cooperate with the groupagement team

The timetable for completing the audit.

Dates of planned visits by group management andytbep engagement team, and
dates of planned meetings with component manageamehthe component auditor.

A list of key contacts.

The work to be performed by the component audita,use to be made of that work,
and arrangements for coordinating efforts at theainstage of and during the audit,
including the group engagement team’s planned weroent in the work of the

component auditor.

The ethical requirements that are relevant to ttoaimg audit and, in particular, the
independence requirements, for example, where tiggos is prohibited by law or
regulation from obtaining direct assistance fronmgsnternal auditors to provide direct
assistance, it is relevant for the group auditorsdnsider whether the prohibition also
extends to component auditors and if so, to addiessin the communication to the
component auditofs

In the case of an audit or review of the finandrdormation of the component,
component materiality (and, if applicable, the matiy level or levels for particular
classes of transactions, account balances or dig@s), and the threshold above which
misstatements cannot be regarded as clearly ttvidde group financial statements.

A list of related parties prepared by group manag#mand any other related parties
that the group engagement team is aware of, aedgest that the component auditor
communicates on a timely basis to the group engageream related parties not
previously identified by group management or theugrengagement team.

Work to be performed on intra-group transactions @amrealised profits and intra-group
account balances.

Guidance on other statutory reporting responsigdjtfor example reporting on group
management’s assertion on the effectiveness ahalteontrol.

Where time lag between completion of the work oa fimancial information of the
components and the group engagement team’s comclumi the group financial
statements is likely, specific instructions forubsequent events review.

27

ISA (NZ) 610 (Revised 2013), Using the Work ofdimal Auditors, paragraph A31.
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Matters that are relevant to the conduct of thekvadithe component auditor

The findings of the group engagement team'’s tefst®wtrol activities of a processing
system that is common for all or some componentsl &sts of controls to be
performed by the component auditor.

Identified significant risks of material misstatamef the group financial statements,
due to fraud or error, that are relevant to thekwalr the component auditor, and a
request that the component auditor communicatesaotimely basis any other

significant risks of material misstatement of tleup financial statements, due to fraud
or error, identified in the component and the congmt auditor's response to such
risks.

The findings of the internal audit function, basedwork performed on controls at or
relevant to components.

A request for timely communication of audit eviderabtained from performing work
on the financial information of the components tbantradicts the audit evidence on
which the group engagement team originally basedrigk assessment performed at
group level.

A request for a written representation on compomeahagement’s compliance with
the applicable financial reporting framework, ostatement that differences between
the accounting policies applied to the financidbrmation of the component and those
applied to the group financial statements have loksaiosed.

Matters to be documented by the component auditor.

Other information

A request that the following be reported to theugreengagement team on a timely
basis:

0 Significant accounting, financial reporting and #@nd matters, including
accounting estimates and related judgements.

0 Matters relating to the going concern status ofcibr@ponent.
0 Matters relating to litigation and claims.

0 Significant deficiencies in internal control thatet component auditor has
identified during the performance of the work oe flmancial information of the
component, and information that indicates the erist of fraud.

A request that the group engagement team be rbtiffeany significant or unusual
events as early as possible.

A request that the matters listed in paragraph élcbmmunicated to the group
engagement team when the work on the financialramftion of the component is
completed
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ACCOMPANYING ATTACHMENT: SIMILARITY TO THE INTERNAT  IONAL
STANDARDS ON AUDITING

This conformity statement accompanies but is ndtgdSA (NZ) 600.
Conformity with International Standards on Auditing

This International Standard on Auditing (New Zedlp(SA (NZ)) conforms to International
Standard on Auditing ISA 608pecial Considerations — Audits of Group Financial
Statements (Including the Work of Component Aus)it@sued by the International Auditing
and Assurance Standards Board (IAASB), an indepersiandard-setting board of the
International Federation of Accountants (IFAC).

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

This ISA (NZ) incorporates terminology and defiaits used in New Zealand. References to
“management” and “those charged with governanceéhmeeen amended in the ISAs (NZ)
because the statutory responsibility for the prafp@am of the financial statements rests with
those charged with governance.

Compliance with this ISA (NZ) enables compliancémSA 600.

Comparison with Australian Auditing Standards

In Australia the Australian Auditing and AssurarSandards Board (AUASB) has issued
Australian Auditing Standard ASA 6(&pecial Considerations — Audits of a Group Finahcia
Report (Including the Work of Component Auditors).

ASA 600 conforms to ISA 600.



