
Generated on: 2025-11-26 16:22:02

Powered by BoardPro 1

AGENDA
NZAUASB BOARD MEETING - SUPPLEMENTARY

Name: New Zealand Auditing and Assurance Standards Board

Date: Wednesday, 3 December 2025

Time: 10:00 am  to  4:45 pm (NZDT)

Location: XRB Boardroom, Level 6, 154 Featherston Street, Wellington

Committee 
Members:

 Graeme Pinfold (Committee Chair), Darby Healey, Doug Niven, Michael 
Bradbury, Rebecca Palmer, Richard Kirkland, Todd Beardsworth, Vasana  
Vanpraseuth

Attendees: Anna  Herlender, Bruce Mcniven, Karen Griffin, Karen Tipper, Lisa Thomas, 
Misha Pieters, Sharon Walker, Thinus Peyper, Wendy Venter

1. Opening Meeting (PRIVATE)

2. Board Management (PUBLIC)

2.1 Action list 10:00 am (5 min)

For Noting

2.2 Chair report 10:05 am (5 min)
 Graeme Pinfold
For Noting
Verbal

2.3 AUASB Update 10:10 am (5 min)
Doug Niven
For Noting
Verbal

2.4 Chief executive update 10:15 am (5 min)
Wendy Venter
For Noting
Verbal

2.5 JSS report 10:20 am (5 min)

For Noting

2.6 SAC meeting highlights (SUPPLEMENTARY) 10:25 am (3 min)

For Noting
Supporting Documents:  
2.6.a 2.6 SAC Meeting Highlights October 2025.pdf  
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2.7 PIOB public interest IAASB Oct (SUPPLEMENTARY) 10:28 am (1 min)

For Noting
Supporting Documents:  
2.7.a 2.7 IESBA_PII_October_2025.pdf  

2.8 PIOB public interest IESBA Oct (SUPPLEMENTARY) 10:29 am (1 min)

For Noting
Supporting Documents:  
2.8.a 2.8 IAASB_PII_October_2025.pdf  

3. Revocation and reissue of ISAs (NZ) (PUBLIC)

3.1 Summary paper  10:30 am (5 min)
Anna  Herlender
For Noting

3.2 Signing memorandum  10:35 am (5 min)

For Decision

3.3 Explanation for decisions made 10:40 am (5 min)

For Decision

3.4 ISA (NZ) 320 (SUPPLEMENTARY) 10:45 am (5 min)

For Decision
Supporting Documents:  
3.4.a 3.4 ISA (NZ) 320 version 2025.docx  

3.5 ISA (NZ) 402 (SUPPLEMENTARY) 10:50 am (5 min)

For Decision
Supporting Documents:  
3.5.a 3.5 ISA (NZ) 402 version 2025.docx  

3.6 ISA (NZ) 501 (SUPPLEMENTARY) 10:55 am (5 min)

For Decision
Supporting Documents:  
3.6.a 3.6 ISA (NZ) 501 version 2025.docx  

3.7 ISA (NZ) 520 (SUPPLEMENTARY) 11:00 am (5 min)

For Decision
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Supporting Documents:  
3.7.a 3.7 ISA (NZ) 520 version 2025.docx  

3.8 ISA (NZ) 620 (SUPPLEMENTARY) 11:05 am (10 min)

For Decision
Supporting Documents:  
3.8.a 3.8 ISA (NZ) 620 version 2025.docx  

3.9 Morning Tea 11:15 am (15 min)

4. International alignment sustainability ethics and use of external 
experts (PUBLIC)

4.1 Summary paper 11:30 am (10 min)
Karen Tipper

4.2 Analysis of feedback received and issues  11:40 am (10 min)

4.3 Submissions received (SUPPLEMENTARY) 11:50 am (5 min)

For Noting
Supporting Documents:  
4.3.a 4.3 Accountability submission.pdf  
4.3.b 4.3 CA_ANZ_submission_sustainability_assurance_and_ethics (for record).pdf  
4.3.c 4.3 CPAA-submission_XRB_Sustainability-Assurance-and-Ethics-Alignment-with-

International (1).pdf
 

4.3.d 4.3 Deloitte Submission Alignment with international standards_2025.pdf  
4.3.e 4.3 EY Response - Consultation on ISSA (NZ) 5000 and IESSA (NZ).pdf  
4.3.f 4.3 KPMG submission International Alignment consultation 9 Oct 2025.pdf  
4.3.g 4.3 McGuinness Institute Submission on International alignment consultation (Final 

Draft).pdf
 

4.3.h 4.3 OAG submission consultation document_10102025.pdf  
4.3.i 4.3 PwC-submission_International-alignment-consultation (1).pdf  
4.3.j 4.3 Toitu reponse to XRB consultation Oct 2025.pdf  

4.4 ISSA (NZ) 5000 (SUPPLEMENTARY) 11:55 am (20 min)
Karen Tipper
For Decision
Supporting Documents:  
4.4.a 4.4 ISSA (NZ) 5000 (2025).pdf  
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4.5 PES 1 including IESSA (NZ) and use of external 
experts (SUPPLEMENTARY) 12:15 pm (20 min)

Bruce Mcniven
For Decision
Supporting Documents:  
4.5.a 4.5 PES 1 (NEW 2025).pdf  

4.6 Amendments arising from the issue of ISSA (NZ) 
5000 (SUPPLEMENTARY) 12:35 pm (20 min)

Karen Tipper
For Decision
Supporting Documents:  
4.6.a 4.6 Amendments resulting from the issue of ISSA (NZ) 5000.pdf  

4.7 Signing memorandum  12:55 pm (15 min)
Karen Tipper
For Decision

4.8 GHG snapshot to June 2025 1:10 pm (20 min)
Anna  Herlender
For Noting

4.9 Lunch 1:30 pm (45 min)

5. NZAuASB work plan (PUBLIC)

5.1 Summary paper 2:15 pm (5 min)
Misha Pieters

5.2 Assurance portfolio 2:20 pm (10 min)

For Noting

5.3 Forward agenda 2:30 pm (10 min)

For Noting

5.4 Consultation plan 2:40 pm (5 min)

For Noting

6. Narrow scope amendments use of external experts (PUBLIC)

6.1 Summary paper  2:45 pm (15 min)
Anna  Herlender
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7. EG AU8 in conjunction with AUASB (PUBLIC)

7.1 Summary paper 3:00 pm (25 min)
Thinus Peyper
For Discussion

7.2 GS 007 2025 showing (SUPPLEMENTARY) 3:25 pm (5 min)
Thinus Peyper
For Noting
Supporting Documents:  
7.2.a 7.2 GS_007_2025_showing markup up to PAG meeting #6.docx  

7.3 Afternoon tea 3:30 pm (15 min)

8. Audit findings and impact on standards (PUBLIC)

8.1 Summary paper  3:45 pm (30 min)
Thinus Peyper
For Noting

9. Technology (PUBLIC)

9.1 Update 4:15 pm (30 min)
Thinus Peyper
For Noting

10. Board Management (PRIVATE)

11. Close Meeting

11.1 Close the meeting 4:45 pm

For Noting
Next meeting: NZAuASB Board Meeting - PUBLIC  - 3 Dec 2025, 10:00 am
Closing Karakia:
Kia hora te marino | May peace be widespread
Kia whakapapa pounamu te moana | May the sea be like greenstone
Hei huarahi mā tatou i te rangi | A pathway for us all this day
Aroha atu, aroha mai, tatou i a tatou katoa | Let us show compassion and respect for each other
Haumi e, hui e, tāiki e | Unified, connected and blessed
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SAC MEETING HIGHLIGHTS 
OCTOBER 2025 

This summary of the Stakeholder Advisory Council (SAC) public session discussions on October 21–22, 
2025 in New York has been prepared for information purposes only.  

Recordings of the meeting are available on the IAASB YouTube and IESBA YouTube channels. 

INTRODUCTION 

Mr. Alan Johnson, SAC Chair, welcomed SAC members, the Chairs of the IAASB and IESBA (the 
standards-setting boards (SSBs)) and the Vice-Chair of IAASB, staff from the International Foundation for 
Ethics & Assurance (IFEA), official observers and public observers. 

SESSION 1: DIALOGUE WITH THE STANDARD-SETTING BOARDS 

The SAC was updated on developments since the May 2025 SAC meeting, including the progress on 
ongoing projects, the impact of SAC input on the SSBs work, the development of a joint-stakeholder survey 
for both SSBs’ Strategy Work Plans for 2028–2031 and the revised strategic approach to IESBA’s Firm 
Culture and Governance project. 

Key Observations, Advice and Suggestions from the SAC 

Standard Setting Work Plans 

• The SSBs were commended for the progress on their respective workplans since the last SAC 
meeting. There was also support for the SSBs’ decision not to issue any new major standards until 
the end of 2027. SAC members emphasized the importance of continuing to focus on post-
implementation reviews, targeted implementation guidance, and outreach to promote consistent 
global application emphasized.  

• The mandatory adoption of the sustainability assurance standards is advancing at different speeds 
but maintaining global interoperability must remain a core goal. The extensive implementation 
guidance and outreach accompanying ISSA 50001 was welcomed, and there was support for flexible, 
jurisdiction-sensitive adoption approaches. It was also noted that sustainability reporting and 
assurance continues to grow even though regulation is evolving more slowly. 

• Other emerging areas, such as digital assets and other technology-specific topics, were identified as 
potential topics for further exploration by the SSBs. 

• Recognizing there is an increased interest within investor community on sustainability reporting, 
members highlighted the importance of seeking investors input in the SSBs’ sustainability standards 
and their other work were highlighted. 

• Maintaining stability for the recently issued International Standard on Auditing for Audits of Financial 
Statements of Less Complex Entities (ISA for LCE) is important as regular revisions could discourage 
jurisdictions to adopt the standard, particularly smaller jurisdictions.  

 
1  International Standard on Sustainability Assurance 5000, General Requirements for Sustainability Assurance Engagements. 

SAC meeting highlig... 2.6 a
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Key Takeaways from the Multi-Stakeholder April 2025 IFAC–IESBA Summit in Paris (Paris Summit) and 
the September 2025 IESBA Conference in Lisbon (IESBA Ethics Conference) 

• The Paris Summit reinforced the importance of coordinated standard-setting, transparency of due 
process, and effective global adoption of the new sustainability ethics and assurance standards. The 
IESBA Ethics Conference highlighted ethics and independence as pillars of trust and competitiveness 
in a changing market. IESBA was commended for holding a conference that brought together a 
diverse group of stakeholders to engage on key ethics topics, with a suggestion to consider holding 
future conferences to explore other important topics. 

Joint-Stakeholder Survey for the SSBs’ SWPs 2028–2031 

• Members supported the SSBs’ initiative to issue a joint survey as the first step in developing the 
IAASB’s and IESBA’s Strategy and Work Plan for 2028-2031. The SAC suggested to articulate a 
clear joint value proposition and noted that the survey should include topics where both SSBs have 
a role to play such as sustainability, technology and assurance of non-financial information. With 
respect to the questions asked, it was recommended to have different questions per stakeholder 
group, to balance open and closed questions. 

IESBA’s Firm Culture and Governance Project 

• The IESBA’s revised approach of re-sequencing its focus first on developing a series of principles-
based viewpoints and other supporting materials as well as its outreach plan were welcomed. The 
importance of coordination with IAASB and the need to highlight linkages with ISQM 1 were also 
emphasized. Other comments raised include the adoption of the final products, consideration of root 
causes and importance of transparency and incentives. 

SESSION 2: TECHNOLOGY AND THE IMPACT ON AUDIT, ASSURANCE AND ETHICS 

The SAC discussed how emerging and increasingly complex technologies, particularly artificial intelligence 
(AI), are transforming the audit, assurance, and ethics landscape. The SSBs jointly presented on how both 
Boards are coordinating their efforts to ensure that their standards remain responsive, relevant and aligned 
with the public interest in a rapidly evolving environment.  

Key Observations, Advice and Suggestions from the SAC 

• It was noted that AI tools offer opportunities to enhance audit quality, efficiency and expand 
capabilities. These tools also pose ethical and professional judgment challenges. Maintaining 
accountability and objectivity remains crucial as professional accountants increasingly rely on AI-
enabled tools. Therefore, it remains important for professional accountants to retain responsibility for 
outputs generated through such technologies and ensure that ethical behavior and human oversight 
are preserved. The SSBs were encouraged to develop additional timely guidance given the benefits 
it could have for stakeholders.   

• There are growing expectations for professional accountants to establish robust governance and 
oversight frameworks addressing the acquisition, development and deployment of emerging 
technologies. Also, an ethical mindset and quality management systems are essential to safeguard 
trust and mitigate risks associated with bias, misinformation and over-reliance on “black box” models.  

SAC meeting highlig... 2.6 a

10



 

Page 3 of 4 

• There was support the SSBs continued collaboration in promoting consistent interpretation of existing 
quality management and ethics principles as they apply to new technologies. The SSBs were 
encouraged to consider issuing non-authoritative guidance to clarify how existing principles, such as 
those in ISQM 12 and the IESBA Code3, should be applied to generative AI and other emerging tools.   

• Proactive engagement by both SSBs is essential to prevent regulatory fragmentation, ensure 
coherent global approaches and support the responsible adoption of technology within the 
profession. 

• Non-professional accountants (e.g. recruitment of technology specialists) impact the ethical culture 
and governance and blur the lines between audit, assurance and advisory, which may affect 
independence 

• The importance of developing and strengthening certain skills, such as analytical reasoning and 
critical thinking, alongside the technical expertise necessary for the responsible use and 
interpretation of AI tools was emphasized. As technology’s effectiveness is ultimately determined by 
user competence, both SSBs and the wider profession have a role to play as continuous training and 
education remain essential for professional accountants to sustain competence and confidence 
amidst technological advancements. 

SESSION 3: REVIEWS OF INTERIM FINANCIAL INFORMATION BY THE ENTITY’S INDEPENDENT AUDITOR 

The SAC was updated on the IAASB’s project to revise ISRS 24104 and discussed the usefulness of interim 
financial information in the context of the financial reporting ecosystem and the maintenance of capital 
markets, and the differences between interim review engagements and audit engagements.  

Key Observations, Advice and Suggestions from the SAC 

The Use of Interim Financial Information 

• Interim financial information is meaningful to users when it is relevant and reliable. That is, when it is 
timely, and when it contains complete and accurate information about significant events or conditions, 
especially that which may have a negative effect on investments. The timeliness of information is of 
most significance to users, who view more detailed and less timely information as less useful for 
decision-making. Also, users in some jurisdictions appeared reluctant to require enhanced work 
efforts by auditors if the enhanced work effort might result in delayed information.  

• Users of interim financial information are particularly interested in areas that may indicate that there 
are risks to investors’ returns. In that regard, users are particularly interested in matters outside of 
the entity’s control (for instance, movements in foreign exchange or interest rates), and matters 
related to going concern, disclosures of significant events and transactions (such as acquisitions) 
and other qualitative disclosures. 

 
2  International Standard on Quality Management (ISQM 1), Quality Management for Firms that Perform Audits or Reviews of 

Financial Statements, or Other Assurance or Related Services Engagements 
3  The IESBA’s International Code of Ethics for Professional Accountants (including International Independence Standards) (IESBA 

Code) 
4  International Standards on Review Engagements (ISRE) 2410, Review of Interim Financial Information Performed by the 

Independent Auditor of the Entity 

SAC meeting highlig... 2.6 a
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• Some members encouraged the IAASB to develop principle-based requirements relating to specific 
topics in an interim review engagement, thereby encouraging auditors to use their professional 
judgment.  

Differences Between Interim Review Engagements and Audit Engagements 

• It was acknowledged that there is a lack of understanding of the difference between interim review 
engagements (limited assurance) and annual audit engagements (reasonable assurance) This is 
evidenced by:  

o Market reactions appear to be similar whether or not the interim financial information is subject 
to a review by the auditor. This implies that that the market places similar levels of trust in the 
information irrespective of the level of assurance provided. 

o The wide range of methodologies applied by practitioners within and between jurisdictions may 
indicate that auditors have different views about the scope of an interim review and the related 
work effort. This may also result in difficulties with enforcing the standard. 

• The following contributing factors were identified to the lack of understanding of the difference 
between interim review engagements and annual audit engagements by users: 

o The look and feel of an auditor’s report and an interim review report is similar. Despite the 
differences in the content of the reports, users of these reports may not sufficiently distinguish 
the engagements. In addition, the reports are signed by the same auditor.  

o The lack of clear, positive expression of the work performed in an interim review report. Users 
of these reports may understand that interim financial information is not audited but are unclear 
about what procedures the auditor has performed in the review compared to the audit. 

• The confusion about the difference between limited and reasonable assurance may increase with the 
introduction and growth of sustainability reporting and assurance on sustainability information. 

• The IAASB was encouraged to consider: 

o Enhancements to the interim review report in a manner that would clearly distinguish an interim 
review report from an audit report, such as including caveats for users or a description of the 
procedures performed in an interim review engagement.  

o Existing interim review standards in other jurisdictions when developing proposals for the 
revised standard, bearing in mind the benefits of international convergence.  

CLOSING REMARKS 

Mr. Johnson invited Mr. Sullivan, the PIOB observer, to share his remarks from this observation of the 
meeting. He also invited Ms. Gabriela Figueiredo Dias and Mr. Tom Seidenstein to share any final remarks. 

Mr. Johnson thanked all SAC members for their valuable contributions and insightful advice to the SSBs. 
He also extended his appreciation to the IFEA staff for their efforts in preparing the meeting papers and 
facilitating the discussions.  

NEXT MEETING 

The next SAC meeting is scheduled for April 27–28, 2026 in Madrid, Spain. 

SAC meeting highlig... 2.6 a
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PIOB’s Public Interest Issues - IESBA projects 

(document updated as of October 2025)  

The PIOB’s Public Interest Issues presented in this document are based on the status 
of the IESBA´s projects after its September 2025 meeting and the PIOB meeting in 
October 2025. For each selected project, brief background information and project 
status are provided, followed by the identified Public Interest Issues. The Public 
Interest Issues may contain questions or concerns relating to the responsiveness of 
specific initiatives and projects to the public interest. We encourage the IESBA to 
consider these questions and concerns during the due process of developing the 
relevant standards. 

For further information and details about the IESBA projects, please refer to the 
website: https://www.ethicsboard.org/consultations-projects. 

 

CONTENTS 

1. SUSTAINABILITY REPORTING AND ASSURANCE ....................................................... 2 

1.1. Supporting implementation through monitoring and rapid response ........... 3 

1.2. Scope of new Part 5 and applicability of Part 4B of the Code .......................... 3 

1.3. Strengthening NOCLAR communication ............................................................. 4 

2. FIRM CULTURE AND GOVERNANCE ............................................................................ 5 

2.1. Achievement of behavioral changes as the ultimate goal of the project ....... 6 

2.2. Scope of the project ................................................................................................. 6 

2.3. Approach to developing a Framework ................................................................. 7 

2.4. Inter-operability with ISQM 1 .................................................................................. 8 

3. COLLECTIVE INVESTMENT VEHICLES AND PENSION FUNDS ................................ 8 

3.1. Incorporation of Collective Investment Vehicles and Pension Funds into the 
Code 9 

4. PRIVATE EQUITY INVESTMENTS .................................................................................. 10 

4.1. Coordination between various projects ............................................................. 10 

OTHER PUBLIC INTEREST ISSUES ........................................................................................ 11 

5. Potential expansion of the scope of the Code of Ethics ...................................... 11 

6. Impact of technology on ethics and independence ............................................. 12 

7. Classification of assurance services and their impact on independence .......... 12 

8. Interoperability of ethics and audit: IESBA and IAASB coordination ................. 13 
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Use of main acronyms 

Code The IESBA’s Code of Ethics 
ED Exposure Draft 
IAASB   International Auditing and Assurance Standards Board 
IESBA International Ethics Standards Board for Accountants 
IESSA International Ethics Standards for Sustainability Assurance 
ISA International Auditing Standards 
ISSA International Standard on Sustainability Assurance 
PIOB Public Interest Oversight Board 

 

1. SUSTAINABILITY REPORTING AND ASSURANCE 
Background 

Following the PIOB certification of the IESBA and IAASB sustainability standards by 
the beginning of 2025, market participants and policymakers around the world now 
have a robust global baseline to instill confidence in sustainability reporting. 
Sustainability reporting has wide relevance for users both within and outside of capital 
markets and it requires additional information sources and the exercise of key 
judgments beyond financial reporting. There are also heightened risks, such as 
greenwashing, where organizations might seek to misrepresent their performance. 
Avoiding such risks, which could undermine public trust and capital flows into 
sustainable development, is clearly in the public interest. 

The new IESBA sustainability standards for robust and consistent ethics and 
independence for sustainability reporting and assurance were developed in an 
accelerated timeline, to meet, to the greatest extent possible, the expectations of 
users placing reliance on reported information. The next step is a successful 
implementation of the sustainability standards, which will not only require further work 
of the IESBA, but also significant input from assurance practitioners, regulators, 
preparers and those charged with governance1.  

As sustainability reporting and assurance is at the start of a long journey and the new 
IESBA standards are central to this journey, it will necessarily need to evolve in line 
with public interest needs. The PIOB is encouraging all stakeholders to share feedback 

 
1 The PIOB notes that, in the context of implementation of the global standards on ethics and 
independence for sustainability reporting and assurance, there are public interest matters 
beyond the remit of the IESBA. The implementation will require a robust level of public interest 
oversight, where regulators and those charged with governance have a role to ensure that 
preparers of the sustainability information as well as assurance practitioners have the 
appropriate skills and experience and comply with ethical reporting and assurance standards.  

 

PIOB public interes... 2.7 a
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from implementation, draw key lessons from experience, to enable timely refinements 
and, ideally, simplifications to the standards.  

Status 

In January 2025 the PIOB certified the standard “International Ethics Standards for 
Sustainability Assurance (including International Independence Standards) and Other 
Revisions to the Code Relating to Sustainability Assurance and Reporting” (also 
referred to as the “standards” or IESSA in this section), as approved at the December 
2024 IESBA meeting. The Public Interest Issues below reflect the key matters noted in 
the “Background” section above and highlight those areas that require further 
refinement in the context of the necessary evolution of the standards.   

 

1.1. Supporting implementation through monitoring and rapid response  

As sustainability reporting and assurance is a relatively new field, it is foreseen that 
questions will arise, and necessary clarifications will be needed across jurisdictions as 
sustainability practitioners start implementing the standards. Such challenges might 
arise, for example, in respect of expected involvement of those practitioners who are 
less familiar with the IESBA standards or in relation to the deferral of the effective date 
of the independence clauses for value chain components.  

The PIOB encouraged the IESBA to create an effective monitoring and rapid response 
mechanism(s) to identify implementation challenges and to respond to them 
appropriately. In this context, the PIOB welcomes the establishment by the IESBA of 
the “IESSA Implementation Monitoring Advisory Group” (IIMAG) to provide insights, 
feedback or advice on identified areas relating to the implementation of the IESSA. 
Engaging with all relevant stakeholders, as an integral part of the monitoring and rapid 
response mechanism(s), will help ensure successful adoption and implementation of 
the IESSA through wide collaboration within the sustainability ecosystem, which is 
undergoing constant evolution in various jurisdictions.  

The PIOB also emphasized the need for coordination with the IAASB and welcomes 
the appointments of an IAASB observer on the IIMAG and an IESBA observer on the 
corresponding working groups of the IAASB as well as joint outreach activities and 
publication of supporting implementation materials. 

 

1.2. Scope of new Part 5 and applicability of Part 4B of the Code 

The certified standards have been scoped to cover specific types of assurance on 
sustainability information as defined in the new Part 5 of the Code. While this 
approach is appropriate to have a global baseline at this point of time, further work is 
needed to achieve consistency in the standard’s application for all sustainability 
assurance practitioners. The PIOB acknowledges that there remains a difference in the 

PIOB public interes... 2.7 a
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application of the Code between professional accountants on one hand, and other 
practitioners who are not professional accountants, on the other: 

 Both professional accountants and other practitioners must follow Part 5, which 
covers specific types of assurance on sustainability reporting with respect to 
sustainability information that is reported according to a general-purpose 
framework; required according to law or regulation; or publicly disclosed to 
support investors’ and other stakeholders’ decision making.  

 Only professional accountants must follow Part 4B, which relates to other 
sustainability assurance services which are not covered under the scope of 
independence requirements in Part 5. Other practitioners are only encouraged 
to apply the requirements of Part 4B.  

It is in the public interest, for the benefit of users of reliable and trustworthy sustainable 
information and the quality of its assurance, to have a level playing field for all 
sustainability assurance practitioners, i.e. both professional accountants and other 
sustainability assurance practitioners, who should be subject to the same 
requirements, for all sustainability assurance engagements, even for those which are 
not covered in the scope of independence requirements in Part 5.  

The PIOB acknowledges the commitment of the IESBA to address this matter and 
welcomes the commencement of information gathering prior to a project proposal. In 
this context, it is important to take into account considerations in relation to the 
expansion of the scope of the Code, as further described in section 5 of this document.   

 

1.3. Strengthening NOCLAR communication 

The certified standards require communication on suspected or actual non-
compliance with laws and regulations (NOCLAR), from the sustainability assurance 
practitioner to the financial statements’ auditor, or vice versa, unless prohibited by law 
or regulation. This requirement is currently only applicable if the sustainability 
assurance client is also an audit client, or a component of an audit client, of the same 
firm. In other instances, the standard only requires that the assurance practitioner shall 
consider whether to communicate, which is consistent with the general approach of 
the Code.  

In this context, the PIOB acknowledges the IESBA’s plan to consider whether to 
expand and strengthen this requirement in a holistic way and in the near term, as 
described below. 

Two-way NOCLAR communication between the financial statements’ auditor and 
sustainability assurance practitioner, in all instances 

The PIOB underlines the importance of two-way communication between different 
assurance practitioners to ensure adequate and timely follow-up of identified 

PIOB public interes... 2.7 a
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instances of suspected, or actual, NOCLAR, which may include suspected 
greenwashing, in both the financial statements audit and the sustainability 
assurance engagement.  

While communication may be easier in instances where the group and component 
sustainability assurance practitioners, as well as the financial statements auditor are 
from the same firm, the communication is necessary in all instances to address the 
risk of an uneven level-playing field for all assurance arrangements.  

Two-way communication between the group sustainability assurance practitioner and 
assurance practitioners of the value chains 

The PIOB notes that the approved standards only contain requirements for 
communication between the group sustainability assurance team and sustainability 
assurance practitioners of group components. There is no required communication 
by another practitioner performing work for the group assurance practitioner at a 
value chain component. 

The PIOB encourages the IESBA to address the need for timely broader two-way 
communication in the context of NOCLAR between all relevant assurance 
practitioners. In this context, the PIOB welcomes that the IESBA has committed to 
address the NOCLAR communication matter throughout the Code in a holistic manner 
and that it has commenced NOCLAR post-implementation review. 

 

2. FIRM CULTURE AND GOVERNANCE 
Background 

The project of Firm Culture and Governance was included in the Strategy and Work 
Plan 2024-27 due to a clear need to respond to persistent cases of unethical behavior 
within firms and to consider the broader issue of firm culture and governance and how 
these might impact ethical behavior and compliance with the Code. The PIOB has 
expressed strong support for this project. 

Status   

The IESBA discussed the work on Firm Culture and Governance during all its meetings 
in 2024, leading to the approval of the project proposal in December 2024. The IESBA 
continued gathering input for the project during the first quarter of 2025, including 
feedback through a series of global roundtables with a wide range of stakeholders. 
Based on the feedback received from the roundtables, as well as from other 
stakeholder outreach initiatives, the IESBA decided at its June 2025 meeting to re-
sequence the project activities, prioritizing the development of non-authoritative and 
supporting material for the next 18-24 months while exploring the best approach for 
the Firm Culture and Governance Framework. Regarding the latter, the IESBA is 
developing, in parallel with non-authoritative and supporting material, a series of 

PIOB public interes... 2.7 a
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“viewpoints” on various elements of the envisaged Framework. The IESBA is aiming to 
agree the “viewpoints” at its December 2025 meeting with a view to using them for 
further engagement with stakeholders in the first half of 2026. It is envisaged that by 
June 2026 the IESBA will stand back, reflect on the feedback received on the 
“viewpoints” and determine the way forward with respect to the Framework. 

 

2.1. Achievement of behavioral changes as the ultimate goal of the 
project 

The PIOB welcomes that the project proposal has defined the objective of the project 
as to develop a Firm Culture and Governance Framework that promotes, supports and 
reinforces a high standard of ethical behavior. The PIOB also welcomes IESBA’s 
intention for the project to aim at instilling behavioral changes through the proposed 
Framework, in the specific areas highlighted by the project proposal, such as 
leadership of firms, provision of independent input, firm-wide level accountability, 
performance management, speak-up culture, education and training, and 
transparency. In referring to behavioral change, the PIOB emphasizes the importance 
of uniformity across all the service lines of firms, which require consistent 
interpretation and level of understanding of the Code regardless of the professional 
background of the individuals.  

The PIOB encourages the IESBA to pursue development of an enforceable Framework 
inspired by an understanding of factors which contribute to unethical individual 
behavior and culture through building on fundamental ethical principles to achieve 
behavioral change, rather than “compliance” steps.  Equally, ethical aspects relating 
to governance should stipulate substance rather than form, in order to complement 
the principles for individual behaviors and to also provide appropriate transparency 
for the users of services and public confidence more generally. The PIOB 
acknowledges the IESBA’s commitment to achieve the goal of the project via a 
principles-based Framework in the Code, noting that there are benefits in re-
sequencing the project steps to gain a better practical understanding and knowledge 
for the development of such a Framework  (see section 2.3). 

 
2.2. Scope of the project 

The PIOB welcomes the IESBA’s approach in the Firm Culture and Governance project 
proposal to address risks impacting the public interest arising from the organizational 
culture and governance of firms in which individuals work.  

The PIOB welcomes the IESBA's approach to consider all service lines within the firm 
rather than a narrow approach focused only on the audit service line. An ethical culture 
that is integrated in the firm’s strategy covering all service lines with supporting 
performance indicators, measurement and monitoring can guide a systematic 
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approach to continuous improvement. Considering these factors, the project will 
more completely address “firms” as market-facing multi-service entities, taking into 
consideration the interplay between traditional service lines, such as audit, with others 
that are not necessarily undertaken by professional accountants. Equally, it is 
important to cover arrangements within and across jurisdictions often housed under 
”network” arrangements.  

The PIOB supports the intention of the IESBA to consider risks which arise within legal 
structures used across firms, as well as from private equity investments (see also 
Section 4), with attention to their interplay with incentives that might lead to unethical 
behavior and corporate governance arrangements. Scalability of the future 
Framework based on consistent principles to cover firms of different sizes, and with a 
clear rationale if non-application is envisaged in circumstances of certain firms, will 
require careful attention. Compatibility with local legislation and ensuring that public 
benefit is achieved in a neutral way with respect to market structure are among key 
matters to be considered for any potential amendments to the Code. 

The PIOB supports the re-sequencing of the project steps (see section 2.3) and 
consideration of further feedback to better inform the ultimate standard setting work 
in achieving the agreed scope and objectives of the project. 

In this context, the PIOB acknowledges the IESBA’s commitment to remain within its 
remit and leave the regulation of legal structures to regulators. The PIOB supports the 
IESBA’s focus on ensuring the ethical behavior of individuals of different backgrounds 
and expertise within the firm and ethical functioning of governance arrangements.  

 

2.3.  Approach to developing a Framework 

The PIOB supports IESBA’s decision to stand-back and assess how best to achieve the 
objectives of this project resulting in the re-sequencing of the project steps. This is 
appropriate considering the complex nature of the subject matter and variations in 
rules and practices across jurisdictions, as well as given the feedback received from a 
range of different stakeholders and the logic of using the proposed IESBA 
“viewpoints” to inform and make more efficient the design of the Framework. In this 
context, the PIOB acknowledges the IESBA’s approach to utilize the “viewpoints” as a 
stepping stone in this respect and to ensure that the project’s intended outcome is 
fully maintained in rebuilding and maintaining trust in firms in the public interest.  

The PIOB welcomes the IESBA’s consideration of whether, and if so when and how, 
field-testing of the “viewpoints” might be undertaken. If timed appropriately, this 
could be an important mechanism to avoid unintended consequences and achieve 
the ultimate success of the project. 

The PIOB encourages the IESBA to responsibly consider risks of being misunderstood 
as to what the project is seeking to achieve at this stage. Clear communication is 

PIOB public interes... 2.7 a

19



 
 

8 
 

crucial throughout the project, including the choice of terminology in the various 
materials being issued and how the “viewpoints” may be translated into a new 
framework. This is important to achieve understanding among stakeholders and keep 
the project’s objective at the forefront, which is to enhance the role and contribution 
of the Code to support the public interest responsibility of the profession. 

 

2.4. Inter-operability with ISQM 1 

The PIOB emphasizes, as a matter of priority in the Firm Culture and Governance 
project, the benefits of an enhancement in ongoing coordination with the IAASB (see 
also Section 8). Such coordination is vital specifically with respect to the inter-
operability of the characteristics of the anticipated Framework, as reflected in the draft 
IESBA “viewpoints”, with the IAASB’s International Standard on Quality Management 
ISQM1, through careful consideration of any links and potential overlaps between the 
two. Ethical behavior and independence are crucial principles that underpin audit 
quality, and they are already recognized by ISQM1. It is therefore important that IESBA 
communicates clearly to stakeholders in a timely way on how it intends to interlink the 
envisaged Framework with ISQM 1.  

The PIOB acknowledges the IESBA’s intention to address the interoperability point as 
a result of the feedback received through the roundtables and other outreach, and its 
reassessment of the project approach (see section 2.3). 

 

3. COLLECTIVE INVESTMENT VEHICLES AND PENSION FUNDS  
Background 

The revised definition of “Public Interest Entity” (completed in 2022) does not explicitly 
include Collective Investment Vehicles (CIVs) and Pension Funds (PFs), but the Code 
contains a strong encouragement for local bodies to consider adding CIVs and PFs as 
categories of PIEs in their own jurisdictions. The PIOB supported this approach as the 
PIE definition was revised in 2022, regarding this as appropriate at that point in time. 
Equally, the PIOB strongly encouraged the IESBA, at the time, to undertake further 
research activities in respect of CIVs and PFs, specifically with respect to their 
interaction with related entities, and relationships with and between trustees, 
managers and advisors.  

 

Status 

In line with the approved Strategy and Work Plan for 2024-2027, the IESBA discussed 
the CIVs and PFs project during board meetings in 2024. The initial conclusions from 
the research conducted were that unrelated third parties that undertake significant 
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management responsibilities on behalf of CIVs and PFs are currently not explicitly 
captured by the Code’s definitions of “audit client” and “related entity” and therefore 
there is a risk that auditors would not apply the conceptual framework in a consistent 
manner.  

The IESBA approved a Consultation Paper at the IESBA meeting in March 2025, to 
solicit further views about this perceived gap in the Code. In September 2025, the 
IESBA considered a preliminary analysis of the feedback received. Building on this 
analysis and IESBA’s guidance, the project team will develop a report with 
recommendations by December 2025.  

 

3.1. Incorporation of Collective Investment Vehicles and Pension Funds 
into the Code 

The PIOB supports the IESBA’s activities to identify to what extent there is currently a 
public interest “gap” in coverage of the Code – i.e. risks arising from the absence of 
the specific independence provisions addressing audits of CIVs and PFs.   

The PIOB has acknowledged the current intention of the IESBA to consider potential 
enhancements to independence provisions in the Code rather than reconsidering 
inclusion of CIVs and PFs explicitly in the PIE definition.  

The PIOB supports the proposed way forward, to carefully consider the practical 
aspects of a “perceived gap” as described in the Consultation Paper. Before 
proposing any amendments to the Code, it is important to understand how auditors 
currently apply the conceptual framework to assess their independence when dealing 
with CIVs and PFs. This could provide insight as to whether there are inconsistencies 
in the application of the Conceptual Framework in the Code and whether there is a 
need for further clarity, and potentially requirements in the Code in respect of certain 
relationships.  

The PIOB encourages the IESBA to investigate potential similarities in this respect 
between the CIVs and PFs on the one hand, and private equity investments (see 
Section 4) on the other, to ensure their consistent treatment in the Code. 

In summary, it will be important to ensure that risks to the public interest are clearly 
articulated so that any eventual proposed revisions to the Code are tailored 
appropriately, also with scalability in mind, in order that they meet the public interest 
without unintended consequences. 

 

3.2. Engagement with investors and other respondents 

The PIOB underlines that the independence of auditors is fundamental for fostering 
trust in financial reporting and decision making. The Consultation Paper directly 
addressed independence challenges, seeking feedback on how independence may 
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be compromised, either in substance or appearance, due to relationships with 
“connected parties” of CIVs and PFs. 

Gaining a deep understanding of the diverse feedback received to the Consultation 
Paper by stakeholder groups and conducting further engagement, as needed, are 
relevant steps to adequately respond to stakeholders’ needs and the public interest. 

Recognizing the strong interest expressed by investor stakeholder groups in the 
matters addressed in the Consultation Paper, as noted by the response of several 
investors and asset managers, the PIOB encourages the IESBA to further engage with 
the investor community. This dialogue is important to gain deeper insights into the 
key concerns and challenges surrounding auditor independence in the context of 
CIVs, PFs, and similar structures, and to explore potential approaches for effectively 
addressing these issues. 

 

4. PRIVATE EQUITY INVESTMENTS 
Background  

Private equity investments (PEI) in audit firms have been increasing in recent years, 
particularly as firms seek capital to grow, invest in technology, or expand service 
offerings. As this trend is impacting the traditional structure of many accounting firms, 
the topic of PEI has become relevant to several on-going projects and initiatives of the 
IESBA. 

Status 

The IESBA’s on-going projects where the PEI is relevant are most notably the Firm 
Culture and Governance (see Section 2), and CIVs, Pension Funds and other 
Investment Company Complexes (see Section 3). In addition, in July 2025 the IESBA 
issued a Staff Alert regarding PEI in audit firms, which aims to provide guidance on 
how to apply the Code, particularly its conceptual framework, to different PEI 
structures. 

 

4.1. Coordination between various projects  

The PIOB encourages the IESBA to clearly articulate, beyond the Staff Alert, whether 
it intends to address the ethics and independence considerations of the PEIs and how 
the different projects, as referred to above, interrelate. Another consideration could 
be to also coordinate with the IAASB regarding risk assessment aspects of the PEI in 
the context of its quality management standard ISQM 1. It is important that the 
respective teams work together to ensure consistency and coherence in their 
approaches. 
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OTHER PUBLIC INTEREST ISSUES  
Background 

During its oversight activities, the PIOB has identified several public interest issues, 
which are of a broader nature relevant to IESBA workstreams. These issues are 
described in Sections 5-8 below.  

 

5. Potential expansion of the scope of the Code of Ethics 

Consideration of the potential expansion of the impact of the Code, including possibly 
expanding the scope and application of the Code, is part of the IESBA’s  2024-2027 
Strategy and Work Plan, which the PIOB concluded in April 2024 has been developed 
in a manner consistent with agreed due process and is responsive to the public 
interest. The PIOB has already acknowledged the intention of the IESBA to expand the 
applicability of Part 4B to other practitioners who are not professional accountants 
(see Section 1.2 for details).  

As the IESBA considers further expanding the applicability of the Code to individuals 
other than professional accountants, the PIOB underlines the importance of clear 
articulation of the anticipated benefits as well as any specific risks from the public 
interest perspective. Robust engagement would be imperative with investors, users, 
regulators and stakeholders both within the accountancy profession as well as among 
other professionals who would be the subject of any such extension of application of 
the Code. Equally, a wider impact analysis would be required to identify any potential 
unintended consequences regarding the efficacy of the Code as a whole where 
professional accountants are concerned. By way of example, this analysis would cover 
potential risks arising from the use of more universal language in any extension to 
enable other professionals to understand and apply the Code. 

In summary, taking into account all the relevant perspectives, a potential extension of 
the application of the Code will require time and resources and therefore impact on 
other areas of IESBA’s work. Therefore, careful evidence-based evaluation of priorities 
will be needed, considering the significance of risks to public interest issues to be 
addressed.  

The IESBA’s mandate to serve the public interest lies in setting ethics standards, 
including independence, as a cornerstone to ethical behavior. By definition, this 
mandate is distinct from, while complementary to, the remit of regulators. Preserving 
this complementarity while guarding against any overlap will help ensure that the 
Code continues to be responsive to the public interest and assist regulators in 
achieving efficient regulation. 
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6. Impact of technology on ethics and independence 

Digitalization is profoundly impacting the role of auditors, transforming the conduct 
of their work and the skills required to perform their role. In this context, new risks for 
auditors with respect to ethics and independence have appeared.   

It is welcome that the IESBA has recently issued revisions to the Code and resource 
materials for professional accountants, including Technology-related Revisions to the 
Code (effective from 15 December 2024) or Practical Guidance for auditors on how to 
apply the Code's requirements with respect to independence (dated July 2023). 
Remaining attentive to feedback on the usefulness of these materials and market 
developments overall will be important going forward. Equally, the PIOB encourages 
the IESBA to liaise closely with the IAASB with respect to its important technology-
related project, with a view to anticipating any significant impacts on ethics and 
independence.  

For both the IESBA and the IAASB, it is also important that the Boards benefit to the 
fullest extent possible from their existing technology expert groups, to ensure an 
appropriate understanding of the strategic risks related to the theme of technology.  

 

7. Classification of assurance services and their impact on independence  

The Code prescribes that auditors of financial statements consider potential threats to 
their independence in cases when a large proportion of fees charged to their clients 
is generated by providing services other than audit (paragraph 410.11 A1). Under the 
current approach, the non-audit services which trigger the application of these 
provisions, include all assurance services, with the exception of reviews of financial 
statements (paragraph 410.3 A3) and sustainability assurance within the scope of the 
new Part 5 of the Code (paragraph 410.11 A2a). Consequently, a wide range of 
assurance services are considered as threats to auditors’ independence, based on 
IESBA’s view that they have a lower level of public interest. 

Recognizing the importance of the principle-based nature of the Code and its 
coherence, the PIOB is concerned about the public interest implications of such an 
inconsistency in the treatment of assurance services and the resulting stringent 
independence requirements. From the user and broader external perspective, the 
inconsistent treatment of different types of assurance creates unnecessary complexity 
which is not conducive to the credibility of the auditor and the assurance work 
performed. On these grounds, the PIOB encourages the IESBA to reflect on the public 
interest benefit of overall coherence in the approach with respect to independence of 
the financial statement auditor in the Code.  
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8. Interoperability of ethics and audit: IESBA and IAASB coordination 

The PIOB notes that ethics and audit are two sides of the same coin, both from 
practitioners’ and users’ perspectives, as standards need to be interoperable to 
properly serve the public interest.  

The PIOB acknowledges that the IESBA and IAASB coordinate their efforts at different 
stages of the development cycle of standards to determine potential implications on 
their respective projects, in alignment with the Public Interest Framework. In some 
instances, however, due to the complexity and nature of the topic and the challenge 
of achieving coherence in the standards, projects would require further joint efforts 
e.g. through joint board sessions, joint project teams, and potentially also by recasting 
some projects as joint projects.  

A joint approach will enable the IAASB and IESBA to identify risks, opportunities, and 
impacts at an early stage for topics that overlap between ethics and audit and 
assurance. Clear communication of these matters will enhance stakeholders’ 
understanding of the respective roles of ethics and audit and assurance, as well as 
their interdependence. The PIOB therefore encourages the IESBA and IAASB to 
consider whether to deepen the cooperation and coordination in the following 
projects:  

 Implementation of Sustainability standards (see Section 1.1 and IAASB Public 
Interest Issues), 

 Technology (see Section 6 and IAASB Public Interest Issues), 

 Firm Culture and Governance and ISQM1 (see Section 2.4), 

 Definition of Public Interest Entity (see IAASB Public Interest Issues).  

In this context, the PIOB strongly supports the proposal to launch a joint survey by the 
IESBA and IAASB to inform the preparation of the Boards’ next Strategies and Work 
Plans, which raises awareness among stakeholders of the critical role that both 
standard-setting boards play in the development of high quality interoperable ethical 
and assurance standards. 
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PIOB’s Public Interest Issues - IAASB projects 

(document updated as of October 2025)  

The PIOB’s Public Interest Issues presented in this document are based on the status 
of the IAASB´s projects after the IAASB September 2025 meeting and the PIOB 
meeting in October 2025. For each selected project, brief background information 
and project status are provided, followed by the identified Public Interest Issues. The 
Public Interest Issues may contain questions or concerns relating to the 
responsiveness of specific initiatives and projects to the public interest. We encourage 
the IAASB to consider these questions and concerns during the due process of 
developing the relevant standards. 

For further information and details about the IAASB projects, please refer to the 
website: http://www.iaasb.org/consultations-projects. 
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6. INTEROPERABILITY OF ETHICS AND AUDIT: IAASB AND IESBA 
COORDINATION ................................................................................................................ 12 

 

Use of main acronyms and abbreviations 

Code The IESBA’s Code of Ethics 
ED Exposure Draft 
IAASB   International Auditing and Assurance Standards Board 
IESBA International Ethics Standards Board for Accountants 
ISA International Auditing Standards 
ISAE International Standard on Assurance Engagements 
ISSA International Standard on Sustainability Assurance 
ISQM International Standard on Quality Management 
ISRE International Standard on Review Engagements 
ISSA International Standard on Sustainability Assurance 
PIOB Public Interest Oversight Board 

 

1. ASSURANCE ON SUSTAINABILITY REPORTING (ISSA 5000) 
Background 

Following the PIOB certification of the IESBA and IAASB sustainability standards, 
completed in January 2025, market participants and policymakers around the world 
now have a robust global baseline to instill confidence in sustainability reporting. 
Sustainability reporting has wide relevance for users both within and outside of capital 
markets and it requires additional information sources and the exercise of key 
judgments beyond financial reporting. There are also heightened risks, such as 
greenwashing, where organizations might seek to misrepresent their performance. 
Avoiding such risks, which could undermine public trust and capital flows into 
sustainable development, is clearly in the public interest. 

The IAASB sustainability assurance standard, ISSA 5000, was developed in an 
accelerated timeline, to meet, to the greatest extent possible, the expectations of 
users placing reliance on reported information. The next step is a successful 
implementation of ISSA 5000, which will not only require further work of the IAASB, 
but also significant input from assurance practitioners, regulators, preparers and those 
charged with governance1. 

 
1 The PIOB notes that, in the context of implementation of the global standards on sustainability 
assurance, there are public interest matters beyond the remit of the IAASB. The implementation 
will require a robust level of public interest oversight, where regulators and those charged with 
governance have a role to ensure that preparers of the sustainability information as well as 
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As sustainability reporting and assurance are at the start of a long journey and the new 
IAASB standard is central to this journey, it will necessarily need to evolve in line with 
public interest needs. The PIOB is encouraging all stakeholders to share feedback 
from implementation, draw key lessons from experience, to enable timely refinements 
to the standard.  

Status 

The IAASB approved ISSA 5000 in September 2024, and the PIOB certified in 
November 2024 that it followed due process and is responsive to the public interest. 
The Public Interest Issues below reflect the key matters noted in the “Background” 
section above and highlight those areas that require further refinement in the context 
of the necessary evolution of the standard.   

 

1.1. Supporting implementation through monitoring and rapid response  

As sustainability assurance is a relatively new field and ISSA 5000 is an overarching 
standard, it should be foreseen that questions will arise, and necessary clarifications 
will be needed across jurisdictions as sustainability assurance practitioners start 
implementing the standard.  

The PIOB encouraged the IAASB to create an effective monitoring and rapid response 
mechanism(s) to monitor and identify implementation challenges and to respond to 
them appropriately. In this context, the PIOB welcomes the establishment by the 
IAASB of the “Sustainability Assurance Implementation Group” (SAIG) and the “ISSA 
5000 Technical Implementation Group” (TICG) to provide insights, feedback or advice 
on identified areas relating to the implementation of ISSA 5000. Engaging all relevant 
stakeholders as an integral part of the monitoring and rapid response mechanism(s), 
will help ensure the successful adoption and implementation of ISSA 5000 through 
wide collaboration within the sustainability ecosystem, which is undergoing constant 
evolution in various jurisdictions.  

The PIOB also emphasized the need for coordination with the IESBA and welcomes 
the appointments of an IESBA observer on the TICG and an IAASB observer on the 
corresponding working group of the IESBA as well as joint outreach activities and 
publication of supporting implementation materials.  

 

 
assurance providers have the appropriate skills and experience and comply with ethical 
reporting and assurance standards.  
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1.2.  ISSA on Group sustainability assurance  

We expect that ISSA 5000 will most likely at first be applied on assurance 
engagements of sustainability reporting by large corporations, which mostly have 
group structures and require input of a diverse range of professionals. The PIOB 
welcomed the initiative of the IAASB to address our earlier concerns in respect of 
group structures, by, as an interim measure, including overriding principles within 
ISSA 5000 for group sustainability assurance engagements. The PIOB recommends 
the IAASB, as part of its future work on sustainability, addresses in further detail 
matters specifically related to group assurance engagements, potentially in a 
dedicated ISSA similar to ISA 600 (Revised) “Special Considerations - Audits of Group 
Financial Statements (Including the Work of Component Auditors)”, or in a future 
development of ISSA 5000. This could include matters such as materiality, supervision 
of the work of component practitioners, value chain components and communication 
among members of the engagement team, among others.  

 

1.3. Communication between different assurance providers 

Based on the inter-connectivity between sustainability and financial reporting, the 
PIOB underlines the importance of broader two-way communication between various 
assurance providers, to ensure adequate and timely follow-up of identified issues in 
both the financial statements audit and the sustainability assurance engagements. 
While communication may be more straightforward where the financial statements 
auditor is from the same firm, or a member of the same network, as the sustainability 
assurance provider, the communication is necessary in all cases, including where 
different individuals and firms are involved.   

The PIOB noted that, due to time constraints and recognizing the overall benefits of 
finalizing the new standard before the end of 2024, ISSA 5000 only contains 
requirements for one-way communication by the sustainability assurance provider, 
without consequential amendments to relevant ISAs. The PIOB encourages the IAASB 
to address the need for two-way communication in future sustainability-related work 
on the ISAs, including the issues of confidentiality and timing of sustainability and 
financial reporting.  

 

1.4. Key audit matters in sustainability assurance reports  

One of the public interest considerations during the development of ISSA 5000 was 
whether to include a requirement for Key Audit Matters (KAMs) in the sustainability 
assurance report. The PIOB notes that the IAASB concluded not to include such a 
requirement, even in the instance of public interest entities (PIEs), with reasoning in 
this regard explained in terms of the balance between costs and benefits. We 
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acknowledge and support the IAASB’s commitment to consider addressing the use of 
KAMs in the future development of sustainability assurance standards.  

 

2. AUDIT EVIDENCE AND RISK RESPONSE (ISA 330, ISA 500 
AND ISA 520)  

Background 

The IAASB undertook a public consultation in 2022 on ED-500 “Audit Evidence” but 
subsequently decided to pause the project with a re-scoping in mind, including a 
focus on Technology and Internal Controls. As a result, during 2024 the IAASB carried 
out further work to identify, understand and scope a new project: “Standards that 
address Audit Evidence and the Auditor’s Responses to Assessed Risks of Material 
Misstatement” (the “Audit Evidence and Risk Response” project). This project 
envisages concurrent revisions of ISA 330 (The Auditor’s Responses to Assessed Risks), 
ISA 500 (Audit Evidence), and ISA 520 (Analytical Procedures).  

Status 

The IAASB approved the project proposal for Audit Evidence and Risk Response in 
December 2024 and the project team has been working on identified issues. In line 
with the update of priorities within the Strategy and Work Plan 2024-2027, the project 
is expected to be finalized in 2027.  

 

2.1. Scoping and objectives of the project  

The PIOB continues to regard the overarching topics of audit evidence, risk response, 
technology and internal controls, which are fundamental to audit methodology, as 
highly relevant to the public interest by achieving enhanced audit quality. The PIOB 
welcomes that the project proposal sets out the specific objectives for this project as 
they relate to the Public Interest Framework (PIF). This will help to ensure that the 
entire project stays focused, and that its public interest objectives are achieved in a 
timely way.  

In undertaking its detail drafting work, the PIOB encourages the IAASB to specifically 
focus on clarity and conciseness as key PIF qualitative characteristics, especially from 
the perspective of smaller practitioners who may have limited technical resources 
when implementing standards into their audit methodologies.     

 

2.2. Audit evidence aspects of the project 

The PIOB welcomes the fact that the project proposal considers several important 
topics to strengthen the ISA requirements around audit evidence:    
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 the auditors’ role in respect of evaluating the relevance and reliability of 
information which is used as audit evidence, including clarification of the principles 
behind the use of analytical procedures and identification of possible fraudulent 
information or unreliable sources of information;  

 encouraging auditors, where appropriate, to seek external sources of specific 
information, which could contradict or corroborate audit evidence obtained from 
the client;  

 strengthening of professional skepticism in evaluating whether there is sufficient 
appropriate audit evidence obtained to support the opinion and regarding the 
reliability of information which will be used as audit evidence, including cases 
when there is inconsistency in audit evidence;  

 clarifying how the various stand-back requirements across the ISAs work together.  

The PIOB emphasizes the importance of considering the balance between 
requirements in the standards and supporting Application Material relating to 
persuasiveness of audit evidence. The PIOB considers it crucial that amendments are 
made with reference to the PIF qualitative characteristics, in particular, clarity and 
enforceability, with a view to driving improved auditor behavior and increased audit 
quality.  

 

2.3. Internal control aspects of the project 

The PIOB welcomes the IAASB’s intention to address through this project instances of 
inconsistent requirements of ISAs in respect of internal controls to enhance audit 
quality: 

 make clear in which circumstances an auditor is required to test internal controls, 
thereby overcoming the limitations of substantive testing;  

 clarify how to address situations where there is a lack of internal controls or 
inconsistent operations of controls, including deficiencies in pervasive internal 
controls, such as IT general controls or segregation of duties, within an entity; 

 enhance the exercise of professional skepticism in designing and performing tests 
of controls, strengthen or clarify relevant requirements and application material. 

In the context of the intended enhancements of the standards, the PIOB emphasizes 
the importance of the public interest in achieving increased audit quality through 
clearer and enforceable requirements in the area of internal controls. 

 

2.4. Importance of Using Technology 

The PIOB welcomes the IAASB’s intention to address various aspects of technology in 
the standards relating to audit evidence and risk response through the project’s focus 
on the following: 
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 Principle-based, scalable and proportional requirements and application material 
relating to the use of automated tools and techniques (ATT), including exploration 
of instances where the use of ATT may be appropriate or even required. 

 Relevance and reliability of audit evidence when using ATT, including caution 
against the possible overreliance on information from certain sources. In this 
context, the PIOB encourages further outreach with regulators on the risks of 
improper overreliance on technology tools in audit or overreliance by auditors on 
IT General Controls of audited entities, according to their inspection findings. 

The PIOB underlines that technology is not only relevant in respect of audit evidence 
and risk response but is a more pervasive theme throughout the whole suite of ISAs, 
and therefore important for the future evolution of audit (see section 3.1). 

  

2.5. Auditor’s role with respect to the authenticity of documentation  

When revising ISA 240, “The auditor’s responsibilities related to fraud in an audit of 
financial statements”, the IAASB decided to delete the following sentence from the 
standard: “Unless the auditor has reason to believe the contrary, the auditor may 
accept records and documents as genuine”. It was, however, retained in ISA 200, 
Overall objectives of the independent auditor and the conduct of an audit in 
accordance with ISAs (application paragraph A24). The retention of this sentence 
raises concerns about the degree of professional skepticism required of auditors 
across the ISAs, including requirements on robustness of audit evidence. The PIOB 
notes that some major scandals over recent years involved auditor failures with 
respect to falsified documents, which generated an expectation that audits should 
include some procedures to consider this risk.  

The PIOB welcomes the IAASB’s intention to address this concern in relation to the 
Audit Evidence and Risk Response project, including the need for consequential 
amendments in ISA 200. The PIOB emphasizes that it is in the public interest that the 
standards consistently reinforce the exercise of professional skepticism to adequately 
detect and respond to the above-mentioned risks. 

 

3. LISTED ENTITY AND PUBLIC INTEREST ENTITY  
Background 

The IAASB has amended the ISQMs and the ISAs in response to the IESBA’s revisions 
of the definitions of Listed Entity and Public Interest Entity (PIE) in the Code of Ethics.  
In a first phase transparency requirements regarding independence in the audit report 
(ISA 700) and in communication with those charged with governance (ISA 260) were 
addressed (Certified by the PIOB in 2023).   

PIOB public interes... 2.8 a

32



 
 

8 
 

In a second phase, the IAASB aimed to converge the concepts between the Code, 
ISQMs and other ISAs, to the greatest extent possible and to consider whether 
differential requirements should be extended to all PIEs. During the development of 
this project, the IAASB noted that the adoption of the IESBA’s definition of Public 
Interest Entity would pose the risk of jurisdictional differences in the application of the 
ISAs, as allowed by the IESBA’s definition. Hence, in June 2025 the IAASB approved 
the adoption of the definition of Publicly Traded Entity (PTE), one of the categories of 
PIE in the IESBA Code, to replace the term “Listed Entity” in its standards, instead of 
adopting the PIE definition of the Code. This approach supports interoperability 
between the ISAs and the Code, while ensuring consistent implementation of the ISAs 
across jurisdictions. The IAASB has further introduced a framework to guide the 
auditor in determining whether other entities may warrant treatment similar to Publicly 
Traded Entities.   

Status 

The PIOB certified in August 2025 that the narrow scope amendments followed due 
process and are responsive to the public interest.  

The PIOB is of the view that further alignment towards a single Public Interest Entity 
definition is necessary in the public interest and note that IAASB and IESBA have 
committed to a joint action to address this matter. 

 

3.1. Adoption of a Public Interest Entity definition in the IAASB Standards 

The definition of PIE is crucial to determine the categories of entities that are subject 
to stricter (differential) requirements in the ISAs, ISQMs and the Code of Ethics. This 
treatment is responsive to heightened expectations over the audit of these entities 
because of the significance of the public interest in their financial condition.  

The PIOB views the IAASB’s approach to adopt only the PTE definition to be a 
pragmatic and constructive first step towards alignment with the IESBA’s broader PIE 
definition and to further consider extending differential requirements in the IAASB 
standards to all categories of PIEs.  

The PIOB considers that the IAASB and IESBA should address underlying matters 
which have to date hindered the global adoption of an interoperable PIE definition 
with categories beyond PTEs. This requires a joint project by the IAASB and the IESBA 
as the most appropriate route to achieve such definition.  

The joint initiative should commence as soon as practicable, integrating evidence 
from the IESBA’s post-implementation review of its PIE definition, scheduled for 2027, 
as committed by the IAASB and IESBA. 
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4. TECHNOLOGY 
Background 

Digitalization is profoundly impacting the role of auditors, transforming how they 
conduct their work, and the skills required to perform their role. The use of new or 
emerging technologies by management in their financial and non-financial reporting 
processes, as well as by auditors in performing audit procedures, introduces new or 
evolving risks for credibility of financial and non-financial information. The IAASB is 
currently working on addressing such risks in its standard setting activities. 

Status 

In September 2024 the IAASB issued a document “The IAASB’s Technology Position”, 
which is a framework aimed to guide the Board’s activities relating to the impact of 
technology on audit and assurance engagements. At the March 2025 IAASB meeting, 
the Board considered a gap analysis of technological aspects of the International 
Standards on Quality Management (ISQMs) and the International Standards on 
Auditing (ISAs) (presented as “Catalog of Issues and Possible Actions”) and provided 
feedback on how to further enhance the Catalog. The first edition of the Catalog was 
published on the IAASB’s website in May 2025, subject to a semi-annual update cycle. 
Since the June 2025 IAASB meeting, a new Technology Quality Management 
Workstream  has been working to understand how firms are applying the principles 
of ISQM 1 2  and ISA 220 (Revised) 3  to emerging technologies at the firm and 
engagement level, respectively, and to assess what additional support may be needed 
from the IAASB. 

 

4.1. Scoping the theme of technology in auditing standards 

The PIOB welcomes the ambition of the IAASB around emerging technologies to 
enhance the value and relevance of audit. 

The PIOB supports the IAASB’s focus on the pervasive impact of technology in the 
development and revision of its standards, to ensure timely response and enhancing 
audit quality. The PIOB welcomes the IAASB’s ongoing work on the gap analysis to 
identify specific opportunities to enhance the ISAs and ISQMs for technology related 
matters, and the finalization of the “Catalog of Issues and Possible Actions”, with a plan 
for regular update going forward. 

The new and emerging technologies, such as advanced data analytics, artificial 
intelligence (AI), machine learning (ML) and block-chain, have not only brought new 
risks for auditors, but are reshaping the audit landscape, gradually transforming 

 
2 International Standard on Quality Management 1 (ISQM 1), Quality Management for Firms that Perform 
Audits or Reviews of Financial Statements, or Other Assurance or Related Services Engagements 
3 ISA 220 (Revised), Quality Management for an Audit of Financial Statements 

PIOB public interes... 2.8 a

34



 
 

10 
 

perspectives on how to undertake the audit and how to maintain the audit trail. Data 
analytics already enables auditors to identify trends, patterns, and anomalies that may 
not be apparent through traditional methods. To this end, the revisions of relevant 
standards ought not only to embrace the current practice, but to continue to stay 
relevant in the evolving technological audit environment.  

The PIOB therefore encourages the IAASB to clearly articulate, with reference to the 
public interest, the challenges that the technological initiative is aiming to address, 
including the opportunities and risks arising from technology, in the context of the 
current audit model. At the same time, a common understanding is needed between 
auditors and users with respect to the scope of the audit and the level of assurance, to 
avoid a possible widening of the expectation gap. 

Considering the overarching impact of technologies on auditors, the PIOB 
emphasizes the need for co-ordination with the IESBA, beginning at the scoping 
phase of relevant projects. For both the IAASB and the IESBA, it is important that the 
Boards benefit to the fullest extent possible from their existing technology expert 
groups, to ensure an appropriate understanding of the strategic risks related to the 
theme of technology. 

 

4.2. The Need for Comprehensive Outreach 

The PIOB notes that the current activities of IAASB are focused on understanding how 
firms are applying the principles of the quality management standards to emerging 
technologies, with a goal to guide the firms to responsible innovation and consistent 
application of those principles. The PIOB welcomes the IAASB’s initiative of 
roundtables with various stakeholders, considering it as an important part of the due 
process. The PIOB notes that other format of outreach, including one-to-one 
discussions, might be considered in addition to the roundtables, in order to achieve 
comprehensive and deep understanding of how firms are approaching the usage of 
emerging technologies.  

Additionally, it is important to understand how the emerging technologies are used 
by preparers and users of both financial and non-financial information, and how it 
impacts the role of audit and assurance in enhancing the confidence in corporate 
reporting. Therefore, further outreach with these stakeholder groups is key to gaining 
a holistic understanding of public interest issues that should be addressed as part of 
the IAASB’s technology initiative.  

 

4.3. Approach to the Theme of Technology 

The PIOB acknowledges the need for agility in order to address the challenges and 
opportunities brought by emerging technologies and has noted the IAASB’s intention 
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to consider using non-authoritative materials as a timely and effective way of 
supporting consistent application of its Quality Management Standards to these 
technologies.  

In this context, the PIOB acknowledges a need to identify possible mechanisms to 
remain agile while respecting the role of oversight in the public interest. Further 
discussion about those mechanisms may give rise to new considerations with respect 
to the evolution of standards where matters of due process under public oversight will 
also require attention.  

 

5. ISRE 2410 REVIEW OF INTERIM FINANCIAL INFORMATION 
Background 

The International Standard on Review Engagements (ISRE) 2410, Review of Interim 
Financial Information Performed by the Independent Auditor of the Entity establishes 
the auditor’s responsibilities to provide limited assurance on the interim financial 
information issued by companies. ISRE 2410 has remained largely unchanged since it 
was issued in 2005. It was not subject to the Clarity project, nor to conforming and 
consequential amendments of recent projects. This has resulted in inconsistencies in 
practice and challenges in its application, as well as increased the risk of jurisdictional 
fragmentation, due to the development of local standards to address such challenges. 
Consequently, the IAASB SWP for 2024-2027 included a project to revise ISRE 2410. 

Status 

In June 2025, the IAASB approved the project proposal and since then has been 
deliberating on some of the issues and challenges identified. The IAASB expects to 
complete an exposure draft in March 2026. 

 

5.1. Clear and robust interim review requirements 

Interim financial information provides periodic updates about the financial 
performance of an entity throughout the year and its review by the auditor enhances 
the confidence of the intended users of that information. Trustworthy and timely 
financial information becomes particularly relevant for investors and users in contexts 
of high volatility and rapid change. 

The PIOB supports the revision of ISRE 2410 to support auditors in the performance 
of review engagements of interim financial information as a matter of public interest. 
As interim reviews are designed to achieve limited assurance, the revision of the 
standard should provide clear guidance to auditors on the work effort required and 
ensure that review reports are also clear for users in respect of the level of assurance 
achieved.  
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In addition, the revisions should incorporate robust procedures, proportionate to 
limited assurance, in areas such as going concern, fraud and group considerations 
that have been recently updated and strengthened. 

 

6. INTEROPERABILITY OF ETHICS AND AUDIT: IAASB AND 
IESBA COORDINATION 

The PIOB notes that ethics and audit are two sides of the same coin, both from 
practitioners’ and users’ perspectives, as standards need to be interoperable to 
properly serve the public interest.  

The PIOB acknowledges that the IAASB and IESBA coordinate their efforts at different 
stages of the development cycle of standards to determine potential implications on 
their respective projects, in alignment with the Public Interest Framework. In some 
instances, however, due to the complexity and nature of the topic and the challenge 
of achieving coherence in the standards, projects would require further joint efforts 
e.g. through joint board sessions, joint project teams, and potentially also by recasting 
some projects as joint projects.  

A joint approach will enable the IAASB and IESBA to identify risks, opportunities, and 
impacts at an early stage for topics that overlap between ethics and audit and 
assurance. Clear communication of these matters will enhance stakeholders’ 
understanding of the respective roles of ethics and audit and assurance, as well as 
their interdependence.The PIOB therefore encourages the IAASB and IESBA to 
consider whether to deepen the cooperation and coordination in the following 
projects:  

 Implementation of Sustainability standards (see Section 1.1 and IESBA Public 
Interest Issues) 

 Definition of Public Interest Entity (see Section 3) 

 Technology (see Sections 2.4 and 3.1 and IESBA Public Interest Issues) 

 Firm Culture and Governance and ISQM1 (see IESBA Public Interest Issues). 

In this context, the PIOB strongly supports the proposal to launch a joint survey by the 
IAASB and IESBA to inform the preparation of the Boards’ next Strategies and Work 
Plans, which raises awareness among stakeholders of the critical role that both 
standard-setting boards play in the development of high quality interoperable ethical 
and assurance standards. 
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Schedule 1

Accompanying Attachment: Conformity to the International Standards on Auditing 

Title
0.1 This is the International Standard on Auditing (New Zealand) 320, Materiality in 

Planning and Performing an Audit.

Commencement 
0.2 This standard takes effect on the 28th day after the date of its publication under the 

Legislation Act 2019 (see section 27 of the Financial Reporting Act 2013). 

This note is not part of the standard.
This standard was published on 18 December 2025 and takes effect on 15 January 2026. 

Interpretation
0.3 In this standard ISA (NZ) 320 means the International Standard on Auditing (New 

Zealand) 320, Materiality in Planning and Performing an Audit.

Application
0.4 This standard commences to apply in relation to accounting periods that begin on or 15 

December 2026. 

Revocation 
0.5 The standard International Standard on Auditing (New Zealand) 320, Materiality in 

Planning and Performing an Audit, issued in July 2011 is revoked on the date this 
standard takes effect.

International Standard on Auditing (New Zealand) (ISA (NZ)) 320, “Materiality in Planning and Performing an 
Audit” should be read in conjunction with ISA (NZ) 200, “Overall Objectives of the Independent Auditor and 

the Conduct of an Audit in Accordance with International Standards on Auditing (New Zealand).”

International Standard on Auditing (New Zealand) (ISA (NZ)) 320, “Materiality in Planning 
and Performing an Audit,” should be read in conjunction with ISA (NZ) 200, “Overall 
Objectives of the Independent Auditor and the Conduct of an Audit in Accordance with 
International Standards on Auditing (New Zealand).”
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Transitional, savings, and related provisions
0.6 The transitional, savings, and related provisions (if any) set out in Schedule 1 have effect 

according to their terms.

Introduction
Scope of this ISA (NZ)

1. This International Standard on Auditing (New Zealand) (ISA (NZ)) deals with the 
auditor’s responsibility to apply the concept of materiality in planning and performing 
an audit of financial statements. ISA (NZ) 4501 explains how materiality is applied in 
evaluating the effect of identified misstatements on the audit and of uncorrected 
misstatements, if any, on the financial statements.

Materiality in the Context of an Audit

2. Financial reporting frameworks often discuss the concept of materiality in the context 
of the preparation and presentation of financial statements. Although financial reporting 
frameworks may discuss materiality in different terms, they generally explain that:

• Misstatements, including omissions, are considered to be material if they, 
individually or in the aggregate, could reasonably be expected to influence the 
economic decisions of users taken on the basis of the financial statements;

• Judgements about materiality are made in light of surrounding circumstances, and 
are affected by the size or nature of a misstatement, or a combination of both; and

• Judgements about matters that are material to users of the financial statements are 
based on a consideration of the common financial information needs of users as a 
group.2 The possible effect of misstatements on specific individual users, whose 
needs may vary widely, is not considered. 

3. Such a discussion, if present in the applicable financial reporting framework, provides 
a frame of reference to the auditor in determining materiality for the audit. If the 
applicable financial reporting framework does not include a discussion of the concept 
of materiality, the characteristics referred to in paragraph 2 provides the auditor with 
such a frame of reference.

4. The auditor’s determination of materiality is a matter of professional judgement, and is 
affected by the auditor’s perception of the financial information needs of users of the 
financial statements. In this context, it is reasonable for the auditor to assume that users:

(a) Have a reasonable knowledge of business and economic activities and accounting 
and a willingness to study the information in the financial statements with 
reasonable diligence; 

1 ISA (NZ) 450, Evaluation of Misstatements Identified during the Audit.
2 For example, the IASB Conceptual Framework for Financial Reporting indicates that, for a profit-oriented 

entity, as investors are providers of risk capital to the enterprise, the provision of financial statements that 
meet their needs will also meet most of the needs of other users that financial statements can satisfy.See, for 
example, the New Zealand Equivalent to the IASB Conceptual Framework for Financial Reporting (2018 
NZ Conceptual Framework)
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(b) Understand that financial statements are prepared, presented and audited to levels 
of materiality; 

(c) Recognise the uncertainties inherent in the measurement of amounts based on the 
use of estimates, judgement and the consideration of future events; and 

(d) Make reasonable economic decisions on the basis of the information in the 
financial statements. 

5. The concept of materiality is applied by the auditor both in planning and performing the 
audit, and in evaluating the effect of identified misstatements on the audit and of 
uncorrected misstatements, if any, on the financial statements and in forming the 
opinion in the auditor’s report. (Ref: Para. A1)

6. In planning the audit, the auditor makes judgements about misstatements that will be 
considered material. These judgements provide a basis for:

(a) Determining the nature, timing and extent of risk assessment procedures;

(b) Identifying and assessing the risks of material misstatement; and

(c) Determining the nature, timing and extent of further audit procedures.

The materiality determined when planning the audit does not necessarily establish an 
amount below which uncorrected misstatements, individually or in the aggregate, will 
always be evaluated as immaterial. The circumstances related to some misstatements 
may cause the auditor to evaluate them as material even if they are below materiality. 
It is not practicable to design audit procedures to detect all misstatements that could be 
material solely because of their nature. However, consideration of the nature of potential 
misstatements in disclosures is relevant to the design of audit procedures to address 
risks of material misstatement3. In addition, when evaluating the effect on the financial 
statements of all uncorrected misstatements, the auditor considers not only the size but 
also the nature of uncorrected misstatements, and the particular circumstances of their 
occurrence.4 (Ref: Para.A2)

Effective Date

7. This ISA (NZ) is effective for audits of financial statements for periods beginning on or 
after 1 September, 2011. [Note: For the effective dates of paragraphs changed or added 
by an Amending Standard see the History of Amendments].[Replaced by the 
NZAuASB. Refer to paragraphs  0.4]

Objective
8. The objective of the auditor is to apply the concept of materiality appropriately in 

planning and performing the audit. 

Definition
9. For purposes of the ISAs (NZ), the following terms have the meanings attributed below: 

3 ISA (NZ) 315 (Revised 2019), Identifying and Assessing the Risks of Material Misstatement, paragraphs 
A191A204 and -A19233.

4 ISA (NZ) 450, paragraph A212.
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(a) Performance materiality – The amount or amounts set by the auditor at less than 
materiality for the financial statements as a whole to reduce aggregation risk to 
an appropriately low level. If applicable, performance materiality also refers to 
the amount or amounts set by the auditor at less than the materiality level or levels 
for particular classes of transactions, account balances or disclosures. 

(b) Aggregation risk – The probability that the aggregate of uncorrected and 
undetected misstatements exceeds materiality for the financial statement as a 
whole.

Requirements
Determining Materiality and Performance Materiality When Planning the Audit

10. When establishing the overall audit strategy, the auditor shall determine materiality for 
the financial statements as a whole. If, in the specific circumstances of the entity, there 
is one or more particular classes of transactions, account balances or disclosures for 
which misstatements of lesser amounts than materiality for the financial statements as 
a whole could reasonably be expected to influence the economic decisions of users 
taken on the basis of the financial statements, the auditor shall also determine the 
materiality level or levels to be applied to those particular classes of transactions, 
account balances or disclosures. (Ref: Para. A3–-A12)

11. The auditor shall determine performance materiality for purposes of assessing the risks 
of material misstatement and determining the nature, timing and extent of further audit 
procedures. (Ref: Para. A13) 

Revision as the Audit Progresses

12. The auditor shall revise materiality for the financial statements as a whole (and, if 
applicable, the materiality level or levels for particular classes of transactions, account 
balances or disclosures) in the event of becoming aware of information during the audit 
that would have caused the auditor to have determined a different amount (or amounts) 
initially. (Ref: Para. A14) 

13. If the auditor concludes that a lower materiality for the financial statements as a whole 
(and, if applicable, materiality level or levels for particular classes of transactions, 
account balances or disclosures) than that initially determined is appropriate, the auditor 
shall determine whether it is necessary to revise performance materiality, and whether 
the nature, timing and extent of the further audit procedures remain appropriate.

Documentation

14. The audit shall include in the audit documentation the following amounts and the factors 
considered in their determination:5 

(a) Materiality for the financial statements as a whole (see paragraph 10);

(b) If applicable, the materiality level or levels for particular classes of transactions, 
account balances or disclosures (see paragraph 10);

(c) Performance materiality (see paragraph 11); and

5 ISA (NZ) 230, Audit Documentation, paragraphs 8–-11 and paragraph A6.
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(d) Any revision of (a) –-(c) as the audit progressed (see paragraphs 12–-13).

***

Application and Other Explanatory Material
Materiality and Audit Risk (Ref: Para. 5)

A1. In conducting an audit of financial statements, the overall objectives of the auditor are 
to obtain reasonable assurance about whether the financial statements as a whole are 
free from material misstatement, whether due to fraud or error, thereby enabling the 
auditor to express an opinion on whether the financial statements are prepared, in all 
material respects, in accordance with an applicable financial reporting framework; and 
to report on the financial statements, and communicate as required by the ISAs (NZ), 
in accordance with the auditor’s findings.6 The auditor obtains reasonable assurance by 
obtaining sufficient appropriate audit evidence to reduce audit risk to an acceptably low 
level.7 Audit risk is the risk that the auditor expresses an inappropriate audit opinion 
when the financial statements are materially misstated. Audit risk is a function of the 
risks of material misstatement and detection risk.8 Materiality and audit risk are 
considered throughout the audit, in particular, when:

(a) Identifying and assessing the risks of material misstatement;9 

(b) Determining the nature, timing and extent of further audit procedures;10 and

(c) Evaluating the effect of uncorrected misstatements, if any, on the financial 
statements11 and in forming the opinion in the auditor’s report.12

Materiality in the Context of an Audit (Ref: Para. 6)

A2. Identifying and assessing the risks of material misstatement13 involves the use of 
professional judgement to identify those classes of transactions, account balances and 
disclosures, including qualitative disclosures, the misstatement of which could be 
material (i.e., in general, misstatements are considered to be material if they could 
reasonably be expected to influence the economic decisions of users taken on the basis 
of the financial statements as a whole). When considering whether misstatements in 
qualitative disclosures could be material, the auditor may identify relevant factors such 
as:

6 ISA (NZ) 200, Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance 
with International Standards on Auditing (New Zealand), paragraph 131.

7 ISA (NZ) 200, paragraph 197.
8 ISA (NZ) 200, paragraph 135(c).
9 ISA (NZ) 315 (Revised 2019), “Identifying and Assessing the Risks of Material Misstatements.”
10 ISA (NZ) 330, The Auditor’s Responses to Assessed Risks.
11 ISA (NZ) 450.
12 ISA (NZ) 700 (Revised), Forming an Opinion and Reporting on Financial Statements.
13 ISA (NZ) 315 (Revised 2019), paragraphs 28–37, requires the auditor to identify and assess the risk of 

material misstatement at the financial statement and assertion level.
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• The circumstances of the entity for the period (for example, the entity may have 
undertaken a significant business combination during the period).

• The applicable financial reporting framework, including changes therein (for 
example, a new financial reporting standard may require new qualitative 
disclosures that are significant to the entity).

• Qualitative disclosures that are important to users of the financial statements 
because of the nature of an entity (for example, liquidity risk disclosures may be 
important to users of the financial statements for a financial institution).

Determining Materiality and Performance Materiality when Planning the Audit 

Considerations Specific to Public Sector Entities (Ref: Para. 10)

A3. In the case of a public sector entity, legislators and regulators are often the primary users 
of its financial statements. Furthermore, the financial statements may be used to make 
decisions other than economic decisions. The determination of materiality for the 
financial statements as a whole (and, if applicable, materiality level or levels for 
particular classes of transactions, account balances or disclosures) in an audit of the 
financial statements of a public sector entity is therefore influenced by law, regulation 
or other authority, and by the financial information needs of legislators and the public 
in relation to public sector programmes. 

Use of Benchmarks in Determining Materiality for the Financial Statements as a Whole (Ref: 
Para. 10) 

A4. Determining materiality involves the exercise of professional judgement. A percentage 
is often applied to a chosen benchmark as a starting point in determining materiality for 
the financial statements as a whole. Factors that may affect the identification of an 
appropriate benchmark include the following:

• The elements of the financial statements (for example, assets, liabilities, equity, 
revenue, expenses);

• Whether there are items on which the attention of the users of the particular 
entity’s financial statements tends to be focused (for example, for the purpose of 
evaluating financial performance users may tend to focus on profit, revenue or net 
assets);

• The nature of the entity, where the entity is in its life cycle, and the industry and 
economic environment in which the entity operates;

• The entity’s ownership structure and the way it is financed (for example, if an 
entity is financed solely by debt rather than equity, users may put more emphasis 
on assets, and claims on them, than on the entity’s earnings); and 

• The relative volatility of the benchmark.

A5. Examples of benchmarks that may be appropriate, depending on the circumstances of 
the entity, include categories of reported income such as profit before tax, total revenue, 
gross profit and total expenses, total equity or net asset value. Profit before tax from 
continuing operations is often used for profit-oriented entities. When profit before tax 
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from continuing operations is volatile, other benchmarks may be more appropriate, such 
as gross profit or total revenues.

A6. In relation to the chosen benchmark, relevant financial data ordinarily includes prior 
periods’ financial results and financial positions, the period-to-date financial results and 
financial position, and budgets or forecasts for the current period, adjusted for 
significant changes in the circumstances of the entity (for example, a significant 
business acquisition) and relevant changes of conditions in the industry or economic 
environment in which the entity operates. For example, when, as a starting point, 
materiality for the financial statements as a whole is determined for a particular entity 
based on a percentage of profit before tax from continuing operations, circumstances 
that give rise to an exceptional decrease or increase in such profit may lead the auditor 
to conclude that materiality for the financial statements as a whole is more appropriately 
determined using a normalised profit before tax from continuing operations figure based 
on past results. 

A7. Materiality relates to the financial statements on which the auditor is reporting. Where 
the financial statements are prepared for a financial reporting period of more or less 
than twelve months, such as may be the case for a new entity or a change in the financial 
reporting period, materiality relates to the financial statements prepared for that 
financial reporting period.

A8. Determining a percentage to be applied to a chosen benchmark involves the exercise of 
professional judgement. There is a relationship between the percentage and the chosen 
benchmark, such that a percentage applied to profit before tax from continuing 
operations will normally be higher than a percentage applied to total revenue. For 
example, the auditor may consider five percent of profit before tax from continuing 
operations to be appropriate for a profit-oriented entity in a manufacturing industry, 
while the auditor may consider one percent of total revenue or total expenses to be 
appropriate for a not-for-profit entity. Higher or lower percentages, however, may be 
deemed appropriate in the circumstances.

Considerations Specific to Small Entities

A9. When an entity’s profit before tax from continuing operations is consistently nominal, 
as might be the case for an owner-managed business where the owner takes much of the 
profit before tax in the form of remuneration, a benchmark such as profit before 
remuneration and tax may be more relevant.

Considerations Specific to Public Sector Entities 

A10. In an audit of a public sector entity, total cost or net cost (expenses less revenues or 
expenditure less receipts) may be appropriate benchmarks for programme activities. 
Where a public sector entity has custody of public assets, assets may be an appropriate 
benchmark.

Materiality Level or Levels for Particular Classes of Transactions, Account Balances or 
Disclosures (Ref: Para. 10)

A11. Factors that may indicate the existence of one or more particular classes of transactions, 
account balances or disclosures for which misstatements of lesser amounts than 
materiality for the financial statements as a whole could reasonably be expected to 
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influence the economic decisions of users taken on the basis of the financial statements 
include the following:

• Whether law, regulation or the applicable financial reporting framework affect 
users’ expectations regarding the measurement or disclosure of certain items (for 
example, related party transactions, the remuneration of management and those 
charged with governance, and sensitivity analysis for fair value accounting 
estimates with high estimation uncertainty).

• The key disclosures in relation to the industry in which the entity operates (for 
example, research and development costs for a pharmaceutical company).

• Whether attention is focused on a particular aspect of the entity’s business that is 
separately disclosed in the financial statements (for example, disclosures about 
segments or a significant business combination).

A12. In considering whether, in the specific circumstances of the entity, such classes of 
transactions, account balances or disclosures exist, the auditor may find it useful to 
obtain an understanding of the views and expectations of those charged with governance 
and management.

Performance Materiality (Ref: Para. 11)

A13. Planning the audit solely to detect individually material misstatements overlooks the 
fact that the aggregate of individually immaterial misstatements may cause the financial 
statements to be materially misstated, and leaves no margin for possible undetected 
misstatements. Performance materiality (which, as defined, is one or more amounts) is 
set at less than materiality for the financial statements as a whole to reduce aggregation 
risk to an appropriately low level. Similarly, performance materiality relating to a 
materiality level determined for a particular class of transactions, account balance or 
disclosure is set to reduce to an appropriately low level the probability that the aggregate 
of uncorrected and undetected misstatements in that particular class of transactions, 
account balance or disclosure exceeds the materiality level for that particular class of 
transactions, account balance or disclosure. The determination of performance 
materiality is not a simple mechanical calculation and involves the exercise of 
professional judgement. It is affected by the auditor’s understanding of the entity, 
updated during the performance of the risk assessment procedures; and the nature and 
extent of misstatements identified in previous audits and thereby the auditor’s 
expectations in relation to misstatements in the current period.

Revision as the Audit Progresses (Ref: Para. 12)

A14. Materiality for the financial statements as a whole (and, if applicable, the materiality 
level or levels for particular classes of transactions, account balances or disclosures) 
may need to be revised as a result of a change in circumstances that occurred during the 
audit (for example, a decision to dispose of a major part of the entity’s business), new 
information, or a change in the auditor’s understanding of the entity and its operations 
as a result of performing further audit procedures. For example, if during the audit it 
appears as though actual financial results are likely to be substantially different from 
the anticipated period end financial results that were used initially to determine 
materiality for the financial statements as a whole, the auditor revises that materiality.
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Schedule 1 
Transitional, savings, and related provisions

Part 1 Provisions relating to this standard as made

There are no transitional, savings, or related provisions in this standard as made.

Made at Wellington on 12 December 2025 

John Kensington 

Chair 

External Reporting Board 
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Explanatory and other information 
These notes and other information are not part of the standard 

Explanatory note

This standard is the International Standard on Auditing (New Zealand) 320, Materiality in 
Planning and Performing an Audit.

This standard is the New Zealand equivalent of International Standard on Auditing 320, 
Materiality in Planning and Performing an Audit, and results from revisions to international 
standards issued by the International Auditing and Assurance Standards Board relating to 
going concern, fraud and to reflect the significant public interest in certain types of entities. 

This standard applies to accounting periods that begin on or after 15 December 2026.

The standard was approved by the New Zealand Auditing and Assurance Standards Board of 
the External Reporting Board.
This standard revokes the ISA (NZ) 320 Materiality in Planning and Performing an Audit 
issued in July 2011. However, that standard continues to apply in relation to accounting 
periods that begin before 15 December 2026 as if it had not been revoked. (see Legislation 
Act 2019).

Conformity with International Standards on Auditing

This Standard conforms to International Standard on Auditing ISA 320, Materiality in 
Planning and Performing an Audit, issued by the International Auditing and Assurance 
Standards Board (IAASB). 
Paragraphs that have been amended or added to this ISA (NZ) (and do not appear in the text 
of the equivalent ISA) are identified with the prefix “NZ”. 
This ISA (NZ) incorporates terminology and definitions used in New Zealand. 
Compliance with this ISA (NZ) enables compliance with ISA 320.

Comparison with Australian Auditing Standards 

In Australia the Australian Auditing and Assurance Standards Board (AUASB) has issued 
Australian Auditing Standard ASA 320, Materiality in Planning and Performing an Audit.

ASA 320 conforms to ISA 320.

Copyright
The Standard above is secondary legislation and, by section 27 of the Copyright Act 1994, no 
copyright exists in it.

This Standard reproduces, with the permission of the International Federation of Accountants 
(IFAC), the corresponding international standard issued by the International Auditing and 
Assurance Standards Board (“IAASB”). Reproduction is allowed within New Zealand. All 
existing rights, including the copyright, reserved outside New Zealand, with exception of the 
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right to reproduce for the purposes of personal use or other fair dealing. Further information 
can be obtained from IFAC at www.ifac.org or by writing to permissions@ifac.org.

For any inquiries generally in relation to the reproduction or use of this standard, please contact 
the External Reporting Board at https://www.xrb.govt.nz/about-xrb/contact-us/

ISBN 978-1-99-100585-4

History of Amendments

Table of instruments – ISA (NZ) 320

This table lists the instruments amending this standard.

Instrument Date made Application date 
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Minimum Legislative Information
This Standard is secondary legislation published under the Legislation Act 2019.
Title International Standard on Auditing (New Zealand) 320, 

Materiality in Planning and Performing an Audit

Principal or amendment Principal

Consolidated version No

Empowering Act and 
provisions

Section 12(b) of the Financial Reporting Act 2013.

Replacement empowering 
Act and provision

Maker name External Reporting Board
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Commencement date This standard takes effect on 15 January 2026.

End date
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International Standard on Auditing (New Zealand) 402, Audit Considerations 
Relating to an Entity Using a Service Organisation 
This Standard is made under section 12(b) of the Financial Reporting Act 2013 by 
the External Reporting Board after complying with section 22 of that Act. 

CONTENTS

History of Amendments

Introduction Paragraph

Title................................................................................................................................ 0.1

Commencement ............................................................................................................ 0.2

Interpretation ................................................................................................................ 0.3

Application..................................................................................................................... 0.4

Revocation ..................................................................................................................... 0.5

Transitional, savings, and related provisions ............................................................. 0.6
Introduction
Scope of this ISA (NZ) ..................................................................................................... 1-–5
Effective Date.................................................................................................................... 6
Objectives ......................................................................................................................... 7
Definitions ........................................................................................................................ 8
Requirements
Obtaining an Understanding of the Services Provided by a Service Organisation, 

Including Internal Control ........................................................................................... 9–14
Responding to the Assessed Risks of Material Misstatement........................................... 15–17

This secondary legislation is administered by the External Reporting Board. 
For more information please see:
Website: www.xrb.govt.nz
Contact phone: +64 4 550 2030
Contact address: Level 6/154 Featherston St, Wellington, 6011

There is an explanatory note at the end of this standard that sets out how and 
from when this standard operates.
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Type 1 and Type 2 Reports that Exclude the Services of a Subservice Organisation ...... 18
Fraud, Non–Compliance with Laws and Regulations and Uncorrected Misstatements in 

Relation to Activities at the Service Organisation ...................................................... 19
Reporting by the User Auditor .......................................................................................... 20–22
Application and Other Explanatory Material
Obtaining an Understanding of the Services Provided by a Service Organisation, 

Including Internal Control.................................................................................... A1–A23
Responding to the Assessed Risks of Material Misstatement.................................... A24–A39 
Type 1 and Type 2 Reports that Exclude the Services of a Subservice Organisation ......
.............................................................................................................................A40
Fraud, Non-Compliance with Laws and Regulations and Uncorrected Misstatements

in Relation to Activities at the Service Organisation ........................................... A41
Reporting by the User Auditor .................................................................................. A42–A44  
Accompanying Attachment: Conformity to the International Standards on Auditing
Schedule 1

Title
0.1 This is the International Standard on Auditing (New Zealand) 402, Audit Considerations 

Relating to an Entity Using a Service Organisation.

Commencement 
0.2 This standard takes effect on the 28th day after the date of its publication under the 

Legislation Act 2019 (see section 27 of the Financial Reporting Act 2013). 

This note is not part of the standard.
This standard was published on 18 December 2025 and takes effect on 15 January 2026. 

Interpretation
0.3 In this standard ISA (NZ) 402 means the International Standard on Auditing (New 

Zealand) 402, Audit Considerations Relating to an Entity Using a Service Organisation.

International Standard on Auditing (New Zealand) (ISA (NZ)) 402, “Audit Considerations 
Relating to an Entity Using a Service Organisation,” should be read in conjunction with ISA 
(NZ) 200, “Overall Objectives of the Independent Auditor and the Conduct of an Audit in 
Accordance with International Standards on Auditing (New Zealand).” 
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Application
0.4 This standard commences to apply in relation to accounting periods that begin on or 15 

December 2026. 

Revocation 
0.5 The standard International Standard on Auditing (New Zealand) 402 Audit 

Considerations Relating to an Entity Using a Service Organisation issued in July 2011 
is revoked on the date this standard takes effect.

Transitional, savings, and related provisions
0.6 The transitional, savings, and related provisions (if any) set out in Schedule 1 have effect 

according to their terms.

Introduction
Scope of this ISA (NZ)

1. This International Standard on Auditing (New Zealand) (ISA (NZ)) deals with the user 
auditor’s responsibility to obtain sufficient appropriate audit evidence when a user 
entity uses the services of one or more service organisations. Specifically, it expands 
on how the user auditor applies ISA (NZ) 315 (Revised 2019)1 and ISA (NZ) 3302 in 
obtaining an understanding of the user entity, including the entity’s system of internal 
control relevant to the preparation of the financial statements, sufficient to identify and 
assess the risks of material misstatement and in designing and performing further audit 
procedures responsive to those risks. 

2. Many entities outsource aspects of their business to organisations that provide services 
ranging from performing a specific task under the direction of an entity to replacing an 
entity’s entire business units or functions, such as the tax compliance function. Many 
of the services provided by such organisations are integral to the entity’s business 
operations; however, not all those services are relevant to the audit.

3. Services provided by a service organisation are relevant to the audit of a user entity’s 
financial statements when those services, and the controls over them, are part of the 
user entity’s information system, the preparation of the financial statements. Most 
controls at the service organisation are likely to be part of the user entity’s information 
system relevant to the preparation of the financial statements, or related controls, such 
as controls over the safeguarding of assets. A service organisation’s services are part of 
a user entity’s information system if these services affect any of the following:

(a) How information relating to significant classes of transactions, account balances 
and disclosures flows through the user entity’s information system, whether 
manually or using IT, and whether obtained from within or outside the general 
ledger and subsidiary ledgers. This includes when the service organisation’s 
services affect how:

1 ISA (NZ) 315 (Revised 2019), Identifying and Assessing the Risks of Material Misstatement.
2 ISA (NZ) 330, The Auditor’s Responses to Assessed Risks.
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(i) Transactions of the user entity are initiated, and how information about them 
is recorded, processed, corrected as necessary, and incorporated in the 
general ledger and reported in the financial statements; and

(ii) Information about events or conditions, other than transactions, is captured, 
processed and disclosed by the user entity in the financial statements.

(b) The accounting records, specific accounts in the user entity’s financial statements 
and other supporting records relating to the flows of information in paragraph 
3(a);

(c) The financial reporting process used to prepare the user entity’s financial 
statements from the records described in paragraph 3(b), including as it relates to 
disclosures and to accounting estimates relating to significant classes of 
transactions, account balances and disclosures; and

(d) The entity’s IT environment relevant to (a) to (c) above.

4. The nature and extent of work to be performed by the user auditor regarding the services 
provided by a service organisation depend on the nature and significance of those 
services to the user entity and the relevance of those services to the audit.

5. This ISA (NZ) does not apply to services provided by financial institutions that are 
limited to processing, for an entity’s account held at the financial institution, 
transactions that are specifically authorised by the entity, such as the processing of 
cheque account transactions by a bank or the processing of securities transactions by a 
broker. In addition, this ISA (NZ) does not apply to the audit of transactions arising 
from proprietary financial interests in other entities, such as partnerships, corporations 
and joint ventures, when proprietary interests are accounted for and reported to interest 
holders.

Effective Date

6. This ISA (NZ) is effective for audits of financial statements for periods beginning on or 
after 1 September, 2011.[Replaced by the NZAuASB. Refer to paragraphs  0.4]

Objectives 
7. The objectives of the user auditor, when the user entity uses the services of a service 

organisation, are: 

(a) To obtain an understanding of the nature and significance of the services provided 
by the service organisation and their effect on the user entity’s system of internal 
control, sufficient to provide an appropriate basis for the identification and 
assessment of the risks of material misstatement; and

(b) To design and perform audit procedures responsive to those risks.

Definitions
8. For purposes of the ISAs (NZ) , the following terms have the meanings attributed below:

(a) Complementary user entity controls – Controls that the service organisation 
assumes, in the design of its service, will be implemented by user entities, and 
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which, if necessary to achieve control objectives, are identified in the description 
of its system.  

(b) Report on the description and design of controls at a service organisation (referred 
to in this ISA (NZ) as a type 1 report) – A report that comprises:

(i) A description, prepared by management of the service organisation, of the 
service organisation’s system, control objectives and related controls that 
have been designed and implemented as at a specified date; and

(ii) A report by the service auditor with the objective of conveying reasonable 
assurance that includes the service auditor’s opinion on the description of the 
service organisation’s system, control objectives and related controls and the 
suitability of the design of the controls to achieve the specified control 
objectives.

(c) Report on the description, design, and operating effectiveness of controls at a 
service organisation (referred to in this ISA (NZ) as a type 2 report) – A report 
that comprises:

(i) A description, prepared by management of the service organisation, of the 
service organisation’s system, control objectives and related controls, their 
design and implementation as at a specified date or throughout a specified 
period and, in some cases, their operating effectiveness throughout a specified 
period; and 

(ii) A report by the service auditor with the objective of conveying reasonable 
assurance that includes:

a. The service auditor’s opinion on the description of the service 
organisation’s system, control objectives and related controls, the 
suitability of the design of the controls to achieve the specified control 
objectives, and the operating effectiveness of the controls; and

b. A description of the service auditor’s tests of the controls and the results 
thereof.

(d) Service auditor – An auditor who, at the request of the service organisation, 
provides an assurance report on the controls of a service organisation. 

(e) Service organisation – A third-party organisation (or segment of a third-party 
organisation) that provides services to user entities that are part of those entities’ 
information systems relevant to financial reporting. 

(f) Service organisation’s system – The policies and procedures designed, 
implemented and maintained by the service organisation to provide user entities 
with the services covered by the service auditor’s report. 

(g) Subservice organisation – A service organisation used by another service 
organisation to perform some of the services provided to user entities that are part 
of those user entities’ information systems relevant to financial reporting.

(h) User auditor – An auditor who audits and reports on the financial statements of a 
user entity. 
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(i) User entity – An entity that uses a service organisation and whose financial 
statements are being audited. 

Requirements 
Obtaining an Understanding of the Services Provided by a Service Organisation, 
Including Internal Control 

9. When obtaining an understanding of the user entity in accordance with ISA (NZ) 315 
(Revised 2019),3 the user auditor shall obtain an understanding of how a user entity uses 
the services of a service organisation in the user entity’s operations, including: (Ref: Para. 
A1–-A2)

(a) The nature of the services provided by the service organisation and the 
significance of those services to the user entity, including the effect thereof on the 
user entity’s internal control; (Ref: Para. A3–-A5)

(b) The nature and materiality of the transactions processed or accounts or financial 
reporting processes affected by the service organisation; (Ref: Para. A6)

(c) The degree of interaction between the activities of the service organisation and 
those of the user entity; and (Ref: Para. A7)

(d) The nature of the relationship between the user entity and the service organisation, 
including the relevant contractual terms for the activities undertaken by the 
service organisation. (Ref: Para. A8–-A11)

10. When obtaining an understanding of the entity’s system internal control in accordance 
with ISA (NZ) 315 (Revised 2019), the user auditor shall identify controls in the control 
activities component4 at the user entity, from those that relate to the services provided 
by the service organisation, including those that are applied to the transactions 
processed by the service organisation and evaluate their design and determine whether 
they have been implemented.5 (Ref: Para. A12–-A14)

11. The user auditor shall determine whether a sufficient understanding of the nature and 
significance of the services provided by the service organisation and their effect on the 
user entity’s system of internal control has been obtained to provide an appropriate basis 
for the identification and assessment of the risks of material misstatement.

12. If the user auditor is unable to obtain a sufficient understanding from the user entity, the 
user auditor shall obtain that understanding from one or more of the following 
procedures: 

(a) Obtaining a type 1 or type 2 report, if available; 

(b) Contacting the service organisation, through the user entity, to obtain specific 
information;

(c) Visiting the service organisation and performing procedures that will provide the 
necessary information about the relevant controls at the service organisation; or

3 ISA (NZ) 315 (Revised 2019), paragraph 19.
4 ISA (NZ) 3155 (Revised 2019), paragraphs 26(a)
5 ISA (NZ) 315 (Revised 2019), paragraph 26(d)
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(d) Using another auditor to perform procedures that will provide the necessary 
information about controls at the service organisation. (Ref: Para. A15–-A20)

Using a Type 1 or Type 2 Report to Support the User Auditor’s Understanding of the Service 
Organisation

13. In determining the sufficiency and appropriateness of the audit evidence provided by a 
type 1 or type 2 report, the user auditor shall be satisfied as to: 

(a) The service auditor’s professional competence and independence from the service 
organisation; and 

(b) The adequacy of the standards under which the type 1 or type 2 report was issued. 
(Ref: Para. A21)

14. If the user auditor plans to use a type 1 or type 2 report as audit evidence to support 
the user auditor’s understanding about the design and implementation of controls at 
the service organisation, the user auditor shall: 

(a) Evaluate whether the description and design of controls at the service organisation 
is at a date or for a period that is appropriate for the user auditor’s purposes; 

(b) Evaluate the sufficiency and appropriateness of the evidence provided by the 
report for the understanding of the user entity’s controls at the service 
organisation; and

(c) Determine whether complementary user entity controls identified by the service 
organisation are relevant to the user entity and, if so, obtain an understanding of 
whether the user entity has designed and implemented such controls. (Ref: Para. 
A22–-A23)

Responding to the Assessed Risks of Material Misstatement 

15. In responding to assessed risks in accordance with ISA (NZ) 330, the user auditor shall: 

(a) Determine whether sufficient appropriate audit evidence concerning the relevant 
financial statement assertions is available from records held at the user entity; and, 
if not, 

(b) Perform further audit procedures to obtain sufficient appropriate audit evidence 
or use another auditor to perform those procedures at the service organisation 
on the user auditor’s behalf. (Ref: Para. A24–-A28)

Tests of Controls

16. When the user auditor’s risk assessment includes an expectation that controls at the 
service organisation are operating effectively, the user auditor shall obtain audit 
evidence about the operating effectiveness of those controls from one or more of the 
following procedures: 

(a) Obtaining a type 2 report, if available; 

(b) Performing appropriate tests of controls at the service organisation; or

(c) Using another auditor to perform tests of controls at the service organisation on 
behalf of the user auditor. (Ref: Para. A29–-A30)
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Using a Type 2 Report as Audit Evidence that Controls at the Service Organisation Are 
Operating Effectively

17. If, in accordance with paragraph 16(a), the user auditor plans to use a type 2 report as 
audit evidence that controls at the service organisation are operating effectively, the 
user auditor shall determine whether the service auditor’s report provides sufficient 
appropriate audit evidence about the effectiveness of the controls to support the user 
auditor’s risk assessment by: 

(a) Evaluating whether the description, design and operating effectiveness of controls 
at the service organisation is at a date or for a period that is appropriate for the 
user auditor’s purposes; 

(b) Determining whether complementary user entity controls identified by the service 
organisation are relevant to the user entity and, if so, obtaining an understanding 
of whether the user entity has designed and implemented such controls and, if so, 
testing their operating effectiveness; 

(c) Evaluating the adequacy of the time period covered by the tests of controls and 
the time elapsed since the performance of the tests of controls; and

(d) Evaluating whether the tests of controls performed by the service auditor and the 
results thereof, as described in the service auditor’s report, are relevant to the 
assertions in the user entity’s financial statements and provide sufficient 
appropriate audit evidence to support the user auditor’s risk assessment. (Ref: 
Para. A31–-A39)

Type 1 and Type 2 Reports that Exclude the Services of a Subservice Organisation

18. If the user auditor plans to use a type 1 or a type 2 report that excludes the services 
provided by a subservice organisation and those services are relevant to the audit of the 
user entity’s financial statements, the user auditor shall apply the requirements of this 
ISA (NZ) with respect to the services provided by the subservice organisation. (Ref: 
Para. A40)

Fraud, Non-Compliance with Laws and Regulations and Uncorrected Misstatements in 
Relation to Activities at the Service Organisation

19. The user auditor shall enquire of management of the user entity whether the service 
organisation has reported to the user entity, or whether the user entity is otherwise 
aware of, any fraud, non-compliance with laws and regulations or uncorrected 
misstatements affecting the financial statements of the user entity. The user auditor 
shall evaluate how such matters affect the nature, timing and extent of the user 
auditor’s further audit procedures, including the effect on the user auditor’s 
conclusions and user auditor’s report. (Ref: Para. A41)

Reporting by the User Auditor

20. The user auditor shall modify the opinion in the user auditor’s report in accordance with 
ISA (NZ) 705 (Revised)6 if the user auditor is unable to obtain sufficient appropriate 

6 ISA (NZ) 705 (Revised), Modifications to the Opinion in the Independent Auditor’s Report, paragraph 6.
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audit evidence regarding the services provided by the service organisation relevant to 
the audit of the user entity’s financial statements. (Ref: Para. A42) 

21. The user auditor shall not refer to the work of a service auditor in the user auditor’s 
report containing an unmodified opinion unless required by law or regulation to do so. 
If such reference is required by law or regulation, the user auditor’s report shall indicate 
that the reference does not diminish the user auditor’s responsibility for the audit 
opinion. (Ref: Para. A43)

22. If reference to the work of a service auditor is relevant to an understanding of a 
modification to the user auditor’s opinion, the user auditor’s report shall indicate that 
such reference does not diminish the user auditor’s responsibility for that opinion. 
(Ref: Para. A44)

***

Application and Other Explanatory Material
Obtaining an Understanding of the Services Provided by a Service Organisation, 
Including Internal Control 

Sources of Information (Ref: Para. 9)

A1. Information on the nature of the services provided by a service organisation may be 
available from a wide variety of sources, such as: 

• User manuals.

• System overviews.

• Technical manuals.

• The contract or service level agreement between the user entity and the service 
organisation. 

• Reports by service organisations, the internal audit function or regulatory 
authorities on controls at the service organisation.

• Reports by the service auditor, including management letters, if available.

A2. Knowledge obtained through the user auditor’s experience with the service 
organisation, for example through experience with other audit engagements, may also 
be helpful in obtaining an understanding of the nature of the services provided by the 
service organisation. This may be particularly helpful if the services and controls at the 
service organisation over those services are highly standardised.

Nature of the Services Provided by the Service Organisation (Ref: Para. 9(a))

A3. A user entity may use a service organisation such as one that processes transactions and 
maintains related accountability, or records transactions and processes related data. 
Service organisations that provide such services include, for example, bank trust 
departments that invest and service assets for employee benefit plans or for others; 
mortgage bankers that service mortgages for others; and application service providers 
that provide packaged software applications and a technology environment that enables 
customers to process financial and operational transactions. 

ISA (NZ) 402 (SUP... 3.5 a

60



[XRB] 2025/15

10

A4. Examples of service organisation services that are relevant to the audit include:

• Maintenance of the user entity’s accounting records.

• Management of assets.

• Initiating, recording or processing transactions as agent of the user entity.

Considerations Specific to Smaller Entities

A5. Smaller entities may use external bookkeeping services ranging from the processing of 
certain transactions (for example, payment of payroll taxes) and maintenance of their 
accounting records to the preparation of their financial statements. The use of such a 
service organisation for the preparation of its financial statements does not relieve 
management of the smaller entity and, where appropriate, those charged with 
governance of their responsibilities for the financial statements.7

Nature and Materiality of Transactions Processed by the Service Organisation (Ref: Para. 
9(b))

A6. A service organisation may establish policies and procedures that affect the user entity’s 
internal control. These policies and procedures are at least in part physically and 
operationally separate from the user entity. The significance of the controls of the 
service organisation to those of the user entity depends on the nature of the services 
provided by the service organisation, including the nature and materiality of the 
transactions it processes for the user entity. In certain situations, the transactions 
processed and the accounts affected by the service organisation may not appear to be 
material to the user entity’s financial statements, but the nature of the transactions 
processed may be significant and the user auditor may determine that an understanding 
of those controls is necessary in the circumstances. 

The Degree of Interaction between the Activities of the Service Organisation and the User 
Entity (Ref: Para. 9(c))

A7. The significance of the controls of the service organisation to those of the user entity also 
depends on the degree of interaction between its activities and those of the user entity. 
The degree of interaction refers to the extent to which a user entity is able to and elects to 
implement effective controls over the processing performed by the service organisation. 
For example, a high degree of interaction exists between the activities of the user entity 
and those at the service organisation when the user entity authorises transactions and the 
service organisation processes and does the accounting for those transactions. In these 
circumstances, it may be practicable for the user entity to implement effective controls 
over those transactions. On the other hand, when the service organisation initiates or 
initially records, processes, and does the accounting for the user entity’s transactions, 
there is a lower degree of interaction between the two organisations. In these 
circumstances, the user entity may be unable to, or may elect not to, implement effective 
controls over these transactions at the user entity and may rely on controls at the service 
organisation.

7 ISA (NZ) 200, “Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance 
with International Standards on Auditing (New Zealand),” paragraphs 4 and A2–-A3.
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Nature of the Relationship between the User Entity and the Service Organisation (Ref: Para. 
9(d))

A8. The contract or service level agreement between the user entity and the service 
organisation may provide for matters such as: 

• The information to be provided to the user entity and responsibilities for initiating 
transactions relating to the activities undertaken by the service organisation;

• The application of requirements of regulatory bodies concerning the form of 
records to be maintained, or access to them;

• The indemnification, if any, to be provided to the user entity in the event of a 
performance failure;

• Whether the service organisation will provide a report on its controls and, if so, 
whether such report would be a type 1 or type 2 report; 

• Whether the user auditor has rights of access to the accounting records of the user 
entity maintained by the service organisation and other information necessary for 
the conduct of the audit; and

• Whether the agreement allows for direct communication between the user auditor 
and the service auditor. 

A9. There is a direct relationship between the service organisation and the user entity and 
between the service organisation and the service auditor. These relationships do not 
necessarily create a direct relationship between the user auditor and the service auditor. 
When there is no direct relationship between the user auditor and the service auditor, 
communications between the user auditor and the service auditor are usually conducted 
through the user entity and the service organisation. A direct relationship may also be 
created between a user auditor and a service auditor, taking into account the relevant 
ethical and confidentiality considerations. A user auditor, for example, may use a 
service auditor to perform procedures on the user auditor’s behalf, such as:

(a) Tests of controls at the service organisation; or 

(b) Substantive procedures on the user entity’s financial statement transactions and 
balances maintained by a service organisation.

Considerations Specific to Public Sector Entities

A10. Public sector auditors generally have broad rights of access established by legislation. 
However, there may be situations where such rights of access are not available, for 
example when the service organisation is located in a different jurisdiction. In such cases, 
a public sector auditor may need to obtain an understanding of the legislation applicable 
in the different jurisdiction to determine whether appropriate access rights can be 
obtained. A public sector auditor may also obtain or ask the user entity to incorporate 
rights of access in any contractual arrangements between the user entity and the service 
organisation. 

A11. Public sector auditors may also use another auditor to perform tests of controls or 
substantive procedures in relation to compliance with law, regulation or other authority.
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Understanding the Controls Relating to Services Provided by the Service Organisation (Ref: Para. 
10)

A12. The user entity may establish controls over the service organisation’s services that may 
be tested by the user auditor and that may enable the user auditor to conclude that the 
user entity’s controls are operating effectively for some or all of the related assertions, 
regardless of the controls in place at the service organisation. If a user entity, for 
example, uses a service organisation to process its payroll transactions, the user entity 
may establish controls over the submission and receipt of payroll information that could 
prevent or detect material misstatements. These controls may include:

• Comparing the data submitted to the service organisation with reports of 
information received from the service organisation after the data has been 
processed.

• Recomputing a sample of the payroll amounts for clerical accuracy and reviewing 
the total amount of the payroll for reasonableness.

A13. In this situation, the user auditor may perform tests of the user entity’s controls over 
payroll processing that would provide a basis for the user auditor to conclude that the 
user entity’s controls are operating effectively for the assertions related to payroll 
transactions. 

A14. As noted in ISA (NZ) 315 (Revised 2019),8 in respect of some risks, the user auditor 
may judge that it is not possible or practicable to obtain sufficient appropriate audit 
evidence only from substantive procedures. Such risks may relate to the inaccurate or 
incomplete recording of routine and significant classes of transactions and account 
balances, the characteristics of which often permit highly automated processing with 
little or no manual intervention. Such automated processing characteristics may be 
particularly present when the user entity uses service organisations. In such cases, the 
user entity’s controls over such risks are relevant to the audit and the user auditor is 
required to obtain an understanding of, and to evaluate, such controls in accordance 
with paragraphs 9 and 10 of this ISA (NZ).

Further Procedures When a Sufficient Understanding Cannot Be Obtained from the User 
Entity (Ref: Para. 12)

A15. The user auditor’s decision as to which procedure, individually or in combination, in 
paragraph 12 to undertake, in order to obtain the information necessary to provide a 
basis for the identification and assessment of the risks of material misstatement in 
relation to the user entity’s use of the service organisation, may be influenced by such 
matters as:

• The size of both the user entity and the service organisation;

• The complexity of the transactions at the user entity and the complexity of the 
services provided by the service organisation;

• The location of the service organisation (for example, the user auditor may decide 
to use another auditor to perform procedures at the service organisation on the 
user auditor’s behalf if the service organisation is in a remote location);

8 ISA (NZ) 315 (Revised),, paragraph 26(a)(iii)33.

ISA (NZ) 402 (SUP... 3.5 a

63



[XRB] 2025/15

13

• Whether the procedure(s) is expected to effectively provide the user auditor with 
sufficient appropriate audit evidence; and

• The nature of the relationship between the user entity and the service organisation. 

A16. A service organisation may engage a service auditor to report on the description and 
design of its controls (type 1 report) or on the description and design of its controls and 
their operating effectiveness (type 2 report). Type 1 or type 2 reports may be issued 
under International Standard on Assurance Engagements (New Zealand) (ISAE (NZ)) 
34029 or under standards established by an authorised or recognised standards setting 
organisation (which may identify them by different names, such as Type A or Type B 
reports).  

A17. The availability of a type 1 or type 2 report will generally depend on whether the 
contract between a service organisation and a user entity includes the provision of such 
a report by the service organisation. A service organisation may also elect, for practical 
reasons, to make a type 1 or type 2 report available to the user entities. However, in 
some cases, a type 1 or type 2 report may not be available to user entities.  

A18. In some circumstances, a user entity may outsource one or more significant business 
units or functions, such as its entire tax planning and compliance functions, or finance 
and accounting or the controllership function to one or more service organisations. As 
a report on controls at the service organisation may not be available in these 
circumstances, visiting the service organisation may be the most effective procedure for 
the user auditor to gain an understanding of controls at the service organisation, as there 
is likely to be direct interaction of management of the user entity with management at 
the service organisation. 

A19. Another auditor may be used to perform procedures that will provide the necessary 
information about the relevant controls at the service organisation related to services 
provided to the user entity. If a type 1 or type 2 report has been issued, the user auditor 
may use the service auditor to perform these procedures as the service auditor has an 
existing relationship with the service organisation. The user auditor using the work of 
another auditor may find the guidance in ISA (NZ) 220 (Revised)10 useful as it relates 
to determining the competence and capabilities of the other auditor (including that 
auditor’s independence), the direction and supervision of the other auditor, the nature, 
timing and extent of the work assigned to the other auditor, and evaluating the 
sufficiency and appropriateness of the audit evidence obtained. 

A20. A user entity may use a service organisation that in turn uses a subservice organisation to 
provide some of the services provided to a user entity that are part of the user entity’s 
information system relevant to financial reporting. The subservice organisation may be a 
separate entity from the service organisation or may be related to the service organisation. 
A user auditor may need to consider controls at the subservice organisation. In situations 
where one or more subservice organisations are used, the interaction between the 
activities of the user entity and those of the service organisation is expanded to include 
the interaction between the user entity, the service organisation and the subservice 
organisations. The degree of this interaction, as well as the nature and materiality of the 

9 ISAE (NZ) 3402, “Assurance Reports on Controls at a Third-Party Service Organisation.”n
10 ISA (NZ) 220 (Revised), Quality Management of an Audit of Financial Statements

ISA (NZ) 402 (SUP... 3.5 a

64



[XRB] 2025/15

14

transactions processed by the service organisation and the subservice organisations are 
the most important factors for the user auditor to consider in determining the significance 
of the service organisation’s and subservice organisation’s controls to the user entity’s 
controls.

Using a Type 1 or Type 2 Report to Support the User Auditor’s Understanding of the Service 
Organisation (Ref: Para. 13–-14)

A21. The user auditor may make enquiries about the service auditor to the service auditor’s 
professional organisation or other practitioners and enquire whether the service auditor 
is subject to regulatory oversight. The service auditor may be practising in a jurisdiction 
where different standards are followed in respect of reports on controls at a service 
organisation, and the user auditor may obtain information about the standards used by 
the service auditor from the standard setting organisation. 

A22. A type 1 or type 2 report, along with information about the user entity, may assist the 
user auditor in obtaining an understanding of:

(a) The aspects of controls at the service organisation that may affect the processing 
of the user entity’s transactions, including the use of subservice organisations;

(b) The flow of significant transactions through the service organisation to determine 
the points in the transaction flow where material misstatements in the user entity’s 
financial statements could occur;

(c) The control objectives at the service organisation that are relevant to the user 
entity’s financial statement assertions; and

(d) Whether controls at the service organisation are suitably designed and 
implemented to prevent or detect processing errors that could result in material 
misstatements in the user entity’s financial statements.

A type 1 or type 2 report may assist the user auditor in obtaining a sufficient 
understanding to identify and assess the risks of material misstatement. A type 1 report, 
however, does not provide any evidence of the operating effectiveness of the controls.

A23. A type 1 or type 2 report that is as of a date or for a period that is outside of the reporting 
period of a user entity may assist the user auditor in obtaining a preliminary 
understanding of the controls implemented at the service organisation if the report is 
supplemented by additional current information from other sources. If the service 
organisation’s description of controls is as of a date or for a period that precedes the 
beginning of the period under audit, the user auditor may perform procedures to update 
the information in a type 1 or type 2 report, such as:

• Discussing the changes at the service organisation with user entity personnel who 
would be in a position to know of such changes;

• Reviewing current documentation and correspondence issued by the service 
organisation; or 

• Discussing the changes with service organisation personnel.
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Responding to the Assessed Risks of Material Misstatement (Ref: Para. 15)

A24. Whether the use of a service organisation increases a user entity’s risk of material 
misstatement depends on the nature of the services provided and the controls over these 
services; in some cases, the use of a service organisation may decrease a user entity’s 
risk of material misstatement, particularly if the user entity itself does not possess the 
expertise necessary to undertake particular activities, such as initiating, processing, and 
recording transactions, or does not have adequate resources (for example, an IT system). 

A25. When the service organisation maintains material elements of the accounting records of 
the user entity, direct access to those records may be necessary in order for the user 
auditor to obtain sufficient appropriate audit evidence relating to the operations of 
controls over those records or to substantiate transactions and balances recorded in 
them, or both. Such access may involve either physical inspection of records at the 
service organisation’s premises or interrogation of records maintained electronically 
from the user entity or another location, or both. Where direct access is achieved 
electronically, the user auditor may thereby obtain evidence as to the adequacy of 
controls operated by the service organisation over the completeness and integrity of the 
user entity’s data for which the service organisation is responsible. 

A26. In determining the nature and extent of audit evidence to be obtained in relation to 
balances representing assets held or transactions undertaken by a service organisation 
on behalf of the user entity, the following procedures may be considered by the user 
auditor:

(a) Inspecting records and documents held by the user entity: the reliability of this 
source of evidence is determined by the nature and extent of the accounting 
records and supporting documentation retained by the user entity. In some cases, 
the user entity may not maintain independent detailed records or documentation 
of specific transactions undertaken on its behalf. 

(b) Inspecting records and documents held by the service organisation: the user 
auditor’s access to the records of the service organisation may be established as 
part of the contractual arrangements between the user entity and the service 
organisation. The user auditor may also use another auditor, on its behalf, to gain 
access to the user entity’s records maintained by the service organisation.

(c) Obtaining confirmations of balances and transactions from the service 
organisation: where the user entity maintains independent records of balances and 
transactions, confirmation from the service organisation corroborating the user 
entity’s records may constitute reliable audit evidence concerning the existence 
of the transactions and assets concerned. For example, when multiple service 
organisations are used, such as an investment manager and a custodian, and these 
service organisations maintain independent records, the user auditor may confirm 
balances with these organisations in order to compare this information with the 
independent records of the user entity. 

If the user entity does not maintain independent records, information obtained in 
confirmations from the service organisation is merely a statement of what is 
reflected in the records maintained by the service organisation. Therefore, such 
confirmations do not, taken alone, constitute reliable audit evidence. In these 
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circumstances, the user auditor may consider whether an alternative source of 
independent evidence can be identified.

(d) Performing analytical procedures on the records maintained by the user entity or 
on the reports received from the service organisation: the effectiveness of 
analytical procedures is likely to vary by assertion and will be affected by the 
extent and detail of information available.

A27. Another auditor may perform procedures that are substantive in nature for the benefit 
of user auditors. Such an engagement may involve the performance, by another auditor, 
of procedures agreed upon by the user entity and its user auditor and by the service 
organisation and its service auditor. The findings resulting from the procedures 
performed by another auditor are reviewed by the user auditor to determine whether 
they constitute sufficient appropriate audit evidence. In addition, there may be 
requirements imposed by governmental authorities or through contractual arrangements 
whereby a service auditor performs designated procedures that are substantive in nature. 
The results of the application of the required procedures to balances and transactions 
processed by the service organisation may be used by user auditors as part of the 
evidence necessary to support their audit opinions. In these circumstances, it may be 
useful for the user auditor and the service auditor to agree, prior to the performance of 
the procedures, to the audit documentation or access to audit documentation that will 
be provided to the user auditor. 

A28. In certain circumstances, in particular when a user entity outsources some or all of its 
finance function to a service organisation, the user auditor may face a situation where a 
significant portion of the audit evidence resides at the service organisation. Substantive 
procedures may need to be performed at the service organisation by the user auditor or 
another auditor on its behalf. A service auditor may provide a type 2 report and, in 
addition, may perform substantive procedures on behalf of the user auditor. The 
involvement of another auditor does not alter the user auditor’s responsibility to obtain 
sufficient appropriate audit evidence to afford a reasonable basis to support the user 
auditor’s opinion. Accordingly, the user auditor’s consideration of whether sufficient 
appropriate audit evidence has been obtained and whether the user auditor needs to 
perform further substantive procedures includes the user auditor’s involvement with, or 
evidence of, the direction, supervision and performance of the substantive procedures 
performed by another auditor. 

Tests of Controls (Ref: Para. 16)

A29. The user auditor is required by ISA (NZ) 33011 to design and perform tests of controls 
to obtain sufficient appropriate audit evidence as to the operating effectiveness of 
controls in certain circumstances. In the context of a service organisation, this 
requirement applies when:

(a) The user auditor’s assessment of risks of material misstatement includes an 
expectation that the controls at the service organisation are operating effectively 
(that is, the user auditor intends to rely on the operating effectiveness of controls 
at the service organisation in determining the nature, timing and extent of 
substantive procedures); or

11 ISA (NZ) 330, paragraph 8.
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(b) Substantive procedures alone, or in combination with tests of the operating 
effectiveness of controls at the user entity, cannot provide sufficient appropriate 
audit evidence at the assertion level.

A30. If a type 2 report is not available, a user auditor may contact the service organisation, 
through the user entity, to request that a service auditor be engaged to provide a type 2 
report that includes tests of the operating effectiveness of the controls or the user auditor 
may use another auditor to perform procedures at the service organisation that test the 
operating effectiveness of those controls. A user auditor may also visit the service 
organisation and perform tests of controls if the service organisation agrees to it. The 
user auditor’s risk assessments are based on the combined evidence provided by the 
work of another auditor and the user auditor’s own procedures.

Using a Type 2 Report as Audit Evidence that Controls at the Service Organisation Are 
Operating Effectively (Ref: Para. 17) 

A31. A type 2 report may be intended to satisfy the needs of several different user auditors; 
therefore tests of controls and results described in the service auditor’s report may not 
be relevant to assertions that are significant in the user entity’s financial statements. The 
relevant tests of controls and results are evaluated to determine that the service auditor’s 
report provides sufficient appropriate audit evidence about the effectiveness of the 
controls to support the user auditor’s risk assessment. In doing so, the user auditor may 
consider the following factors:

(a) The time period covered by the tests of controls and the time elapsed since the 
performance of the tests of controls;

(b) The scope of the service auditor’s work and the services and processes covered, 
the controls tested and tests that were performed, and the way in which tested 
controls relate to the user entity’s controls; and

(c) The results of those tests of controls and the service auditor’s opinion on the 
operating effectiveness of the controls.

A32. For certain assertions, the shorter the period covered by a specific test and the longer 
the time elapsed since the performance of the test, the less audit evidence the test may 
provide. In comparing the period covered by the type 2 report to the user entity’s 
financial reporting period, the user auditor may conclude that the type 2 report offers 
less audit evidence if there is little overlap between the period covered by the type 2 
report and the period for which the user auditor intends to rely on the report. When this 
is the case, a type 2 report covering a preceding or subsequent period may provide 
additional audit evidence. In other cases, the user auditor may determine it is necessary 
to perform, or use another auditor to perform, tests of controls at the service organisation 
in order to obtain sufficient appropriate audit evidence about the operating effectiveness 
of those controls.

A33. It may also be necessary for the user auditor to obtain additional evidence about 
significant changes to the relevant controls at the service organisation outside of the 
period covered by the type 2 report or determine additional audit procedures to be 
performed. Relevant factors in determining what additional audit evidence to obtain 
about controls at the service organisation that were operating outside of the period 
covered by the service auditor’s report may include:
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• The significance of the assessed risks of material misstatement at the assertion 
level;

• The specific controls that were tested during the interim period, and significant 
changes to them since they were tested, including changes in the information 
system, processes, and personnel;

• The degree to which audit evidence about the operating effectiveness of those 
controls was obtained;

• The length of the remaining period;

• The extent to which the user auditor intends to reduce further substantive 
procedures based on the reliance on controls; and

• The effectiveness of the control environment and the user entity’s process to 
monitor the system of internal control.

A34. Additional audit evidence may be obtained, for example, by extending tests of controls 
over the remaining period or testing the user entity’s process to monitor the system of 
internal control.

A35. If the service auditor’s testing period is completely outside the user entity’s financial 
reporting period, the user auditor will be unable to rely on such tests for the user auditor 
to conclude that the user entity’s controls are operating effectively because they do not 
provide current audit period evidence of the effectiveness of the controls, unless other 
procedures are performed. 

A36. In certain circumstances, a service provided by the service organisation may be 
designed with the assumption that certain controls will be implemented by the user 
entity. For example, the service may be designed with the assumption that the user entity 
will have controls in place for authorising transactions before they are sent to the service 
organisation for processing. In such a situation, the service organisation’s description 
of controls may include a description of those complementary user entity controls. The 
user auditor considers whether those complementary user entity controls are relevant to 
the service provided to the user entity. 

A37. If the user auditor believes that the service auditor’s report may not provide sufficient 
appropriate audit evidence, for example, if a service auditor’s report does not contain a 
description of the service auditor’s tests of controls and results thereon, the user auditor 
may supplement the understanding of the service auditor’s procedures and conclusions 
by contacting the service organisation, through the user entity, to request a discussion 
with the service auditor about the scope and results of the service auditor’s work. Also, 
if the user auditor believes it is necessary, the user auditor may contact the service 
organisation, through the user entity, to request that the service auditor perform 
procedures at the service organisation. Alternatively, the user auditor, or another auditor 
at the request of the user auditor, may perform such procedures.

A38. The service auditor’s type 2 report identifies results of tests, including exceptions and 
other information that could affect the user auditor’s conclusions. Exceptions noted by 
the service auditor or a modified opinion in the service auditor’s type 2 report do not 
automatically mean that the service auditor’s type 2 report will not be useful for the 
audit of the user entity’s financial statements in assessing the risks of material 
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misstatement. Rather, the exceptions and the matter giving rise to a modified opinion in 
the service auditor’s type 2 report are considered in the user auditor’s assessment of the 
testing of controls performed by the service auditor. In considering the exceptions and 
matters giving rise to a modified opinion, the user auditor may discuss such matters 
with the service auditor. Such communication is dependent upon the user entity 
contacting the service organisation, and obtaining the service organisation’s approval 
for the communication to take place.

Communication of deficiencies in internal control identified during the audit

A39. The user auditor is required to communicate in writing significant deficiencies 
identified during the audit to both management and those charged with governance on 
a timely basis.12 The user auditor is also required to communicate to management at an 
appropriate level of responsibility on a timely basis other deficiencies in internal control 
identified during the audit that, in the user auditor’s professional judgement, are of 
sufficient importance to merit management’s attention.13 Matters that the user auditor 
may identify during the audit and may communicate to management and those charged 
with governance of the user entity include:

• Any controls within the entity’s process to monitor the system of internal control 
that could be implemented by the user entity, including those identified as a result 
of obtaining a type 1 or type 2 report;

• Instances where complementary user entity controls are noted in the type 1 or type 
2 report and are not implemented at the user entity; and 

• Controls that may be needed at the service organisation that do not appear to have 
been implemented or that are not specifically covered by a type 2 report.

Type 1 and Type 2 Reports that Exclude the Services of a Subservice Organisation (Ref: 
Para. 18)

A40. If a service organisation uses a subservice organisation, the service auditor’s report may 
either include or exclude the subservice organisation’s relevant control objectives and 
related controls in the service organisation’s description of its system and in the scope 
of the service auditor’s engagement. These two methods of reporting are known as the 
inclusive method and the carve–-out method, respectively. If the type 1 or type 2 report 
excludes the controls at a subservice organisation, and the services provided by the 
subservice organisation are relevant to the audit of the user entity’s financial statements, 
the user auditor is required to apply the requirements of this ISA (NZ) in respect of the 
subservice organisation. The nature and extent of work to be performed by the user 
auditor regarding the services provided by a subservice organisation depend on the 
nature and significance of those services to the user entity and the relevance of those 
services to the audit. The application of the requirement in paragraph 9 assists the user 
auditor in determining the effect of the subservice organisation and the nature and extent 
of work to be performed.

12 ISA (NZ) 265, “Communicating Deficiencies in Internal Control to Those Charged with Governance and 
Management,” paragraphs 9–-10.

13 ISA (NZ) 265, paragraph 10.
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Fraud, Non-Compliance with Laws and Regulations and Uncorrected Misstatements in 
Relation to Activities at the Service Organisation (Ref: Para. 19)

A41. A service organisation may be required under the terms of the contract with user entities 
to disclose to affected user entities any fraud, non-compliance with laws and regulations 
or uncorrected misstatements attributable to the service organisation’s management or 
employees. As required by paragraph 19, the user auditor makes enquiries of the user 
entity management regarding whether the service organisation has reported any such 
matters and evaluates whether any matters reported by the service organisation affect 
the nature, timing and extent of the user auditor’s further audit procedures. In certain 
circumstances, the user auditor may require additional information to perform this 
evaluation, and may request the user entity to contact the service organisation to obtain 
the necessary information.

Reporting by the User Auditor (Ref: Para. 20)

A42. When a user auditor is unable to obtain sufficient appropriate audit evidence regarding 
the services provided by the service organisation relevant to the audit of the user entity’s 
financial statements, a limitation on the scope of the audit exists. This may be the case 
when:

• The user auditor is unable to obtain a sufficient understanding of the services 
provided by the service organisation and does not have a basis for the 
identification and assessment of the risks of material misstatement; 

• A user auditor’s risk assessment includes an expectation that controls at the 
service  organisation are operating effectively and the user auditor is unable to 
obtain sufficient appropriate audit evidence about the operating effectiveness of 
these controls; or 

• Sufficient appropriate audit evidence is only available from records held at the 
service organisation, and the user auditor is unable to obtain direct access to these 
records. 

Whether the user auditor expresses a qualified opinion or disclaims an opinion depends 
on the user auditor’s conclusion as to whether the possible effects on the financial 
statements are material or pervasive. 

Reference to the Work of a Service Auditor (Ref: Para. 21–-22)

A43. In some cases, law or regulation may require a reference to the work of a service auditor 
in the user auditor’s report, for example, for the purposes of transparency in the public 
sector. In such circumstances, the user auditor may need the consent of the service 
auditor before making such a reference.

A44. The fact that a user entity uses a service organisation does not alter the user auditor’s 
responsibility under ISAs (NZ) to obtain sufficient appropriate audit evidence to afford 
a reasonable basis to support the user auditor’s opinion. Therefore, the user auditor does 
not make reference to the service auditor’s report as a basis, in part, for the user auditor’s 
opinion on the user entity’s financial statements. However, when the user auditor 
expresses a modified opinion because of a modified opinion in a service auditor’s report, 
the user auditor is not precluded from referring to the service auditor’s report if such 
reference assists in explaining the reason for the user auditor’s modified opinion. In 
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such circumstances, the user auditor may need the consent of the service auditor before 
making such a reference.  
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Schedule 1 
Transitional, savings, and related provisions

Part 1 Provisions relating to this standard as made

There are no transitional, savings, or related provisions in this standard as made.

Made at Wellington on 12 December 2025 

John Kensington 

Chair 

External Reporting Board 
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Explanatory and other information 
These notes and other information are not part of the standard 

Explanatory note

This standard is the International Standard on Auditing (New Zealand) 402, Audit 
Considerations Relating to an Entity Using a Service Organisation.

This standard is the New Zealand equivalent of International Standard on Auditing 402, Audit 
Considerations Relating to an Entity Using a Service Organisation, and results from 
revisions to international standards issued by the International Auditing and Assurance 
Standards Board relating to going concern, fraud and to reflect the significant public interest 
in certain types of entities. 

This standard applies to accounting periods that begin on or after 15 December 2026.

The standard was approved by the New Zealand Auditing and Assurance Standards Board of 
the External Reporting Board.
This standard revokes the ISA (NZ) 402 Audit Considerations Relating to an Entity Using a 
Service Organisation issued in July 2011. However, that standard continues to apply in 
relation to accounting periods that begin before 15 December 2026 as if it had not been 
revoked. (see Legislation Act 2019).

Conformity with International Standards on Auditing

This Standard conforms to International Standard on Auditing ISA 402, Audit Considerations 
Relating to an Entity Using a Service Organisation, issued by the International Auditing and 
Assurance Standards Board. 
Paragraphs that have been amended or added to this ISA (NZ) (and do not appear in the text 
of the equivalent ISA) are identified with the prefix “NZ”. 
This ISA (NZ) incorporates terminology and definitions used in New Zealand. 
Compliance with this ISA (NZ) enables compliance with ISA 402.

Comparison with Australian Auditing Standards 

In Australia the Australian Auditing and Assurance Standards Board (AUASB) has issued 
Australian Auditing Standard ASA 402 Audit Considerations Relating to an Entity Using a 
Service Organisation.

ASA 402 conforms to ISA 402.  

Copyright
The Standard above is secondary legislation and, by section 27 of the Copyright Act 1994, no 
copyright exists in it.

This Standard reproduces, with the permission of the International Federation of Accountants 
(IFAC), the corresponding international standard issued by the International Auditing and 
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Assurance Standards Board (“IAASB”). Reproduction is allowed within New Zealand. All 
existing rights, including the copyright, reserved outside New Zealand, with exception of the 
right to reproduce for the purposes of personal use or other fair dealing. Further information 
can be obtained from IFAC at www.ifac.org or by writing to permissions@ifac.org.

For any inquiries generally in relation to the reproduction or use of this standard, please contact 
the External Reporting Board at https://www.xrb.govt.nz/about-xrb/contact-us/

ISBN 978-1-99-100584-7

History of Amendments

Table of instruments – ISA (NZ) 402

This table lists the instruments amending this standard.

Instrument Date made Application date 
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Minimum Legislative Information
This Standard is secondary legislation published under the Legislation Act 2019. 
Title International Standard on Auditing (New Zealand) 402, Audit 

Considerations Relating to an Entity Using a Service 
Organisation

Principal or amendment Principal

Consolidated version No

Empowering Act and 
provisions

Section 12(b) of the Financial Reporting Act 2013.

Replacement empowering 
Act and provision

Maker name External Reporting Board

Administering agency External Reporting Board

Date made 12 December 2025

Publication date 18 December 2025

Notification date 18 December 2025

Commencement date This standard takes effect on 15 January 2026.

End date

Consolidation as at date

Related instruments
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International Standard on Auditing (New Zealand) 501, Audit Evidence – 
Specific Considerations for Selected Items 
This Standard is made under section 12(b) of the Financial Reporting Act 2013 by 
the External Reporting Board after complying with section 22 of that Act. 

CONTENTS

Paragraph

History of Amendments
Title................................................................................................................................ 0.1
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Interpretation ................................................................................................................ 0.3

Application..................................................................................................................... 0.4
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Transitional, savings, and related provisions ............................................................. 0.6
Introduction
Scope of this ISA (NZ) ......................................................................................... 1
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Requirements

Inventory .............................................................................................................. 4-–8

Litigation and Claims ........................................................................................... 9-–12

Segment Information ............................................................................................ 13

This secondary legislation is administered by the External Reporting Board. 
For more information please see:
Website: www.xrb.govt.nz
Contact phone: +64 4 550 2030
Contact address: Level 6/154 Featherston St, Wellington, 6011

There is an explanatory note at the end of this standard that sets out how and 
from when this standard operates.
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Application and Other Explanatory Material
Inventory .............................................................................................................. A1–-A16

Litigation and Claims ........................................................................................... A17–-A25

Segment Information ............................................................................................ A26–-A27

[NZ] Appendix 1: Example of a Letter of Specific Enquiry to External Legal Counsel
Accompanying Attachment: Conformity to the International Standards on Auditing 
Schedule 1

Title
0.1 This is the International Standard on Auditing (New Zealand) 501, Audit Evidence – 

Specific Considerations for Selected Items.

Commencement 
0.2 This standard takes effect on the 28th day after the date of its publication under the 

Legislation Act 2019 (see section 27 of the Financial Reporting Act 2013). 

This note is not part of the standard.
This standard was published on 18 December 2025 and takes effect on 15 January 2026. 

Interpretation
0.3 In this standard ISA (NZ) 501 means the International Standard on Auditing (New 

Zealand) 501, Audit Evidence – Specific Considerations for Selected Items.

Application
0.4 This standard commences to apply in relation to accounting periods that begin on or 15 

December 2026. 

Revocation 
0.5 The standard International Standard on Auditing (New Zealand) 501 Audit Evidence – 

Specific Considerations for Selected Items issued in July 2011 is revoked on the date 

International Standard on Auditing (New Zealand) (ISA (NZ)) 501, “Audit Evidence – Specific 
Considerations for Selected Items,” should be read in conjunction with ISA (NZ) 200, “Overall 
Objectives of the Independent Auditor and the Conduct of an Audit in Accordance with 
International Standards on Auditing (New Zealand).”

ISA (NZ) 501 (SUP... 3.6 a

78



[XRB] 2025/18

3

this standard takes effect.

Transitional, savings, and related provisions
0.6 The transitional, savings, and related provisions (if any) set out in Schedule 1 have 

effect according to their terms.

Introduction
Scope of this ISA (NZ)

1. This International Standard on Auditing (New Zealand) (ISA (NZ)) deals with specific 
considerations by the auditor in obtaining sufficient appropriate audit evidence in 
accordance with ISA (NZ) 330,F

1 ISA (NZ) 5002 and other relevant ISAs (NZ), with 
respect to certain aspects of inventory, litigation and claims involving the entity, and 
segment information in an audit of financial statements.

Effective Date

2. This ISA (NZ) is effective for audits of financial statements for periods beginning on or 
after 1 September, 2011. [Replaced by the NZAuASB. Refer to paragraph 0.4]

Objective
3. The objective of the auditor is to obtain sufficient appropriate audit evidence regarding 

the:

(a) Existence and condition of inventory;

(b) Completeness of litigation and claims involving the entity; and

(c) Presentation and disclosure of segment information in accordance with the 
applicable financial reporting framework.

Requirements
Inventory

4. If inventory is material to the financial statements, the auditor shall obtain sufficient 
appropriate audit evidence regarding the existence and condition of inventory by:  

(a) Attendance at physical inventory counting, unless impracticable, to: (Ref: Para. A1–
-A3)

(i) Evaluate management’s instructions and procedures for recording and 
controlling the results of the entity’s physical inventory counting; (Ref: Para. 
A4)

(ii) Observe the performance of management’s count procedures; (Ref: Para. 
A5)

(iii) Inspect the inventory; and (Ref: Para. A6)

(iv) Perform test counts; and (Ref: Para. A7–-A8)

1 ISA (NZ) 330, The Auditor’s Responses to Assessed Risks.
2 ISA (NZ) 500, Audit Evidence.
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(b) Performing audit procedures over the entity’s final inventory records to determine 
whether they accurately reflect actual inventory count results. 

5. If physical inventory counting is conducted at a date other than the date of the financial 
statements, the auditor shall, in addition to the procedures required by paragraph 4, 
perform audit procedures to obtain audit evidence about whether changes in inventory 
between the count date and the date of the financial statements are properly recorded. 
(Ref: Para. A9–-A11)

6. If the auditor is unable to attend physical inventory counting due to unforeseen 
circumstances, the auditor shall make or observe some physical counts on an alternative 
date, and perform audit procedures on intervening transactions. 

7. If attendance at physical inventory counting is impracticable, the auditor shall perform 
alternative audit procedures to obtain sufficient appropriate audit evidence regarding the 
existence and condition of inventory. If it is not possible to do so, the auditor shall 
modify the opinion in the auditor’s report in accordance with ISA (NZ) 705 (Revised).3 

(Ref: Para. A12–-A14)

8. If inventory under the custody and control of a third party is material to the financial 
statements, the auditor shall obtain sufficient appropriate audit evidence regarding the 
existence and condition of that inventory by performing one or both of the following:

(a) Request confirmation from the third party as to the quantities and condition of 
inventory held on behalf of the entity. (Ref: Para. A15)

(b) Perform inspection or other audit procedures appropriate in the circumstances. 
(Ref: Para. A16)

Litigation and Claims

9. The auditor shall design and perform audit procedures in order to identify litigation and 
claims involving the entity which may give rise to a risk of material misstatement, 
including: (Ref: Para. A17–-A19)

(a) Enquiry of management and, where applicable, others within the entity, including 
in-house legal counsel; 

(b) Reviewing minutes of meetings of those charged with governance and 
correspondence between the entity and its external legal counsel; and

(c) Reviewing legal expense accounts. (Ref: Para. A20)

10. If the auditor assesses a risk of material misstatement regarding litigation or claims that 
have been identified, or when audit procedures performed indicate that other material 
litigation or claims may exist, the auditor shall, in addition to the procedures required 
by other ISAs (NZ), seek direct communication with the entity’s external legal counsel. 
The auditor shall do so through a letter of enquiry, prepared by management and sent by 
the auditor, requesting the entity’s external legal counsel to communicate directly with 
the auditor. If law, regulation or the respective legal professional body prohibits the 
entity’s external legal counsel from communicating directly with the auditor, the auditor 
shall perform alternative audit procedures. (Ref: Para. A21–-A25)

3 ISA (NZ) 705 (Revised), Modifications to the Opinion in the Independent Auditor’s Report.
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In-house and/or External Legal Counsel 

NZ10.1 Where in-house legal counsel has the primary responsibility for litigation and claims 
and is in the best position to corroborate representations from management and those 
charged with governance, the auditor shall endeavour to obtain a representation letter 
from the in-house legal counsel, seeking information similar to that sought from the 
entity’s external legal counsel. (Ref: Para. NZ A24.1 – NZ A24.2)

11. If: 

(a) management refuses to give the auditor permission to communicate or meet with 
the entity’s legal counsel, or the entity’s legal counsel refuses to respond 
appropriately to the letter of enquiry, or is prohibited from responding (Ref: Para. 
NZ A24.3 – NZ A24.4); and 

(b) the auditor is unable to obtain sufficient appropriate audit evidence by performing 
alternative audit procedures (Ref: Para. NZ A24.5 – NZ A24.6),

the auditor shall modify the opinion in the auditor’s report in accordance with 
ISA (NZ) 705 (Revised) (Ref: Para. NZ A24.7).

Written Representations

12. [Amended by the NZAuASB.]

NZ12.1 The auditor shall request those charged with governance to provide written 
representations that all known actual or possible litigation and claims whose effects 
should be considered when preparing the financial statements have been disclosed to 
the auditor and accounted for and disclosed in accordance with the applicable financial 
reporting framework.

Segment Information

13. The auditor shall obtain sufficient appropriate audit evidence regarding the presentation 
and disclosure of segment information in accordance with the applicable financial 
reporting framework by: (Ref: Para. A26)

(a) Obtaining an understanding of the methods used by management in determining 
segment information, and: (Ref: Para. A27)

(i) Evaluating whether such methods are likely to result in disclosure in 
accordance with the applicable financial reporting framework; and

(ii) Where appropriate, testing the application of such methods; and

(b) Performing analytical procedures or other audit procedures appropriate in the 
circumstances.

***

Application and Other Explanatory Material
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Inventory 
Attendance at Physical Inventory Counting (Ref: Para. 4(a)) 

A1. Management ordinarily establishes procedures under which inventory is physically 
counted at least once a year to serve as a basis for the preparation of the financial 
statements and, if applicable, to ascertain the reliability of the entity’s perpetual 
inventory system.

NZA1.1 It is the responsibility of management, with the oversight of those charged with 
governance of an entity, to adopt policies and procedures to identify, evaluate, record 
and report on the outcome of any material litigation and claims. However, since the 
factors that would be considered in the accounting for and reporting of litigation and 
claims are within the direct knowledge and control of the management of an entity, 
management is the primary source of information. Ordinarily, the auditor would seek 
audit evidence from different sources to corroborate management’s assertions.

A2. Attendance at physical inventory counting involves:

• Inspecting the inventory to ascertain its existence and evaluate its condition, and 
performing test counts;

• Observing compliance with management’s instructions and the performance of 
procedures for recording and controlling the results of the physical inventory 
count; and 

• Obtaining audit evidence as to the reliability of management’s count procedures. 

These procedures may serve as tests of controls or substantive procedures depending on 
the auditor’s risk assessment, planned approach and the specific procedures carried out.

A3. Matters relevant in planning attendance at physical inventory counting (or in designing 
and performing audit procedures pursuant to paragraphs 4–-8 of this ISA (NZ)) include, 
for example:

• The risks of material misstatement related to inventory.

• The nature of the internal control related to inventory.

• Whether adequate procedures are expected to be established and proper 
instructions issued for physical inventory counting.

• The timing of physical inventory counting.

• Whether the entity maintains a perpetual inventory system.

• The locations at which inventory is held, including the materiality of the inventory 
and the risks of material misstatement at different locations, in deciding at which 
locations attendance is appropriate. 

• Whether the assistance of an auditor’s expert is needed.  ISA (NZ) 6204 deals with 
the use of an auditor’s expert to assist the auditor to obtain sufficient appropriate 
audit evidence.

Evaluate Management’s Instructions and Procedures (Ref: Para. 4(a)(i)) 

4 ISA (NZ) 620, Using the Work of an Auditor’s Expert.
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A4. Matters relevant in evaluating management’s instructions and procedures for recording 
and controlling the physical inventory counting include whether they address, for 
example: 

• The application of appropriate controls, for example, collection of used physical 
inventory count records, accounting for unused physical inventory count records, 
and count and re-count procedures.

• The accurate identification of the stage of completion of work in progress, of slow 
moving, obsolete or damaged items and of inventory owned by a third party, for 
example, on consignment.

• The procedures used to estimate physical quantities, where applicable, such as 
may be needed in estimating the physical quantity of a coal pile.

• Control over the movement of inventory between areas and the shipping and 
receipt of inventory before and after the cutoff date.

Observe the Performance of Management’s Count Procedures (Ref: Para. 4(a)(ii))

A5. Observing the performance of management’s count procedures, for example those 
relating to control over the movement of inventory before, during and after the count, 
assists the auditor in obtaining audit evidence that management’s instructions and count 
procedures are adequately designed and implemented. In addition, the auditor may 
obtain copies of cutoff information, such as details of the movement of inventory, to 
assist the auditor in performing audit procedures over the accounting for such 
movements at a later date.

Inspect the Inventory (Ref: Para. 4(a)(iii)) 

A6. Inspecting inventory when attending physical inventory counting assists the auditor in 
ascertaining the existence of the inventory (though not necessarily its ownership), and 
in identifying, for example, obsolete, damaged or ageing inventory. 

Perform Test Counts (Ref: Para. 4(a)(iv))

A7. Performing test counts, for example by tracing items selected from management’s count 
records to the physical inventory and tracing items selected from the physical inventory 
to management’s count records, provides audit evidence about the completeness and the 
accuracy of those records. 

A8. In addition to recording the auditor’s test counts, obtaining copies of management’s 
completed physical inventory count records assists the auditor in performing subsequent 
audit procedures to determine whether the entity’s final inventory records accurately 
reflect actual inventory count results.

Physical Inventory Counting Conducted Other than at the Date of the Financial Statements 
(Ref: Para. 5) 

A9. For practical reasons, the physical inventory counting may be conducted at a date, or 
dates, other than the date of the financial statements. This may be done irrespective of 
whether management determines inventory quantities by an annual physical inventory 
counting or maintains a perpetual inventory system. In either case, the effectiveness of 
the design, implementation and maintenance of controls over changes in inventory 
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determines whether the conduct of physical inventory counting at a date, or dates, other 
than the date of the financial statements is appropriate for audit purposes. ISA (NZ) 330 
establishes requirements and provides guidance on substantive procedures performed at 
an interim date.5

A10. Where a perpetual inventory system is maintained, management may perform physical 
counts or other tests to ascertain the reliability of inventory quantity information 
included in the entity’s perpetual inventory records. In some cases, management or the 
auditor may identify differences between the perpetual inventory records and actual 
physical inventory quantities on hand; this may indicate that the controls over changes 
in inventory are not operating effectively. 

A11. Relevant matters for consideration when designing audit procedures to obtain audit 
evidence about whether changes in inventory amounts between the count date, or dates, 
and the final inventory records are properly recorded include:

• Whether the perpetual inventory records are properly adjusted.

• Reliability of the entity’s perpetual inventory records.

• Reasons for significant differences between the information obtained during the 
physical count and the perpetual inventory records.

Attendance at Physical Inventory Counting Is Impracticable (Ref: Para. 7)

A12. In some cases, attendance at physical inventory counting may be impracticable. This 
may be due to factors such as the nature and location of the inventory, for example, 
where inventory is held in a location that may pose threats to the safety of the auditor. 
The matter of general inconvenience to the auditor, however, is not sufficient to support 
a decision by the auditor that attendance is impracticable. Further, as explained in 
ISA (NZ) 2006 the matter of difficulty, time, or cost involved is not in itself a valid 
basis for the auditor to omit an audit procedure for which there is no alternative or to be 
satisfied with audit evidence that is less than persuasive.   

A13. In some cases where attendance is impracticable, alternative audit procedures, for 
example inspection of documentation of the subsequent sale of specific inventory items 
acquired or purchased prior to the physical inventory counting, may provide sufficient 
appropriate audit evidence about the existence and condition of inventory. 

A14. In other cases, however, it may not be possible to obtain sufficient appropriate audit 
evidence regarding the existence and condition of inventory by performing alternative 
audit procedures. In such cases, ISA (NZ) 7055 (Revised) requires the auditor to 
modify the opinion in the auditor’s report as a result of the scope limitation.7

Inventory under the Custody and Control of a Third Party 

Confirmation (Ref: Para. 8(a))

5 ISA (NZ) 330, paragraphs 22–-23.
6 ISA (NZ) 200, Overall Objectives of the Independent Auditor, and the Conduct of an Audit in Accordance 

with International Standards on Auditing (New Zealand),  paragraph A548.
7 ISA (NZ) 705 (Revised), paragraph 13.
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A15. ISA (NZ) 5058 establishes requirements and provides guidance for performing external 
confirmation procedures. 

Other Audit Procedures (Ref: Para. 8(b))

A16. Depending on the circumstances, for example where information is obtained that raises 
doubt about the integrity and objectivity of the third party, the auditor may consider it 
appropriate to perform other audit procedures instead of, or in addition to, confirmation 
with the third party. Examples of other audit procedures include:

• Attending, or arranging for another auditor to attend, the third party’s physical 
counting of inventory, if practicable.

• Obtaining another auditor’s report, or a service auditor’s report, on the adequacy 
of the third party’s internal control for ensuring that inventory is properly counted 
and adequately safeguarded.

• Inspecting documentation regarding inventory held by third parties, for example, 
warehouse receipts. 

• Requesting confirmation from other parties when inventory has been pledged as 
collateral.

Litigation and Claims
Completeness of Litigations and Claims (Ref: Para. 9)

A17. Litigation and claims involving the entity may have a material effect on the financial 
statements and thus may be required to be disclosed or accounted for in the financial 
statements.

NZA17.1 It is the responsibility of management, with the oversight of those charged with 
governance of an entity, to adopt policies and procedures to identify, evaluate, record 
and report on the outcome of any material litigation and claims. However, since the 
factors that would be considered in the accounting for and reporting of litigation and 
claims are within the direct knowledge and control of the management of an entity, 
management is the primary source of information. Ordinarily, the auditor would seek 
audit evidence from different sources to corroborate management’s assertions.

A18. In addition to the procedures identified in paragraph 9, other relevant procedures 
include, for example, using information obtained through risk assessment procedures 
carried out as part of obtaining an understanding of the entity and its environment to 
assist the auditor to become aware of litigation and claims involving the entity.

NZA18.1 The procedures identified in paragraphs 10 and A18 would ordinarily include the 
following: 

• Reviewing and discussing with management the procedures within the entity’s 
internal control structure for identifying and recording litigation and claims and 
bringing them to the attention of management; 

8 ISA (NZ) 505, External Confirmations.
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• Reviewing and discussing with management the procedures within the entity’s 
internal control structure for the identification, control and recording of litigation 
and claims and associated revenues and expenses in appropriate accounts; and 

• Obtaining and discussing with management: 

(i) A list of litigation and claims, including a description of the matters and an 
estimate of their likely financial consequences; and 

(ii) An analysis identifying litigation and claims. 

NZA18.2 Audit procedures that are undertaken for different purposes might also identify 
litigation and claims. Such procedures include: 

• Examining contracts, loan agreements, leases, insurance policies and claims, and 
other correspondence; 

• Reading minutes of meetings of the audit committee, shareholders and appropriate 
committees; 

• Obtaining information concerning guarantees from bank confirmations; and 

• Enquiries of management and other employees of the entity. 

A19. Audit evidence obtained for purposes of identifying litigation and claims that may give 
rise to a risk of material misstatement also may provide audit evidence regarding other 
relevant considerations, such as valuation or measurement, regarding litigation and 
claims. ISA (NZ) 5409 establishes requirements and provides guidance relevant to the 
auditor’s consideration of litigation and claims requiring accounting estimates or related 
disclosures in the financial statements.

Reviewing Legal Expense Accounts (Ref: Para. 9(c))

A20. Depending on the circumstances, the auditor may judge it appropriate to examine 
related source documents, such as invoices for legal expenses, as part of the auditor’s 
review of legal expense accounts. 

Communication with the Entity’s External Legal Counsel (Ref: Para. 10–-11) 

A21. Direct communication with the entity’s external legal counsel assists the auditor in 
obtaining sufficient appropriate audit evidence as to whether potentially material 
litigation and claims are known and estimates of the financial implications, including 
costs, are reasonable. 

A22. In some cases, the auditor may seek direct communication with the entity’s external 
legal counsel through a letter of general enquiry. For this purpose, a letter of general 
enquiry requests the entity’s external legal counsel to inform the auditor of any 
litigation and claims that the counsel is aware of, together with an assessment of the 
outcome of the litigation and claims, and an estimate of the financial implications, 
including costs involved. 

A23. If it is considered unlikely that the entity’s external legal counsel will respond 
appropriately to a letter of general enquiry, for example if the professional body to 

9 ISA (NZ) 540 (Revised), Auditing Accounting Estimates, and Related Disclosures.
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which the external legal counsel belongs prohibits response to such a letter, the auditor 
may seek direct communication through a letter of specific enquiry. For this purpose, a 
letter of specific enquiry includes: 

(a) A list of litigation and claims;

(b) Where available, management’s assessment of the outcome of each of the 
identified litigation and claims and its estimate of the financial implications, 
including costs involved; and

(c) A request that the entity’s external legal counsel confirm the reasonableness of 
management’s assessments and provide the auditor with further information if the 
list is considered by the entity’s external legal counsel to be incomplete or 
incorrect.

NZA23.1 An example of a letter of specific enquiry is included in [NZ] Appendix 1. 

NZA23.2 An auditor may in some circumstances request that management send a letter of enquiry 
to the entity’s legal counsel who are not identified as currently handling the entity’s 
litigation and claims. For example when the entity has changed legal counsel on a 
particular matter, or when legal counsel engaged by the entity has resigned, the auditor 
would consider the need for enquiries concerning the reasons for the change or 
resignation.

A24. In certain circumstances, the auditor also may judge it necessary to meet with the 
entity’s external legal counsel to discuss the likely outcome of the litigation or claims. 
This may be the case, for example, where:

• The auditor determines that the matter is a significant risk.

• The matter is complex.

• There is disagreement between management and the entity’s external legal 
counsel. 

Ordinarily, such meetings require management’s permission and are held with a 
representative of management in attendance.

In house and/or External Legal Counsel (Ref: Para. NZ 10.1) 

NZA24.1 If both in-house and external legal counsel are involved in advising the entity on the same 
litigation and claims, the auditor would ordinarily seek a letter of enquiry from the legal 
counsel with the primary responsibility for that matter. However, there may be 
circumstances where the in-house legal counsel has primary responsibility, but the matter 
has involved substantial participation by an external legal counsel, and is of such 
significance that the auditor would consider obtaining a letter of enquiry from the external 
legal counsel to determine that their opinion does not differ materially from that of the in-
house legal counsel. 

NZ A24.2 In circumstances where both in-house and external legal counsel have devoted substantial 
attention to litigation and claims involving the entity and primary responsibility rests with 
the external legal counsel, evidence obtained from an in-house legal counsel is not an 
adequate substitute for any information that the external legal counsel may refuse to 
furnish. 
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Legal Counsel’s Inability to Respond Comprehensively or Limitations in a Response (Ref: 
Para 11(a)) 

NZA24.3 If a response is not received from the entity’s legal counsel, or the response received is 
incomplete, the auditor would ordinarily consider: 

(a) requesting management to contact the entity’s legal counsel to either seek a 
complete answer to the original request, or an explanation for the lack of, or 
limitation in, a response, which ought to be sent directly to the auditor; or 

(b) making arrangements to discuss with management or the entity’s legal counsel the 
reasons for the lack of, or limitation in, a response. 

Alternative Audit Procedures (Ref. Para. 11(b)) 

NZA24.4 Where the auditor has not obtained sufficient appropriate audit evidence as to a material 
financial statement assertion regarding litigation and claims, under ISA (NZ) 330, the 
auditor needs to consider whether alternative audit procedures can provide further audit 
evidence. Alternative audit procedures may include: 

(a) further enquiries of management, about for instance the processes, procedures and 
assumptions they implement, adopt or make to ensure litigation and claims are 
recognised and disclosed in accordance with the applicable financial reporting 
framework; 

(b) where possible, making arrangements to discuss litigation and claims with 
management and the entity’s legal counsel; 

(c) further review of documents in management’s possession concerning litigation 
and claims, including the entity’s board minutes; and 

(d) further examination of accounts rendered by the entity’s external legal counsel. 

Other Audit Reporting Considerations (Ref: Para. 11) 

NZA24.5 In those circumstances where, due to uncertainties, the entity’s legal counsel is unable to 
form a conclusion to corroborate representations from management and those charged with 
governance, the auditor needs to consider the effect on the auditor’s report arising from the 
extent of disclosure of the uncertainty in the financial statements: 

(a) where the auditor considers that the disclosure of the uncertainty in the financial 
statements is adequate, the auditor needs to consider including an Emphasis of 
Matter paragraph, in accordance with ISA (NZ) 706 (Revised), or 

(b) if in the auditor’s opinion the disclosure of the uncertainty is inadequate or 
unreliable, a modified opinion needs to be expressed in accordance with ISA (NZ) 
705 (Revised).

A25. In accordance with ISA (NZ) 700 (Revised),10 the auditor is required to date the 
auditor’s report no earlier than the date on which the auditor has obtained sufficient 
appropriate audit evidence on which to base the auditor’s opinion on the financial 
statements. Audit evidence about the status of litigation and claims up to the date of the 
auditor’s report may be obtained by enquiry of management, including in-house legal 

10 ISA (NZ) 700 (Revised), Forming an Opinion and Reporting on Financial Statements, paragraph 491.
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counsel, responsible for dealing with the relevant matters. In some instances, the auditor 
may need to obtain updated information from the entity’s external legal counsel.

Segment Information (Ref: Para. 13)

A26. Depending on the applicable financial reporting framework, the entity may be required 
or permitted to disclose segment information in the financial statements. The auditor’s 
responsibility regarding the presentation and disclosure of segment information is in 
relation to the financial statements taken as a whole. Accordingly, the auditor is not 
required to perform audit procedures that would be necessary to express an opinion on 
the segment information presented on a stand alone basis.

Understanding of the Methods Used by Management (Ref: Para. 13(a))

A27. Depending on the circumstances, examples of matters that may be relevant when 
obtaining an understanding of the methods used by management in determining 
segment information and whether such methods are likely to result in disclosure in 
accordance with the applicable financial reporting framework include:

• Sales, transfers and charges between segments, and elimination of inter-segment 
amounts.

• Comparisons with budgets and other expected results, for example, operating 
profits as a percentage of sales.

• The allocation of assets and costs among segments.

• Consistency with prior periods, and the adequacy of the disclosures with respect 
to inconsistencies.
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[NZ] Appendix 1
(Ref: NZA23.1)

This example letter relates to specific enquiry directed to the entity’s external legal counsel, 
but may be adapted, as appropriate, to specific enquiry directed to the entity’s internal legal 
counsel.

Example of a Letter of Specific Enquiry to External Legal Counsel (For an 
Audit Client) 

(Client Letterhead) 

(Date) 

(Name and Address of External Legal Counsel) 

Dear ... 
In connection with the preparation and audit of the financial statements of (name of 
company) (and the following subsidiaries and/or divisions) for the reporting period ended 
(date) we request that you provide to this company, at our cost, the following information:

1 Confirmation that you are acting for the company (and the above-named subsidiaries 
and/or divisions) in relation to the matters mentioned below and that the directors’ 
description and estimates of the amounts of the financial settlement (including costs 
and disbursements) which might arise in relation to those matters are in your opinion 
reasonable.

Name of Company
(subsidiary or
division)

Directors’ Description of 
Matter (including current 
status)

Directors’ Estimate of the 
Financial Settlement 
(inclusive of costs and 
disbursements)

2 Should you disagree with any of the information included in 1 above, please comment 
on the nature of your disagreement.

3 In addition to the above, a list of open files that you maintain in relation to the 
company (and the above mentioned subsidiaries and/or divisions). 

4 In relation to the matters identified under 2 and 3 above, we authorise you to discuss 
these matters with our auditor (name and address), if requested, and at our cost. 

It is understood that: 

(a) the company (and the above-named subsidiaries and/or divisions) may have used other 
legal counsel in certain matters; 

(b) the information sought relates only to information relating to litigation and claims 
referred to your firm (including branches or subsidiaries) which were current at any 

ISA (NZ) 501 (SUP... 3.6 a

90



[XRB] 2025/18

15

time during the above-mentioned reporting period, or have arisen since the end of the 
reporting period and up to the date of your response; 

(c) unless separately requested in writing, you are not responsible for keeping the auditors 
advised of any changes after the date of your reply; 

(d) you are only required to respond on matters referred to you as legal counsel for the 
company (and the above-mentioned subsidiaries and/or divisions), not on those within 
your knowledge solely because of the holding of any office as director, secretary or 
otherwise of the company (and the above-mentioned subsidiaries and/or divisions) by a 
consultant, partner or employee of your firm; and 

(e) your reply is sought solely for the information of, and assistance to, this company in 
connection with the audit of, and report with respect to, the financial statements of the 
company (and the above-mentioned subsidiaries and/or divisions) and will not be 
quoted or otherwise referred to in any financial statements or related documents of the 
company (and the above-mentioned subsidiaries and/or divisions) nor will it be 
furnished to any governmental agency or other person, subject to specific legislative 
requirements, without the prior written consent of your firm. 

Your prompt assistance in this matter will be appreciated. If you are unable to confirm or 
provide the information requested above, please advise us and our auditor the reasons for any 
limitation or impediment to fulfilling this request.

Please forward a signed copy of your reply directly to our auditors, (name) at (address), by 
(date). 

Yours faithfully, 

(Signature and Title of client)
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Schedule 1 
Transitional, savings, and related provisions

Part 1 Provisions relating to this standard as made

There are no transitional, savings, or related provisions in this standard as made.

Made at Wellington on 12 December 2025 

John Kensington 

Chair 

External Reporting Board 
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Explanatory and other information 
These notes and other information are not part of the standard 

Explanatory note

This standard is the International Standard on Auditing (New Zealand) 501, Audit Evidence – 
Specific Considerations for Selected Items.

This standard is the New Zealand equivalent of International Standard on Auditing 501, Audit 
Evidence – Specific Considerations for Selected Items, and results from revisions to 
international standards issued by the International Auditing and Assurance Standards Board 
relating to going concern, fraud and to reflect the significant public interest in certain types of 
entities. 

This standard applies to accounting periods that begin on or after 15 December 2026.

The standard was approved by the New Zealand Auditing and Assurance Standards Board of 
the External Reporting Board.
This standard revokes the ISA (NZ) 501 Audit Evidence – Specific Considerations for 
Selected Items issued in July 2011. However, that standard continues to apply in relation to 
accounting periods that begin before 15 December 2026 as if it had not been revoked. (see 
Legislation Act 2019).

Conformity with International Standards on Auditing

This Standard conforms to International Standard on Auditing ISA 501, Audit Evidence – 
Specific Considerations for Selected Items, issued by the International Auditing and 
Assurance Standards Board. 
Paragraphs that have been amended or added to this ISA (NZ) (and do not appear in the text 
of the equivalent ISA) are identified with the prefix “NZ”. 
The following requirement is additional to ISA 501. It has also been added to ASA 501:
• Where in-house legal counsel has the primary responsibility for litigation and claims 

and is in the best position to corroborate management’s representations, the auditor 
shall endeavour to obtain a representation letter from the in-house legal counsel, 
seeking information similar to that sought from the entity’s external legal counsel. (Ref: 
Para. NZ10.1.)

• References to “management” and “those charged with governance” have been amended 
in the ISAs (NZ) because the statutory responsibility for the preparation of the financial 
statements rests with those charged with governance. The ISAs require the auditor to 
obtain written representations from management. The ISAs (NZ) require written 
representations from those charged with governance. Paragraphs where references to 
“management” have been amended have been labelled as NZ paragraphs.

This ISA (NZ) incorporates terminology and definitions used in New Zealand.  
Compliance with this ISA (NZ) enables compliance with ISA 501.
Comparison with Australian Auditing Standards 
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In Australia the Australian Auditing and Assurance Standards Board (AUASB) has issued 
Australian Auditing Standard ASA 501 Audit Evidence – Specific Considerations for 
Inventory and Segment Information and ASA 502 Audit Evidence – Specific Considerations 
for Litigation and Claims.  

ASA 501 conforms with the Inventory and Segment Information sections (paragraphs 1–8, 
13, A1–A16 and A26–A27) of ISA 501. The other paragraphs of ISA 501 (paragraphs 1–3, 
9–12 and A17–A25) relating to Litigation and Claims are incorporated into ASA 502.

The AUASB decided to continue to issue ASA 502 as a separate Auditing Standard, in the 
same way as the structure of the previous Australian standards. Paragraphs have therefore 
been renumbered in ASA 502.

The following requirements are additional to ISA 501 and ISA (NZ) 501:

• If a response from the entity’s external or internal legal counsel contains a material 
disagreement with management’s original evaluation of a particular matter, the auditor 
shall seek discussions with management and the entity’s legal counsel, unless 
management subsequently agrees with the legal counsel’s evaluation. (Ref: ASA 502, 
para. Aus 5.2)

• The auditor shall enquire of management about new litigation and claims referred to the 
entity’s legal counsel subsequent to the date of the request for a letter of enquiry to the 
entity’s legal counsel and prior to signing the auditor’s report. (Ref: ASA 502, para.  
Aus 6.1)

• If audit procedures lead to the discovery of matters of a legal nature not previously 
identified by management, the auditor shall consider the impact of each of the matters 
on the financial report. (Ref: ASA 502, para. Aus 6.2)

Copyright
The Standard above is secondary legislation and, by section 27 of the Copyright Act 1994, no 
copyright exists in it.

This Standard reproduces, with the permission of the International Federation of Accountants 
(IFAC), the corresponding international standard issued by the International Auditing and 
Assurance Standards Board (“IAASB”). Reproduction is allowed within New Zealand. All 
existing rights, including the copyright, reserved outside New Zealand, with exception of the 
right to reproduce for the purposes of personal use or other fair dealing. Further information 
can be obtained from IFAC at www.ifac.org or by writing to permissions@ifac.org.

For any inquiries generally in relation to the reproduction or use of this standard, please 
contact the External Reporting Board at https://www.xrb.govt.nz/about-xrb/contact-us/

ISBN 978-1-99-100583-0
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History of Amendments

Table of instruments – ISA (NZ) 501

This table lists the instruments amending this standard.

Instrument Date made Application date 
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Minimum Legislative Information
This Standard is secondary legislation published under the Legislation Act 2019. 
Title International Standard on Auditing (New Zealand) 501, Audit 

Evidence – Specific Considerations for Selected Items

Principal or amendment Principal

Consolidated version No

Empowering Act and 
provisions

Section 12(b) of the Financial Reporting Act 2013.

Replacement empowering 
Act and provision

Maker name External Reporting Board

Administering agency External Reporting Board

Date made 12 December 2025

Publication date 18 December 2025

Notification date 18 December 2025

Commencement date This standard takes effect on 15 January 2026.

End date

Consolidation as at date

Related instruments
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