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AUTHORITY STATEMENT

The Auditing and Assurance Standards Board (AUASB) formulates
Guidance Statement GS 007 Audit Implications of the use of Service
Organisations for Investment Management Services, pursuant to section
227B of the Australian Securities and Investments Commission

Act 2001, for the purposes of providing guidance on auditing and
assurance matters.

This Guidance Statement provides guidance to assist the auditor to
fulfil the objectives of the audit or assurance engagement. It includes
explanatory material on specific matters for the purposes of
understanding and.complying with AUASB Standards. The auditor
exercises professional judgement when using this Guidance Statement.

The Guidance Statement does not prescribe or create new requirements.

Dated: <TypeHere> M H Kelsall
Chairman - AUASB
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GUIDANCE STATEMENT GS 007

Audit Implications of the use of Service
Organisations for Investment Management Services

Application

1. This Guidance Statement has been formulated by the Auditing and
Assurance Standards Board (AUASB) to provide guidance to
auditors on:

@) auditors (user auditors) of a financial report of an
entityies(user entity) which uses a service organisations to
provide investment management services; and

(b) auditors (service auditors) of those service organisations,
who provide audit-and-assuranee-reports on controls or
financial information which may be used as audit evidence
in the audit of the user entity’s financial report.

Issuance Date

2. This Guidance statement is issued on xx xxxx 2011 by the AUASB
and replaces 007 Audit Implications of the use of Service
Organisations for Investment Management Services, issued in
March 2008. It is operative for reporting periods commencing on or

after ll Juhy-October 20082011, Comment [CG1]: PAG recommending
1 Jan 2012

Introduction

3. This Guidance Statement has-beenformulated-by-the AUASB-to

provide-guidanceapplies to:
(a) The user auditor engaged to audit the financial report of an

entity (user entity) that uses a third party service
organisation to provide investment management services,
where:

GS 007 -5- GUIDANCE STATEMENT
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(b)

(i) the services provided form-are part of -the user
entity’s information system, including related
business processes, relevant to financial reporting®;

(i) audit evidence required by the user auditor,
regarding internal controls and/or assertions, is
located at the service organisation; and

(iii) reports on controls at the service organisation
and/or a service auditor’s report'on specified

assertions or a bsee;al—pa#pes&fmanual

repertstatement of the user entity’s balances or

transactions relating to the services provided by
the seryice organisation; are available.

Part A of this Guidance Statement (paragraphs [15-659)2)

provides guidance to the user auditor on the application of

Auditing Standard ASA 402, Audit-Censiderations-Relating
to-Entities- Using-Service- Organisations-when using a

service auditor’sreport on controls and/or Australian
Auditing-Standards, when using a service auditor’s report
on financial information, in the above circumstances.

The service auditor engaged to report on controls and/or
special-purpese-financialrepertsfinancial information
relating to components of user entities for which investment
management services are provided by the service
organisation.

Part B of this Guidance Statement (paragraphs 603-144)
provides guidance to the service auditor on the application
of Standard on Assurance Engagements ASAE 3006

AsouonesEnanaomonie-Chothop s o B e o
Histerical-FinanciaHnformation3402 -when reporting on

-

See ASA 402 Audit Considerations Relating to an Entity Using a Service Organisation,

paragraph 3 which specifies when the service organisation’s services are part of the user

entity’s information system, including related business processes, relevant to financial

reporting.

GS 007
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controls and Auditing Standard ASA 805%0-FheAuditor’s

Reporton-Special Purpose Audit Engagements -when
reporting on special-purpese-financialreportsfinancial

information.

Types of Reports

| 4.

This Guidance Statement provides guidance for the preparation and < [ Formatted: Bullets and Numbering

)

use as audit evidence of the following reports:

{a)—IReports on the description and design of controls at a
service organisation (Type 1 report)® or description, design
and operating effectiveness of controls at a service
organisation (Type 2 report),” relating to the service
organisation’s system over the investment management

services provided to user entitiesCentrols-Reports, prepared
in accordance with ASA-402ASAE 3402.-as-an-attest

report-covering-either-design-and-implementation-ef

113 39

~

See ASA 805 Special Considerations—Audits of Single Financial Statements and Specific [ Formatted: Font: 8 pt

3
4

Elements, Accounts or Items of a Financial Statement,

See ASAE 3420, paragraph 9(j). [ Formatted: Font: 8 pt

See ASAE 3420, paragraph 9(k).
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(e)(b)  Special-Purpesel Service aAuditor’s rReports_on financial

information, prepared in accordance with ASA 800805,
comprising either:

(i) aA service auditor’s report on specified assertions
regarding balances or transactions of the user
entity reported in a specialpurpose-financial
reportstatement by the service organisation, which
provides investment management services,
(“Service Auditor’s Report on Specified
Assertions”); or

(i) a service auditor’s report on a special-purpose

financial report-statement of the user entity’s
balances or transactions (a-“Statement”) reported
by the service organisation which provides

5

ASA 800 is also applicable if the financial information is a financial report or complete set<—

of financial statements prepared in accordance with a special purpose framework.

GS 007
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Comment [CG4]: Split this paragraph as
was getting too long.

Comment [CHG5]: Deleted this term as
implies a special purpose framework which
may not be applicable — refer to ASA 800
& 805.
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investment management services (“Service
Auditor’s Report on a Statement”).

5. Type 1 and 2 reports on controls comprise:e‘ < [Comment [CG6]: Moved from para. 4. ]
[ Formatted: ParalLevell J

() IA service organisation’s description of its investment
management services system, including identification of:
the services covered; the date or period to which the
description relates; control objectives, including the control
objectives listed in Appendix 2 Example 2 of this Guidance
Statement for the relevant investment management services
provided; and related controls. -

(b) A written assertion by the service organisation that, in all
material respects, and based on suitable criteria: the

description fairly presents the service organisation’s system
as designed and implemented and that the controls related

to the control objectives stated in the service organisation’s
description of its system were suitably designed as at the
specified date, for a Type 1 Report, or throughout the
period, for a Type 2 Report. In addition, for a Type 2
Report, an assertion that the controls operated effectively
throughout the specified period.

(c) A service auditor’s assurance report that conveys - [ Formatted: Paralevel? ]
reasonable assurance about the service organisation’s
assertions, including for Type 2 Reports, a description of
the tests of controls and the results thereof.

Comment [CHG7]: Duplicates ASAE
3402 parad(j) & (k) definitions.

6. The use of a Type 1 report by a user auditor is limited to
understanding the entity in accordance with Auditing Standard
ASA 315° whereas a Type 2 report may also be used by a user

6 See ASAE 3402, paragraph 9(j) & 9(k).
! See ASAE 3402, paragraph 9(n).

8 See ASA 315 Identifying and Assessing the Risks of Material Misstatement through
Understanding the Entity and Its Environment.
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auditor in responding to assessed risks in accordance with Auditing

Standard ASA 330.° \ Comment [CG8]: Ensure that this is
expanded on later in GS.

57. The following table, entitled Table 1: Service Auditor’s Reports,
outlines the context in which each of these reports is prepared.and
used as audit evidence. Table 1 lists the reports included in this
Guidance Statement, the subject matter covered by each report, the
circumstances for which each report may be useful to user auditors,

| o See ASA 330 The Auditor's Responses to Assessed Risks.
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A

Table 1: Service Auditor’s Reports

Formatted: Left: 7 cm, Right: 6.5

[Formatted: Font: Bold
L29.7 cm, Height: 21 cm

cm, Top: 5 cm, Bottom: 5 cm, Width:

[Formatted: Font: Bold

[ Formatted Table

Title of Subject Matter Circumstances for Which Report is | Relevant Appendix Reference
Report Covered by Report | Used by User Auditors Standards for Examples
Centrels-Reports_on Controls
1. Type A Description and Planning: Obtaining an understanding | User Engagement letter:
Ceontesl Bdesign and of the user entity and its environment, | Auditor: Appendix 1 Example
Report implementation-of including-controls over services ASA 402 & | 1Section-A
controls at the service | provided by the service organisation, | ASA 315 Service Auditor’s
organisation. in order to assess the risk of material | gopvice Controls Type 1
misstatement and design further audit Auditor: Report: No example
procedures. This report cannot be ASAE provided as use-is
relied on to reduce substantive 30003402 limited-to-planningthis

procedures.

report is not likely to
meet the needs of all
user auditors.

1
)
)
|
)
)

GS 007
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( Formatted Table

Comment [CHG9]: Change to ASAE
3402 definitions.

Title of Subject Matter Circumstances for Which Report is | Relevant Appendix Reference
Report Covered by Report | Used by User Auditors Standards for Examples
2. Type B Description, Bdesign, | Planning: Obtaining an understanding | User Engagement letter:
Coptes? hslomention & of the user entity and its environment: | Auditor: Appendix 1 Section
Report operating as for Type A-Centrolsl Reports. ASA 402 & | AExample 1
effectiveness of | pagnonding to the assessed risks of ASA 330 Service Organisation’s
controls at the service | materal misstatement: require when | Service Controls
organisation evidence is required of the operating | Auditor: ReportDescription of
effectiveness of controls, over the ASAE its System and
services provided, at the service 30003402 Assertion: Appendix 2;
organisation. Minimum Control
Obijectives: Appendix
3; Sections-A-&B
Service Auditor’s
Controls-Type 2
Report: Appendix 2
SectionC4 and
GS 007 -12 - GUIDANCE STATEMENT
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Appendix Reference [ Formatted Table

Title of Subject Matter Circumstances for Which Report is | Relevant
Report Covered by Report | Used by User Auditors Standards for Examples
Appendix 5
Speeial-Purpese-Service Auditor’s Reports on financial information
3. Service Specified assertions Require evidence from procedures Service Engagement letter:
Auditor’s regarding balances or | conducted at the service organisation | Auditor: Appendix 1 Seetien
Report on transactions of the regarding certain assertions with ASA 800805 | BExample 2
Specified user entity reported in | respect to balances or transactions of Service Auditor’s
Assertions a Statement. the user entity, reported in a Report: Appendix 3
Statement. Section-A6 Example 1
4. Service Balances or Require evidence from procedures Service Engagement letter:
Auditor’s transactions of the conducted at the service organisation | Auditor: Appendix 1 Section
Report on a user entity reported in | regarding the balances or transactions | ASA 8005 CExample 3
Statement a Statement. of the user entity, reported in a Service Auditor’s
Statement. Report: Appendix-3
Section-BAppendix 6
GS 007 -13- GUIDANCE STATEMENT
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Title of Subject Matter Circumstances for Which Report is | Relevant Appendix Reference [ Formatted Table
Report Covered by Report | Used by User Auditors Standards for Examples

| Example 2
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| Formatted: Border: Bottom: (Single
solid line, Auto, 0.5 pt Line width)

N [Formatted: Font: Italic J
references to appendices containing examples of each report and - { Formatted: Indent: Left: 0cm,
related engagement letters. Hanging: 1.25 cm, No bullets or

numbering

6-8. The guidance in this Guidance Statement is based on engagements

to provide an opinion based on reasonable assurance, with'respect to
controls or financial information.

necessary-in-the-cireumstances; It does not app y to an engagement to
provide a review conclusion_on controls based on limited assurance,
however, it may be adapted, as necessary in the circumstances, tote
an engagement to provide a-limited assurance eenclusionon
specified assertions or a Statement. A review conclusion from the
service auditor may be appropriate where the user auditor is engaged
to perform a review of the user entity’s financial report. The service
auditor exercises professional judgement in applying this Guidance
Statement to a review and, when reporting on specified assertions or
a Statement, complies with the requirements of relevant standards on

review engagements. \ Comment [CHG10]: ISAE 3402 does
not allow for adaption to reviews.

9. The user auditor may request the user entity to obtain a service

auditor’s report on agreed upon procedures. Saehengagememsare

Sewiees*gand—ne—fuﬁhepgmdaneeenﬂag#eedﬂﬁen—pmeedwes
cpoogementesprovidod i Caidanen Shalement—Agreed-upon
procedures engagements may be appropriate in certain
circumstances to provide evidence that the user auditor deems

necessaryrequires, for example when:

. A tFype B-21Controls Rreport is provided, however the
user auditor requires more evidence with respect to controls
over a specified area, such as unit pricing.

»——Provision of service auditor reports is not agreed in the - [ Formatted: Indent: Left: 1.25 cm ]
service level agreement or contract, but the user auditor
nevertheless requires selected controls to be assessedtested
at the service organisation.

14— *  See ASRS 4400 Agreed-upon-Procedures
Engagements-to-Report Factual- Findings,  Formatted: English (U.S.) ]
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A Service Auditor’s Report on Specified Assertions is
provided as described in this Guidance Statement, however
further audit procedures are required by the user-auditor in
obtaining sufficient appropriate audit evidence with respect
to particular assertions. For example, with respect to‘the
assertion of valuation, agreement of valuation input
variables to source data may be required by the user

auditor.
[
Such-engagements are-conducted under Standards on Related - | Formatted: ListBullet, Indent: Left:
Services™ and no further guidance on agreed-upon procedures 1.25 cm

engagements is provided in this Guidance Statement.

p

Formatted: Footnote Text,ARM
footnote Text,Footnote Text
Charl1,Footnote Text Char2,Footnote
Text Char11,Footnote Text
Char3,Footnote Text Char4,Footnote
Text Char5,Footnote Text
Char6,Footnote Text Char12,Footnote
Text Char21,Footnote

1 Gee ASRS 4400 Adreed Proced E R F | Findi New,Char,Footnote Text Char31,
ee greed-upon Procedures Engagements to Report Factual Findings. < | Indent: Left: 0 cm, Hanging: 0.75 cm |
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Services Relevant to this Guidance Statement

| 8.10.  This Guidance Statement has been developed specifically for
circumstances where service organisations provide investment
management services to user entities, where those services are-and
the controls over them, are part of the user entity’s information
system*, including business processes, relevant to financial
reporting, and as a result are relevant to the audit of a user entity’s
financial report-ineluding. The Investment Management Services
addressed in this guidance statement are:

3 Custody.

. Asset Management |(including Hedge Fund-Management)) Comment [CG11]: Address hedge

"""" funds in definition of asset management in

. Property Management. Appendix

. Superannuation Member Administration.

3 Investment Administration.

——~=Registry.

o Private Equity. Comment [CG12]: PAG members
mostly didn’t see need for private equity or

Each of these services is defined in Appendix 2-Section-B4. hedge funds as separate service areas and

others thought these areas could be justified
but no compelling need.

[Formatted: Bullets and Numbering J

12

The circumstances under which a service organisation’s services are part of a user entity’s
information system, including business processes, relevant to financial reporting, are

provided in ASA 402 paragraph 3.

GS 007 -17 - GUIDANCE STATEMENT
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Comment [C13]: Replaced by footnote
referencing ASA 402

[ Comment [C14]: Retain or delete? ]

Formatted: Plain Paragraph, Indent:
Left: 0 cm, Hanging: 1.27 cm, Line

15:11. Although this Guidance Statement has been written in the context of < spacing: Exactly 10 pt, Outline
the service organisation providing any of the investment numbered + Level: 1 + Numbering
management services specified in paragraph 108; user and service Style: 1, 2,3, ... + Start at: 76 +

. - . : Alignment: Left + Aligned at: 0cm +
auditors may use this Guidance Statement, as appropriate, where the Tab after: 0.63 cm + Indent at: 0.63

service organisation provides other services which are part of the cm, Tab stops: Not at 0.63 cm
user entity’s information system relevant to financial reporting.

[ Formatted: Bullets and Numbering ]
( comment [CHG15]: Check ref. )
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1112, Operators of investor directed portfolio services (IDPS)* and

investor directed portfolio-like services accountprovidersare
required by ASIC Class Order 02/294* Investor Directed-Portfolio
Services-and Class Order 02/296° to obtain an auditor’s report

<

providing an opinion on the internal controls and other relevant
accounting procedures as they relate to the specific annual investor
statements, and a review epinienconclusion on the specific-annual
investor statements, quarterly reports in certain circumstances and
information accessible to clients electronically. Theseclass orders
provide requirements for the form and content of the report in these
circumstances. Reports provided under-these class orders may
provide sufficient appropriate audit evidence for a user auditor. If
additional evidence is required by the user auditor, a service
auditor’s report on controls or on financial information may be
requested. IDPS or IDPS-like services generally include custody
and investment administration, ¢-onsequently, ifa type 1 or 2 report
is provided —the user auditor can reasonably expect the operator

(service organisation) and service auditor of an IDPS to report on the

control objectives for the relevant services provided in this guidance
statement,

1113,

1214. Types of service organisations which provide some or all of these

investment management services include:

. Custodians.
. Third Party Administrators.
3 Investment Managers.

“IDPS” means an investor directed portfolio service, consisting of a number of functions
including a custody, settlement and reporting system and service. The clients of the
service have the sole discretion to decide what assets will be acquired or disposed of. The

service is provided in such a way that clients are led to expect, and are likely to receive,
benefits in the form of access to investments that the client could not otherwise access
directly or cost reductions by using assets contributed by the client or derived directly or
indirectly from assets contributed by the client with assets contributed by other clients or
derived directly or indirectly from assets contributed by other clients.

See ASIC Class Order 02/294 Investor Directed Portfolio Services.

15

See ASIC Class Order 02/296 Investor Directed Portfolio-like Services provided through
a registered managed investment Scheme.

<«

GS 007 -19- GUIDANCE STATEMENT
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1315.

| 2416.

GS 007

. Registrars.

° Trust Departments of Financial Institutions.

. Prime Brokers]| { Comment [CG16]: See comment
letters.

The responsible parties which typically engage the services of these: « [Formatted: Bullets and Numbering

service organisations on behalf of user entities, include but are not

limited to:
. Trustees for Superannuation Funds.
. Responsible Entities for/Registered Managed Investment
Schemes.
. Trustees for Unregistered Unit Trusts.
3 Boards of Insurance Companies.
The responsibilities of the responsible party of a user entity are set < [ Formatted: Bullets and Numbering

out in the/relevant laws and regulations governing their role and the
particular services they oversee.
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(

Formatted: Font: 12 pt, Bold

A: GUIDANCE FOR THE USER AUDITOR, <

1517.

The use of a service organisation for the provision of investment <«

management services by a user entity does not alter the overall
objective of the audit of the user entity’s financial report, therefore it
remains the responsibility of the user auditor to obtain sufficient
appropriate audit evidence to support the auditor’s-opinion. The
requirements of the Auditing Standards relating'to obtaining
sufficient appropriate evidence on which to form an opinion are the
same as would apply if the records and supporting documentation

were maintained by the user entity.

See ASA 402, paragraph 9

|1G

GS 007

-21 -

Obtaining an Understanding of the User Entity and its
Environment

fl8F " Win obtaining an understanding of the user entity and its environment <

under ASA 315, ASA 402 requires the user auditor to - I

GUIDANCE STATEMENT
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new ASA 402.
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@

In obtaining this understanding, ASA 4027

considers'the contract and/or service level
agreement between the user-entity and service organisation, along
with-information fromother sources, such as user manuals, system
overviews and technical manuals.

\{ Formatted: Highlight
{ Formatted: Bullets and Numbering

Using a Type 1 Report

BORWin planning the audit of the user entity, the user auditor may be
unable to obtain a sufficient understanding of the user entity and its
environment in order to identify and assess the risks of material
misstatement and to design further audit procedures, from the
information available at the user entity regarding the services

provided by the service organisation. In this case

7 See ASA 402, paragraph 10-11.
8 See ASA 402, paragraph 12.

-

GS 007 -22- GUIDANCE STATEMENT
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21. In applying ASA 402, it may be more efficient for all parties
concerned if the user auditor obtains a report on controls rather than
visiting the service organisation. A Type 1 Report is sufficient for
this purpose, however, if an appropriate Type 2 Report is already
available, this also contains the information required.

{ Formatted: Highlight

The service organisation may provide reports on controls [ Formatted: Highlight

to user entities prepared under legislation or auditing standards
applicable in another jurisdiction; to meet itsstatutory or other
reporting requirements or under the service level agreement with
user organisations in that jurisdiction. Reports on controls prepared
under the reporting framework of another jurisdiction may also meet
the needs of domestic user entities and user auditors where those
reports include the’equivalent evidence which would be contained in
a Typed Report. The user auditor may obtain information about the
standards used by the service auditor from the standard setting

organisation.

23. In order to obtain a sufficient understanding of the user entity’s
internal control to plan the audit, the user auditor considers available
reports on controls at the service organisation for an appropriate
period or as at an appropriate date, along with information obtained
at the user entity to understand:*

{ Formatted: Highlight

See ASA 402 paragraph 12

See ASA 402 paragraph 13
z See ASA 402 paragraph 14 and A22.
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17(d

< 1 Formatted: Paralevel2, Space After: ’
0 pt

{ Formatted: Bullets and Numbering ]

Assessing the Risks of Material Misstatement and Designing
Further Audit Procedures

1824. Where the user auditor concludes that the investment management <« { Formatted: Bullets and Numbering ]
services provided by the service organisation are significant-to the
user-entityand-relevant to the audit, in that those services are part of
the user entity’s information system relevant to financial reporting,
the user auditor, in‘order to identify and assess the risks of material
misstatement and design further audit procedures, considers matters

suchras:

. The effectiveness of the user entity's monitoring controls
over the eutseureed-investment management services
provided by service organisations. The less effective the
monitoring controls at the user entity, the greater the level
of enquiry the user auditor undertakes in relation to the
service organisation’s controls.”

The accuracy and timeliness of the reports and information
received from the service organisation in previous periods.
The user entity may rely on the financial information
contained in the Statement from the service organisation in
the preparation of their financial report. Past inaccuracies
may increase the assessed risk of material misstatement

2 Examples of controls that might be established by the user entity over the service

organisation’s services, are provided in ASA 402 paragraph A12,

' [ Formatted: English (U.S.) ]
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with respect to particular assertions such as completeness,
rights and obligations and valuation.

‘ . The occurrence of significant eentrolweaknesses
deficiencies in the system of control of the service
organisation or in the monitoring or complementary
controls of the user entity in the past.

. Information available regarding any changes in the service
organisation's control systems since the'date of the last
| audited informationZ.

3 Any changes in the-contract or service level agreement
between the user entity and the service organisation.

. Information available which may impactthe financial
‘ viability or reputation of the service organisation®.

. Any history of disagreements between the user entity and
the service organisation.

. Any unexplained, unjustified or repeated delays in
reporting by the service organisation.

. Situations which may reflect on the service organisation's
independence from the user entity.

| 25. If the user auditor concludes that the risk of material misstatement
will not be affected by the controls at the service organisation under
ASA 402 or that it is more appropriate to gather the evidence
required by alternative procedures, which may include obtaining a
Speeial-Purpese-Service Auditor’s Report on a specified assertion or
on a finaneialthenSstatement, then a Type 1A ora Type B

Controls2 Report is not necessaryjiftherels ahighdegree o ( Formatted: Highlight

Examples of procedures the user auditor may perform to update the information in a type
1 or type 2 report, are provided in ASA 402 paragraph A23. 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 [ Formatted: English (U.S.)
report, are provided in ASA 402 paragraph A33
x Sources of information are listed in ASA 402 paragraphs Al and A2, [ Formatted: English (U.S.)
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2426. In assessing the risks of material misstatement and designing further «- [ Formatted: Bullets and Numbering

audit procedures, the user auditor uses the-Centrolsa Type 1'Report
to:%:

Comment [CG21]: Covered by
para.23(C)

ovides sufficientappropriateaudit < [Formatted: ParaLevel2

Comment [CG22]: Covered by
para.23(d)

(a) determine whether the user auditor will seek to rely on
certain controls to reduce the level of substantive
procedures by obtaining evidence of the operating
effectiveness of those controls; and-

(b) dBetermine whether complementary user entity controls
identified by the service organisation are relevant to the
user entity and, if so, determine-obtain an understanding of
whether those controls have been designed and
implemented by the user entity.

2527. A Type A-Centrolsl Report cannot be relied upon to reduce the « [ Formatted: Bullets and Numbering

level of substantive procedures conducted by the user auditor, as it
does not provide any evidence of the operating effectiveness of
those controls. Consequently, the usefulness of a Type A-Centrolsl

27

See ASA 402 paragraph 14(c). [Formatted: English (U.S.)
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Report to a user auditor is limited to planning the audit, assessing the
risk of material misstatement and designing further audit procedures.

Responding to Assessed Risks of Material Misstatement

- [ Formatted:
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% See ASA 402 paragraph 15
See ASA 402 paragraph 16,
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30. Method (a) above, performing-tests-ofuser-entity-centrolsobtaining a<«—— { Formatted: Bullets and Numbering ]

Type 2 report-, ordinarily is the most efficient method.ef’'gathering
evidence of operating effectiveness of controls, where the service
auditor conducts controls testing at the service organisation for use
by multiple user auditors. Consequently, this Guidance Statement is
based on the expectation of.the pfovision of a Type 2 Report
regarding investment management services provided to user

éntities™) Comment [CG23]: Covered in para.31
ref ASA 402 para 17 there.
2831 { Formatted: ParalLevell ]
methed-(b)-or{c)ethods (b) and (c)—Method-{€)- ordinarily iares not
efficient for all parties involved, where a service organisation
provides investment management services to numerous user entities,
because it involves multiple user auditors or another auditor whom
they have engaged individually visiting the service organisationg. | Comment [CG24]: A27 & A28 relate to
Therefore this- Guidance Statement-does-not provide-any further report on a Statement or assertions — ref
later.
[ Formatted: English (U.S.) ]
' [ Formatted: English (U.S.) J
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28.—If reports on controls are prepared under legislation or auditing

standards applicable in another jurisdiction, those reports may also
meetthe needs of domestic user entities and user auditors where
those reports include the equivalentievidence which Would be

Using a Type B-Contrels2 Report

| 33.

GS 007

3132,

A TypeB-Controls2 Report comprises a Service Organisation’s
Deseription of its System and aAssertion Centrels-Report-on the
description, design,-implementation and operating effectiveness of
controls (Appendix 2-Sectien-A), designed to meet control
objectives (Appendix 23-Sectien-B) for the investment management
services provided to user entities, accompanied by a Service
Auditor’s Gentrels-Report thereon (Appendix 24-Seetien-C). Other
reports may be required by the user entity as set out in the contract
and/or service level agreement for purposes such as monitoring the
performance of the service organisation, however the reports
covered by this Guidance Statement are limited to those that may be
used by user auditors as audit evidence for the audit of the user
entity’s financial report.

In addition to using a Type B-Centrels2 Report in planning the audit,
assessing the risks of material misstatement and designing further
audit procedures as described in paragraph 223 and 234, if the user
auditor-evaluates- auditor’s risk assessment includes an expectation

that relevant controls at the usefulness-and-appropriateness-ofa
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service organisation are operating effectively, then the Type B
Centrels-2 Report-as may provide audit evidence that the service
organisation’s controls are operating effectively for certain
assertions regarding the user entity’s balances or transactions.

3234. If the user auditor plans to use a Type 2 report, tr-deing-se-under
ASA 402% reguires, the user auditor applies to-evalatedetermines

whether the service auditor’s report provides-the-reguirementsin
ASA-402 sufficienety and-appropriateness-ofthe service audit

evidence provided-bythe-type 2 Reportabout the'effectiveness of the

controls to support the user auditor’s risk-assessment b | Formatted: Font: 10 pt, Not Bold,
Highlight
35. When Cconsiderings the sufficiency and appropriateness of the audit<— { Formatted: Paralevell ]

evidence in paragraph 33, the user auditor determines whether:

k(a) each of the control objectives specified in this Guidance <« { Formatted: Bullets and Numbering ]
Statement for the relevant investment management
service/s have been addressed in the sService
oOrganisation’s description of its system and

assertionCentrols-Report;

#(b)  the related controls identified have been reported on by the
service auditor; and

| 32 See ASA 402 paragraph 17 and 18.
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#ik(c) adequate justification has been provided by the service
organisation for any control objectives for which no related
controls are identified.

36. Considerings-whether\When the service organisation has used a sub- <—

service organisation/s in providing investment management services
to the user entity-and—-se and those services are excluded from the

type 1 or 2 report,

3337. A Type B-Controls2 Report addresses the controls of the service <

organisation over the specified investment management service/s
generally and not specifically the transactions or services relating to
an individual user entity. Consequently, if the user auditor intends
to use such a report, the user auditor considers the relevance of the
stated control objectives and controls to the user entity and
determines which additional procedures and/or assurance, if any,
may be required in gathering sufficient appropriate audit evidence

33

See ASA 402 paragraph 18.
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with respect to transactions and balances of the user entity related to
the investment management services provided.2*

3438. A Type B-Controls2 Report, containing an unmodified opinion,
ordinarily provides the user auditor with sufficient appropriate audit
evidence as to the reliability of controls over the investment
management services provided by the service organisation to the
user entity and accordingly may enable the user auditor to reduce the
extent of substantive testing that might otherwise have been
necessary with respect to the balances or transactions subject to

those services.

3539. A Type B-Controls2 Report.doesnot eliminate the need for
substantive procedures altogether, as ASA 330 requires the auditor,
irrespective of the assessed risk of material misstatement, to design
and perform substantive procedures for each material class of
transactions, account balance and disclosure ]

Controls-Reports on Controls Issued on a Different
Reporting Date to the User Entity’s Financial Report

3640.  The reporting date or reporting period of the user entity may differ

from'the date or period end-for which the service organisation issues
a Type 1A or B-Centrols2 Report., in which case ASA 420
requires that the user auditor evaluate whether that date or period is

appropriate for the user auditor’s purposes. It may still 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. The longer the

interval between the last date for which a Centrels-rReport on
controls is available and the reporting date of the user entity (“the
interval”), the less assurance the GentrelsRreport on controls
provides. Where the reporting dates differ, the user auditor

See ASA 402 paragraph A31 for further application material on factors to consider in

evaluating the sufficiency and appropriateness of the audit evidence provided by the

service auditor’s report.
oFgd i gahce gfere

* See ASA 402, paragraph 17(a).
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considers which procedures are necessary to obtain sufficient
appropriate audit evidence regarding the design and implementation
of the service organisation’s controls at the user entity’s reporting
date and, if required, operating effectiveness of those controls over
the interval

37400 determining the procedures-to-performadditional audit evidenceto
obtain about controls at the service organisation operating outside of

the period covered by the service auditor’s report, [ Formatted: Highlight ]
3842. The user auditor considers the assessed risks of material -« { Formatted: Bullets and Numbering ]

misstatement relating to the services provided by the service
organisation and exercises professional judgement in determining

37
38

See ASA 402, paragraphs A32-A35.
See ASA 402, paragraph A33.
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the extent of additional procedures required to obtain sufficient
appropriate audit evidence. Examples of the type of procedures
which the user auditor might conduct for different length intervals
are detailed in paragraphs 42389 to 4623, however the user auditor
adjusts these procedures depending on the assessed risks:

3943.  For a Type A-Controlsl or 2 Report that is for a date or for a period
that is outside of the reporting period of a user entity, the user.
auditor conducts-procedures-to-determine-whether-there-have been

. . R . . may
supplement the preliminary understanding of the controls by
additional current information fromther sources. FThe user

auditor may perform procedures/Such ashese-procedures-may
include:

. \ . / | ’
Digsiongitn-those i _gedl it governance;
kpovrabeutchanges-at-the-sepsee-arganisation-Discussing
the changes at the service organisation with user entity
personnel who Would be in a position to know of such

changes;

. . el .
j i isation-Reviewing current
documentation and correspondence issued by the service

organisation; or
L4 E-ISEESS-IG S III-IE E ese E E‘ geg Iuit gg"EI E‘ EE,

with-the service-auditor-Discussing the changes with
service organisation personnel.

4044. |If the user auditor determines that there have been changes inthe < [ Formatted: Bullets and Numbering

service organisation’s controls in the interval which may be
significant to the user entity’s audit, the user auditor seeks to gain an
understanding of the changes and considers the effect of those
changes on the assessed risks of material misstatement and on the
design of further audit procedures.
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| 4445. For a Type B-Coentrols2 Report on design, implementation and
operating effectiveness of controls, where the interval is short, such
as a period of up to three months, the user auditor may conduct the
procedures listed in paragraph 4239 to identify any changes in the
controls described in the Type B-Centrels2 Report. In addition, the
user auditor may seek a written representation from the service
organisation regarding the continued operating effectiveness of

| controls identified in the Type B-Centrels2 Report and the operating
effectiveness of any new controls implemented during the interval,
particularly those relevant to the user entity’s audit. Further tests of
the operating effectiveness of those controls may be necessary where
the changes implemented are significant to the audit of the user
entity®%,

‘ 4246. For a longer interval, such as in excess of three months, up to and
including six months, in addition to conducting the procedures in

| paragraph 4241, the user auditor may request the user entity to
obtain evidence from the service organisation that the controls are
still in place and that any new controls are operating effectively.
This may take the form of a service auditor’s review or an agreed-
upon procedures engagement.

| 4347. For along interval, such as in excess of six months, the user auditor
considers the sufficiency and appropriateness of the available audit
evidence and, where further evidence is required, the user auditor:

. Conducts alternative audit procedures.
. Requests that the user entity to obtain a new Type B

Controls2 Report under this Guidance Statement from the
service organisation.

. Visits the service organisation to gather the evidence
required.
Formatted: Indent: Left: 0cm,
Hanging: 0.75 cm, Space After: 0 pt
* Additional guidance on further procedures that can be carried out to obtain additional «
audit evidence, are provided in ASA 402 paragraphs A34 to A37, [ Formatted: Font: Bold, English (U.S.) ]
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If sufficient appropriate audit evidence is not available from any of
these sources, the user auditor considers whether modifications to

the user auditor’s report are necessary. |

Assessing Exeeptions-Deviations Reported or a Modified

Opinion on Controls

4448. Centrols-Type 1 and 2 Reports are prepared for the purposes of
multiple user entities, not specifically for the purposes-of any
individual user auditor. Exeeptions-Deviations noted by the service
auditor or a modified opinion in the Service Auditor’s Controls
Report do not imply that the Service Auditor’s Contrels-Report is
not useful for the audit of the.user entity’s financial report. Rather,
the exeeptions-deviations'and the matters giving rise to a modified
opinion in the Service Auditor’s -Controls-Report are considered in
the user auditor’s assessment of the results of the'testing of controls

performed by the service auditor.*”

4549. The user auditor makes the user auditor’s own assessment of the
materiality, in relation to'the user entity, of the control exceptions
deviations identified in the Service Auditor’s Centrels-Type 1 or 2
Reportin determining whether those exeeptions-deviations amount
to meaterialweaknessesignificant deficienciess to be reported to

those charged with governance as descrlbed in paragraph 62589 and
|n deC|d|ng on an approprlate response.*

Using a Special-Purpose-Service Auditor’s Report on

Financial Information

4650.  Whilst the user auditor may be able to rely on a Type B-Controls2
Report as audit evidence of the operating effectiveness of controls to
mitigate identified risks of material misstatement, a Type B

“_ See ASA 402 paragraph A38.

“_See ASA 402 paragraph A38.
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| Centrels2 Report alone cannot provide sufficient appropriate audit

evidence with respect to material balances or classes of transactions
| of the user entity. ASA 330“ requires the user auditor to design and
perform substantive procedures for each material class of
transactions, account balance and disclosure. The manner in which
substantive procedures may be conducted is discussed'in paragraphs
50478 and 51489.%

4751.  Service organisations which provide investment management « [ Formatted: Indent: Left: 0 cm J
services may provide the user entity with a single financial statement
ofregarding financial information of the.user entity -(&-““Statement™)
periodically in accordance with either a general purpose
framework™ or special purpose framework*afinaneial-reporting
Framewercdesigned-to-meet-the-needs-o-the-userentiy, Examples
of a Statement include: a portfolio valuation report, a financial report
or a component of a financial report. The requirements of the
applicable financial reporting framework determine the form and
content of the Statement. An un-audited Statement is an unverified
source of evidence, which is a representation not independent from
the user entity. If the financial report of the user entity has been
prepared‘using un-audited financial information obtained from the
service organisation, such information may not constitute sufficient
appropriate audit evidence on which the user auditor could form an
opinion.

| 4852. The user auditor’s procedures at the user entity with respect to the
balances and transactions relating to the services provided by the
service organisation may be limited to:

3 A review of the contract or service level agreement between
the user entity and the service organisation so as to
understand the rights and obligations of each party.

See ASA 330 paragraph 18.
See ASA 402, paragraphs A27 and A28 for further application material on conducting < {

substantive procedures at a service organisation.
See ASA 700, paragraph 7(b) for definition of general purpose framework.
® See ASA 800, paragraph 6(b) for definition of special purpose framework.

Formatted: Indent: Left: 0cm,
Hanging: 0.75 cm, Space After: 0 pt
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. A review and evaluation of the monitoring controls
exercised by the user entity over the service organisation.

. A review of representations given by the service
organisation concerning the user entity’s balances or
transactions.

. Verification of the receipt of income from the service
organisation (if not re-invested).

. Analytical procedures on the financial information supplied
by the service organisation:.

. A review of the most recent audited financial report of the
service organisation.

Procedures conducted at the user entity alone, or even in - ‘ Formatted: ListBullet, Space After: 0 ‘
combination with a Type 1A or B-Centrels2 Report on the relevant pt
investment management services, may not generate sufficient
appropriate audit evidence.
| 4953.  The user auditor exercises professional judgement to determine - [ Formatted: Bullets and Numbering j

whether procedures conducted at the user entity as described in

‘ paragraph 478, considered alone or in combination with a Type A-1
or B-Centrols2 Report, provide sufficient, appropriate evidence on
which to form an audit opinion. If the user auditor requires further
audit evidence, which the user auditor believes to be held at the
service organisation, the user auditor either:

‘ ©) obtains a Speeial-Purpese-Service Auditor’s Report on

financial information; or

(b) gains access to the records and other information relating to
the user entity in the possession of the service organisation.

| 5054. Aswith the Centrols-Type 1 or 2 Report, it may be more efficient, < [ Formatted: Bullets and Numbering J
for all parties concerned, if the user auditor can obtain the audit
evidence required from the service auditor. Individual

‘ circumstances determine whether a Speeial-Purpese-Service
Auditor’s Report on financial information is the more effective or
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efficient method of obtaining the audit evidence required by the user
auditor. If the user auditor is able to specify whether the service
auditor prepares a Special-Purpose-Service Auditor’s Report on
specified assertion or on a Statement, the user auditor must exercise
professional judgement to make this determination in the-particular
circumstances of the engagement.

| 5155. A Service Auditor’s Report on a Statement, as defined in paragraph
4(b)ii, may be the most effective way to obtain sufficient appropriate
audit evidence for all assertions regarding the user entity’s balances
or transactions contained in the Statement provided by the service
organisation. This type of report may also be required by the user
auditor if there is a potential-or identified significant weakness
deficiency in the service organisation’s controls, or there are
material errors identified in the service organisation’s reports.

| 5256. The user auditor may be able to obtainSufficient appropriate audit
evidence only for certain assertions relating to the user entity’s
balances or transactions contained in the Statement from information
available from the user entity's records and from audit procedures
performed thereon'by the user auditor. For the remaining assertions,
a Service Auditor’s Report on Specified Assertions, as defined in

| paragraph 4(b)(i), may be the most efficient and effective way of
obtaining the audit evidence required. This may include any of the

| assertions identified in Auditing-Standard-ASA 500-315*° | which
are:

(a) for classes of transactions ander events for the period under
audit: occurrence, completeness, accuracy, cut-off and
classification;

| (b) for account balances at the period end: existence, rights and
obligations, completeness, valuation and allocation; and

| (c) for presentation and disclosure: occurrence and; rights and
obligations, completeness, classification and
understandability and accuracy and valuation.

“ See ASA 315 Identifying and Assessing the Risks of Material Misstatement through
Understanding the Entity and Its Environment, paragraph A111.
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In many circumstances, the use of a Service Auditor’s Report on
Specified Assertions in conjunction with a Type B-Centrels2 Report
provide the user auditor with sufficient appropriate audit evidence
concerning the balances or transactions reported in the Statement.

5357. In evaluating the audit evidence provided by a Speeial-Purpese - [ Formatted: Bullets and Numbering J
Service Auditor’s Report_on financial information, the user auditor

considers:

@) the professional competence of the service auditor in the
context of the assignment conducted;

(b) the sufficiency and appropriateness of the evidence,
whether on its.own or in conjunction with a Centrols-Type
1 or 2 Report, provided by-the Service Auditor’s Speciat
Purpese-rReport on financial information‘regarding the
assertions on which evidence is required;

(©) the impact of any modification to the Service Auditor’s

SpeetalPurpese-Report on financial information on the
sufficiency and appropriateness of the evidence provided by

the report;

(d) the effect of any uncorrected misstatements reported by the
service auditor in an attachment to their report, as described
in paragraph 138; and

(e) the effect of any other matters, including significant
deficiencies in internal control, significant findings from

the audit matters-of gevernance-interest- or fraud, identified

during the audit or reported by the service organisation to
the user entity.

[Formatted: Bullets and Numbering J
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- - " - o

Materiality for Special-Purpose-Service Auditor’s Reports
on Financial Information

5558. Paragraphs 13842 to 13944 of this Guidance Statement provide an- <
appropriate basis for the service auditor to determine materiality for
auditing specified assertions or a Statement. The user-auditor, in
making-a-preliminary-assessment-ofdetermining-performance
materiality ~under Auditing Standard ASA 320-*' for the classes of
transactions, account balances or disclosures effected by the services
of the service organisation Materiatity-ane-Audit-Adjustments, may
determine that the performance guantitative-materiality level which
would be determined by the service'auditor in applying-this
Guidance Statement is not suitable for the purposes of the audit of
the user entity’s financial report. In these circumstances, the user
auditor may request that an alternative benchmark and/or percentage
is used by the service auditor to determine guantitative-performance
materiality. The manner in which such a request is ordinarily
communicated is discussed in paragraphs 56607 and 57618.

5659. Thewuser auditor makes the user auditor’s own assessment of the
materiality of any uncorrected misstatements communicated by the
service auditor in the attachment, if any, to the Special-Purpese
Service Auditor’s Report on financial information provided as
described in paragraph 1368, with respect to the audit of the user
entity’s financial report.

Communicating with the Service Auditor

| 5760. Ordinarily, the user auditor does not communicate directly with the <
service auditor, communication is through the user entity and service
organisation. The user auditor communicates requirements with
respect to the service auditor’s work as early as possible to the user
entity. These requirements are then communicated by the user entity
to the service organisation, either under the terms of a contract or

| 7 ASA 330 Materiality in Planning and Performing an Audit, paragraphs 11 & A12.
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| service level agreement® or by means of a specific request. In turn,
these requirements are communicated by the service organisation to
the service auditor and key requirements ordinarily are reflected in
the service auditor’s engagement letter with the service organisation.

| 5861. The user auditor’s engagement letter may contain requirements for
the user entity to obtain from the service organisation, where

possible, Controls-Type 1 or 2 Reports or Special-Purpose-Service
Auditor’s Reports_on financial information.

Communicating With Those Charged With Governance of
the User Entity

5962 The user auditor is required under the Auditing Standards to - [ Formatted: Bullets and Numbering j
communicate any of the following matters identified to-those
charged with governance-or-the appropriatelevel-of- management; of
the user entity on a timely basis:

(@) rmaterialweaknessessignificant deficiencies -in internal
control identified during the audit; (ASA-315%):

(b) significant findings from the audltaud%mattepsrefo
governance-interest {Auditing-Standard ASA-260%
A  Audi . .
Ceverponen);

(©) uncorrected misstatements and the effect theyaggregated-by
management-to-be-immaterial, beth-individually and-or in

aggregate, may have on the opinion in the auditor’s reportte

the-financialreporttaken-as-a-whele® (ASA 260): and

(d) fraud, identified or suspected involving management,
employees who have significant roles in internal control -or

information-thatindicates-that-afraud-may-existothers

| Formatted: Indent: Left: 0 cm,
0 pt

See ASA 402 paragraph A8. Hanging: 0.75 cm, Space After:
% See ASA 265 Communicating Deficiencies in Internal Control to Those Charged with ~ <~ B . . -
Governance and Management, paragraph 9. ~| Formatted: Indent: Left: 0 cm, First
% See ASA 260 Communication with Those Charged with Governance, paragraph 16. , line: 0 cm, Space After: 0 pt, Tab
o See ASA 450 Evaluation of Misstatements Identified during the Audit, paragraph 12. < stops: 0.75 cm, Left
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6063. _In determining whether there are any matters which the user auditor” <

where the fraud results in a material misstatement, as well
as any other matters related to fraud that are relevant to
their responsibilities.”*{Auditing Standard-ASA-240Fhe

needs to report to those charged with governance of the user.entity,
as outlined in paragraph 62589, with respect to the investment
management services provided by the service organisation, the user
auditor’s procedures may include:

A review of documentation and correspondence at the user
entity regarding.oversight and’'monitoring of the
performance of the contract and/or service level agreement
by the service organisation.

Enquiries of those charged with governance, management
or others within the user entity regarding whether any of the
matters listed in"paragraph 59-62 have been reported by the
service organisation to the user entity.

Identification of any exceptions reported by the service
auditor in the Centrols-Type 1 or 2 Report and evaluation of
whether those exceptions are-materialrepresent significant
deficiencies -toin the user entity’s internal controly.

Enquiries regarding the reasons for any modification to the

Service Auditor’s Centrols-Type 1 or 2 er-Special-Purpose
Report or report on financial information.

Identification of any uncorrected misstatements reported by
the service auditor, in an attachment to the Special-Purpese
Service Auditor’s Report on financial information as
described in paragraph 1368 of this Guidance Statement.

52

See ASA 240 The Auditor’s Responsibilities Relating to Fraud in an Audit of a Financial
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68164.  ASA 402 requires tThe user auditor to enquire of management of <« [ Formatted: Bullets and Numbering ]
may-reguest-the user entity to-inguire-abeut-whether the service
organisation has reported to the user entity, or the user entity is
aware of, any fraud, non-compliance with laws and regulations or
uncorrected misstatements affecting the financial report.of the user
entity. These matters of governance interest that-may-affectthe-tiser
entitymay have been communicated by the service auditor to the
service organisation as described in paragraphs 119 or 137.In
addition, Aa service organisation may be required under the contract
or service level agreement with the user entity to disclose matters
including those listed in paragraph 59 that may affect the user entity.
The user auditor evaluates the effect of any matters reported on the
nature, timing and extent of further audit procedures. >

61

6265. Where the user auditor does not have sufficient information “ [Formatted: ParaLevell J
regarding the matters of governance interest to fulfil the user
auditor’s responsibility as outlined in paragraph 59, the user auditor
may request further information to be provided. Whilst this
information may be provided by the service auditor, the request is

ordinarily made through the user entity.

62Reporting by the User Auditor D E— [ Formatted: Heading 5 ]

6266. If the user auditor concludes that the user entity’s financial report
contains material misstatements with respect to the services provide
by the service organisation or that the user auditor is unable to
obtain sufficient appropriate audit evidence regarding the services
provided by the service organisation relevant to the audit to form an
opinion, ASA 705 requires the user auditor to modify their opinion
on the user entity’s financial report.55

6267. In accordance with ASA 402% and the Auditing Standards, the user
auditor does not refer to the work of a service auditor in the user

% See ASA 402, paragraph 19.
See ASA 402, paragraph A41.

% See ASA 705, paragraph 6 and ASA 402, paragraph 20. Formatted: Indent: Left: 0 cm,
6 See ASA 402 paragraph 21 and 22. < Hanging: 0.75 cm, Space After: 0 pt
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auditor’s report, unless required to do so by law or regulation or if it
is relevant to understanding a modification to the user auditor’s

opinion.
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B: GUIDANCE FOR THE SERVICE AUDITOR

Types of Engagements

6368. Under a contract or service level agreement, the service organisation < [ Formatted: Bullets and Numbering

may agree to provide periodically the user entity with a Type A-1 or
B2 Controls-Report on controls with respect to the services provided
to the user entity and/or a Statement, with respect to theuser entity’s
assets, liabilities or transactions recorded by the service organisation
for the period, accompanied by a Speeial-Purpese-Service Auditor’s
Report_on the Statement or specified assertions.

Engagements to Report on.Controls

Nature of Engagement

| 69. Service auditor’s’ engagements to provide Type 1 or 2 Rreports on < [ Formatted: ParalLevell

controls are assurance engagements, which are defined under the
Framework for Assurance Engagements as engagements in which
the auditor expresses a conclusion or opinion about the outcome of
the evaluation of a subject matter against criteria. The service
auditor evaluates the controls at the service organisation over the
investment management services provided to user entities (the
subject matter), expressed in the sService 0Organisation’s
description of its system Centrols-Repert-(subject matter
information), against control objectives (criteria). The service
auditor applies the requirements and considers the guidance
application material in ASAE 3600-3402 and-ASAE-30060-when
conducting assurance engagements on controls_at a service

organisation.

——The control objectives collectively reflect the level of control over user
entities’ balances or transactions that the user entity could reasonably expect
from the service organisation for the purpose of the user entity’s financial
reporting. The service organisation’s controls are designed to meet those
control objectives. Appendix 2-Sectien-B3 sets out the control objectives
which the user entity can expect to be included in Type A-1 or B-Controls2
Reports for each of the relevant investment management services. The
service organisation may choose to include additional control objectives in
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| the Centrols-Type 1 or 2 Report. Additional control objectives may be
included where those objectives are relevant to user entities’ financial
reporting or to meet compliance reporting requirements or the terms of the
service level agreement or contract.

70. R /[ Formatted: Font: Not Italic

Acceptance and Continuance of Engagements to Report on Controls

| 667N The scope and purpose of the engagement between the service < { Formatted: Bullets and Numbering

)

auditor and the service organisation needs to be clearly understood

and agreed. In meetin% the reﬁuirements of ASAE 3402° . _{ Formatted: Highlight

« <{ Formatted: ParaLevel3

< | Formatted: Indent: Left: 2.5cm,
Hanging: 1.25cm

| " See ASAE 3402, paragraph 13.
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i

h
control objectives, including the minimum controls
objectives provided in this guidance statement for
the investment management services are provided

by the service organisation] | comment [AC30]: amended to map

\ para 74: responsibilities of the service
\\ organisations
| Formatted: Highlight

T Formatted: Highlight

< | Formatted: Indent: Left: 2.5cm,
Hanging: 1.25cm
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72.

GS 007

This understanding and agreement is identified in the terms of
engagement, set out in an engagement letter, or some other form of
written communication, which include:

{ej(a)  the objective and scope of the work to be performed by the
service auditor;

{e)(b) the service auditor’s responsibilities to:

(i)

(if)

(iif)

conduct-the engagement in accordance with
Standards on Assurance Engagements and with
reference to this Guidance Statement,

conduct tests and enquiries to form an opinion on
the design, implementation {and, for Type B-2
Controls- Reports, operating effectiveness) of the
controls contained in the Service Organisation’s
Controls-RepertDescription of the System either as
at period end (for Type A-1 Contrels-Reports) or
for the period (for Type B-2 Controls-Reports), and

provide a written report on the design,
implementation {and, for Type B-Centrols2
Reports, operating effectiveness) of the controls
identified in the Service Organisation’s Gentrols
ReporDescription of the Systemt either as at period
end (for Type A-Centrolsl Reports) or throughout
the period (for Type B-Centrols2 Reports);

-50- GUIDANCE STATEMENT
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{e}(c) management’s, or those charged with governance’s,
acknowledgement of their responsibility for the matters
identified in paragraph 75(b)4;

{£)(d)  the agreed use of the report and the extent to which, the
context in which, and the basis on which, the report may be
made available by the service organisation to user entities
and user auditors;

{g)(e) an explanation of the inherent limitations'of the work, and
for whom the work is being undertaken;

{hy(f)  an overview of the assurance approach and assurance
procedures which are to be encompassed by the service
auditor’s work; and

{H(g)  areference to the likely need for management
representations.

An example of an engagement letter for engagements to report on
controls is shown at Appendix 1 Seetien-AExample 1.

Ethical Requirements

6873. ASAE 3000 requires-the service-auditorto-comply with-the « [ Formatted: Paralevell

. . cg SHESSIORA-COREUETOTs [Formatted: Bullets and Numbering
professional-aceounting-body ™ —The service auditor only accepts an
engagement to report on controls when the service auditor is
satisfied that relevant ethical requirements,—Fhis-includes-ensuring
that-the-engagement-team-collectively-possesses-the-necessary

- including those pertaining to independence, relating to

See ASA 102 Compliance with Ethical Requirements when performing Audits, Reviews

and Other Assurance Engagements.
See ASAE 3402, paragraph 11.
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This includes ensuring that the engagement team eeHectively
BecsescoctheRoeCssnE ABra eSS oR —eampaensesaad-meets the

applicable independence requirements.

74.  Inorderto meet these |ndependence requwementsef—th&appheable

here

service auditor assesses likely threats to |ndependence and,
necessary, applies safeguards.

E

6975. Since the service auditor is engaged to report on:the controls over
specified-the investment management services provided by the
service organisation generally and.not specifically in relation to any.
individual user entity, independence requirements do not necessarily
extend to each user entity. Underthe-applicable-cedeoOrdinarily it
is sufficient for the-service auditor to meet independence
requirements with respect to the service organisation when engaged
to report on controls over investment management services at the
service organisation. However, threats to independence may arise
with respect to user entities where there are only one or few user
entities for the services subject to audit or sub-service organisations
where the controls of the sub-service organisation are included in the
Service Organisation’s description of its systemGentrels-Repert,
under the inclusive method described in paragraph 83.

#0876.  Service auditors may also need to consider the manner in which their
Controls-Type 1 or 2 Report is used and distributed by the service
organisation. Examples of how this matter may be addressed in the
engagement letter and in the Service Auditor’s Coentrels-Type 2
Report are contained in Appendix 1 Sectien-AExample 1 and
Appendix 2-4Seetion-C respectively.

Responsibilities of the Service Organisation

| #4177, Itis for management, or, where appropriate, those charged with - [ Formatted: Bullets and Numbering

governance, of the service organisation to decide whether to prepare
| a Centrols- rReport on controls and whether to have this report
audited by a service auditor. In certain circumstances, the service
organisation may, for example, consider it more appropriate to allow
access for user entities and user auditors to the service organisation’s
records or provide a report on a specific aspect of its operations as
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1278.

this impacts an individual user entity. However, this Guidance
Statement is only applicable to circumstances where management, or
those charged with governance, of the service organisation prepares
a Controls-Repertdescription of its system, for example in a manner
consistent with the reporting format illustrated in Appendix 2
Seetion-A, and the service auditor is engaged to provide an opinion
thereon, as illustrated in Appendix 2-Section-C4.

The service organisation typically prepares ene-a description of its
system Centrols-Report-to meet the needs of alluser entities of a
particular investment management service or services. The Service
Auditor’s Centrels-Type 1 or 2 Report covers investment
management services provided to user entities which are likely to
form part of those user entities’ information systems relevant to
financial reporting:“ The value of a Type A-Centrolsl Report to the
audit of the user entity is limited; so it is‘appropriate for the service
auditor to prepare a Type A-Contrelsl/Report only in the first year
of reporting on controls, to provide a starting point for future reports,
or if none of the user entities require a report on the operating
effectiveness of controls. Circumstances in which the user auditor
may require a report only on design and implementation of controls
are setiout in paragraph 20. Since these circumstances are limited,
an-example of this report is not provided in this Guidance Statement.

#379. The frequency with which the service organisation prepares-provides

Controls-Reports a report on controls may be agreed in the contract
and/or service level agreement between the user entity and the
service organisation.

| 7480. In relation to an engagement to report on controls as described in

GS 007

this Guidance Statement, the service auditor can reasonably expect
management, or those charged with governance, of the service
organisation to be responsible for:

(a) provision of investment management services to user
entities;
(b) identification of the control objectives relevant to the

financial reporting of clients to whom investment
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management services are provided by the service
organisation;

(c) the design; implementation-and eperation-operating
effectiveness of controls at the service organisation that
provide reasonable assurance that those control objectives
will be achieved,

(d) evaluation of the accuracy of the description, suitability of
the design (and for Type B-Contrels2 Reports: operating
effectiveness) of the service organisation’s controls for the
relevant period; and

(e) provision of a.written report as described in paragraph 76.;
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ef I_eet'." eness tg. ac |_e;e tl_ € 59? cified €0 ol

wMeh—have—beeHepened-teﬁseFenuﬂe&\ ,,,,,,,,,,,,,,,,,,,,,,
Assessing the Suitability of the Criteria «
81. In assessing whether the service organisation has used suitable

criteria in preparing the description of the system, evaluating
whether controls are suitably designed and, in the case.of Type 2
reports, in evaluating whether controls are operating effectively, in
accordance with ASAE 3402,% the service auditor determines
whether {n-orderto-evaluate-the effectiveness-of controls-the service

erganisation-uses-the minimum control objectives provided in this
guidance statement® for the relevant investment management

service or services provided-in-Appendix-2-Section-B-as-suitable
eriteria-are included in the description of the system.

82. —It is the responsibility of management-orthese-charged-with
governance-of the service organisation to ensure that the control
objectives are sufficient.to meet the expectations of user entities and
that any omissions-or amendments to the minimum control
objectives are appropriate. A service organisation may therefore
consider the need to add further objectives and supporting controls
where appropriate._The service auditor evaluates the suitability of
any additional control objectives specified by the service
organisation, by determining if they meet the characteristics of
relevance, completeness, reliability, neutrality and
understandability.*

7583. |If the service organisation omits or modifies a control objective from
GS 007 or adds further control objectives, the service auditor can
expect those omissions, modifications or additional objectives to be
clearly identified in the service organisation’s description of the
system. If a control objective is omitted, the service organisation
may list that objective and note briefly the reasons for its omission.

See ASAE 3402, paragraphs 15-18 for further requirements in assessing the suitability of the
criteria.

2 See Appendix 3.
& See ASAE 3000, paragraph 35-36.
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If a control objective is modified to clarify the intended meaning,
such as use of terms appropriate to the service organisation’s
circumstances, or the control objective is expanded, the relevant GS
007 control objective may be treated as included. However, if the
meaning of the control objective is changed or the scope of the
objective reduced by the modifications, then it is appropriate for the
service organisation to report the relevant GS 007 objective as
omitted and report the modified objective as an additional objective

in the description of the system. \ Comment [CG32]: PWC comment letter

2009.
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Management’s Report on the Service Organisation’s Controls

81—Typically, under the contract or service level agreement the service < | Formatted: ParalLevell, Space After:
organisation agrees to provide user entities with a Type A-1 or B-2 0 pt, Line spacing: single, No bullets
GControls-Report, in the-manner-set-out-in-this- Guidance or numbering, Adjust space between
Statementaccordance with ASAE 3402 . Wwhich-includes-the Latin and Asian text, Adjust space
followi aICCO dance . th AS 340 between Asian text and numbers, Tab
’ stops: Not at 1.27 cm

GS 007 -57 - GUIDANCE STATEMENT



Guidance Statement GS 007 Audit Implications of the use of Service
Organisations for Investment Management Services

Comment [CG33]: Covered adequately
in para.5

84. An example of a Service Organisation’s Centrols-Repertdescription
of its system is shown at-Appendix 2-Seetion-A.

85. Management-orthose-charged-with-gevernance; The service

organisation is responsible for the completeness, accuracy, validity
and method of presentation of the description of control objectives
and controls. The description of controls includes controls that may
be relevant to user entities. The service auditor may assist the
service organisation in preparing the description; however, the
representations in the description are the responsibility of
management, or those charged with governance, of the service
organisation.

83— The description of control objectives and controls does not
necessarily address every service provided by the service
organisation. The description presents a level of detail that may
provide sufficient information for the user auditor to assess the risk
of material misstatement and to design further audit procedures in
response to the assessed risk and, in the case of Type B-Centrels2
Reports, to assess the operating effectiveness of the controls as if a
service organisation were not used. However, the description of
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controls need not be so detailed as to enable compromise of security
or other controls.

Comment [CG34]: This is part of a
3402 description of the system.

Complementary User Entity.Controls

87. Inrare-circumstances-specific-controls-attThe service organisation «+——— [ Formatted: Bullets and Numbering

may be-designed-design the systemwith the assumption that user
entities have-implement certain complementary controls in-place-in
order to achieve the specified control objectives. If this is the case,
the description of the controls at the service organisation refers to
such complementary internal controls of user entities
(“complementary controls™).

8188. Complementary controls at the user entity may include general
controls, such as the authorisation of transactions, the written
notification of changes, the timely review of reports provided by the
service organisation or appropriate restrictions on access to on-line
terminals.

Service Organisations That Use Sub-service Organisations

8289. When a service organisation uses another service organisation (“sub-<- [ Formatted: Bullets and Numbering

service organisation”) to perform certain aspects of the services
provided to user entities, the service organisation includes a
description of the functions and nature of the processing performed
by the sub-service organisation in the sService oOrganisation’s
description of its systemCentrols-Repert. The description provides
sufficient detail for the user entity and the user auditor to understand
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| 8390. If:

the significance of the sub-service organisation’s operations to the
processing of the user entity’s transactions.

If Fthe sub-service organisation’s controls may-beare included in the
service organisation’s description and in the scope of the service
auditor’s engagement (“the inclusive method” - then-tFhe sub-
service organisation’s controls are clearly differentiated from the
controls of the service organisation. Under the inclusive method, the
control objectives addressed in the report include all of'the control
objectives which both the service organisation and the sub-service
organisation are expected to achieve. To.accomplish this, the
service organisation co-ordinates the preparation and presentation of
the description of controls with the sub-service organisation.

91.  In-certain-limited-cireumstances; the-user-entity-may-agree-thatlf the
sub-service organisation’s relevantcontrol-objectives-and-aHied

controls are te-be-excluded from the service organisation’s
description and from the scope 'of the service auditor’s engagement
(“the exelusive-carve-out method™),”- the service organisation
states in the description that the subservice organisation’s control
objectives and allied controls are omitted from the description and
that the'control objectives in the Type 1 or 2 Report include only the
objectives which the service organisation’s controls are intended to

achieve. Forexample-ifthe-userentity-has-a-contract-and/orservice

level-agreement-directly-with-Where the carve-out method is used,
the sub-service organisation underwhich-Controlsmay issue a Type

1 or 2 Reports are-provided-or-where the sub-service-organisation

provides-Controls-Reports-to the service organisation which may
then be reI|ed upon by the user audltor —ln4h+&ease—these.cwee

Service Auditor’s Procedures

%  Refer to ASAE 3402, paragraph 9(q).

% See ASAE 3402, paragraph 9(a).

GS 007
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| 8592. In reporting on the sService 0Organisation’s rReport on cControls, <

the service auditor seeks to obtain sufficient appropriate evidence
regarding whether, in all material respects:

(a) the seerme ol e entt oo o el ol 0
governanee’s;service organisation’s description of
controlsthe system fairly presents the system as designed
and implemented as at a specified date (in the case of a
Type 1 Report) or throughout the specified period (in the
case of a Type 2 Report);

{by——the controls were suitably.designed as at a specified date or

throughout the specified period to the-suitability-of the
design-of- the-controls-to achieve their stated objectives;

- whether the-controls-have been-implemented; and

{e)(c)  whetherthe controls operated effectively to provide
reasonable assurance that the control objectives stated in
the service organisation’s description of its system were
achieved.throughout the specified period, for Type B
Controls2 Reports.

Planning

guidanecesetoutin-this-Guidanee-Statementin accordance with

ASAE 3402, the service auditor’s work is planned so as to have a
reasonable expectation of detecting materiabweaknessessignificant
deficiencies in the controls described by management-orthese
charged-with-governancethe service organisation, and tested in

accordance with the terms of the engagement. However, the nature,
timing and extent of testing need not be designed with the
expectation of detecting problems-deficiencies which may be
considered significant from the point of view of a particular user
entity and, therefore, the scope of the work may mean that not all
controls relevant to an individual user entity are tested by the service
auditor.
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| 8794. In order to gain an understanding of the services provided by the
service organisation, the service auditor may conduct procedures
such as:

. Discussing aspects of the control framework and relevant
controls with management and other personnel of the
service organisation.

o Determining the predominant types of user entities and the
nature of the services provided by the service organisation
to those user entities.

| Formatted: ListBullet, Indent: Left:
1.25 cm, Hanging: 1.25 cm

Formatted: Bullets and Numbering

| Formatted: ListBullet, Indent: Left:

( )
[ Comment [CG35]: Covered by para.82 ]
{ 2.5cm }

[ Comment [CG36]: Covered by para 82 ]

ManagementWritten Representations

@8I The service auditor fay-is required under ASAE 3402°" to request « ( Formatted: Bullets and Numbering |

managementthe service organisation -orthese-charged-with

| 7 See ASAE 3402 paragraph 38.
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[ Formatted: Highlight

{ Formatted: ParaLevell
Formatted: Highlight

Obtaining an Understanding of the Sservice Oerganisation s Ssystem

97. ASAE 3402% requires Tthe service-atiditor to obtains an
understanding of the service.orgafiisation’s system, including
contrelsithat.are includeddn the scope.of the engagement. [In doing
s0, the service auditor identifies the boundaries of that system and
ensures that the boundary of the investment management services
included in the description of the system does not omit aspects of the
services provided which are part of user entities’ information system
relevant to financial reporting. The description of each investment
management services provided in this guidance statement is
indicative and not definitive. The service organisation may provide
multiple investment management services, in which case the service

auditor identifies how the services interface. | | Comment [CG37]: Check against
comment letters — notes gaps in
Obtain Eevidence Rregarding the descriptions.

Description of the Ssystem

/[ Formatted: Highlight

In doing so, the
service auditor determines whether the description is likely to

% See ASAE 3402, paragraph 39.
%  See ASAE 3420, paragraph 20.
" See ASAE 3402, paragraph 21.
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provide sufficient information for user entities to obtain an
understanding of those aspects of the service organisation’s controls
that could reasonably be expected to be relevant to user entities’
internal controls as they relate to financial reporting.

9399. The service auditor _is required” to conduct enquiries and otherls <« [ Formatted: Bullets and Numbering ]

procedures to assess the-aceuracy-of-the-deseriptionWhether of the

service organisation’s eontrelssystem has been implemented;

including-ray-include:

= = i « [ Formatted: Indent: Left: 1.25 cm J

procedures:

. Observing the'procedures performed by the service
organisation’s personnel, which may also include “walk-
through” tests of selected transactions and control

procedures..

o Reviewing-Inspecting the service organisation’s records and
documentation, such as policy and procedure manuals, and-ether

systems doeumentationfor-example—flowcharts and narratives.

relate o financial reporting. Comment [C38]: Moved to previous

paragraph.

| ™ See ASAE 3402, paragraph 22.
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95100.
associatedIn assessing the reasonableness of the control objectives,

the service auditor determines whetherineluding the control
objectives for the relevant investment management service/s
contained in Appendix 2-Section-B3 have been included or, for any
objectives which have been-excluded, the adequacy of the reasons
why:those objectives are not relevant.If there are any unjustified
omissions or misstatements with regard to the control objectives, the
service auditor asks management, or those charged with governance,
to amend the description. If it is not amended, the service auditor
considers the reasons, if known, for the omission or misstatement
and the effect on the Service Auditor’s Centrels-Type 1 or 2 Report.

Suitability-of DesignObtainifig Evidence Regarding Design of Controls

96A control is designed suitably if individually, or in combination with other
controls, it is likely to prevent or detect fraud or errors that could
result in the non-achievement of specified control objectives when
the described controls are operating effectively.

7

| % See ASAE 3402, paragraph 23.
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CZ102, b fovnndiiest s cen o e b L o b L B ot
| ls includ ; - ‘ | ‘ |
| : L obicet] | bility of |
prevent or detect fraud or errors that could result in failure to
achieve-those-control-ebjectives—The service auditor may use
flowcharts, questionnaires, decision tables, documents and reports,
as well as make enquiries of appropriate service organisation
personnel and observation of the application of specific contrals, to
determine whether they are suitably designed to achieve the
specified control objectives and if they are operated as prescribed,
by appropriately qualified or experienced-persons.

mplementation-of Controls [ comment [CHG41]: ASAE 3402 does

not include implementation separately from
- description.

‘ { Formatted: Bullets and Numbering ]

i Obtaining Evidence Regarding Operating

B | Comment [CHG42]: Align and anchor
Effectiveness of Controls

to ASAE 3402 paras 24-29.

{ Formatted: Highlight ]
[ Formatted: Bullets and Numbering ]

| " See ASAE 3402, paragraph 24.
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100105. Where the service auditor is unableto test a described control
procedure because, for example,it has not operated during the year,
the service auditor states the fact that no tests have been carried out
and the reason in the description of tests attached to the Centrols
ReportType 2 Report and considers whether this'will affect their
assurance opinion.

Nature, Timing and Extent of Tests of Operating Effectiveness of Controls

101106. [Tests of the operating effectiveness of controls, include: <. | Comment [C43]: Covered by para.106
above.
. Enquiry of the appropriate personnel. .« { Formatted: Bullets and Numbering

)

. Observation of the application of the control procedure. ( Formatted: Indent: Left: 1.25 cm

)

. Inspection of relevant documentation evidencing operation
of the control.

. Re-performance of the control procedure.

Enquiry alone does not generally provide sufficient evidence to
support a conclusion about the operating effectiveness of a specific
control procedure.

102107. The timing and extent of the service auditor’s tests of controls varies < { Formatted: Bullets and Numbering

)

with the characteristics of the population to be tested”, which

™ See ASAE 3402, paragraph 25.
> See ASAE 3402, paragraph 26.
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includes the nature of the controls being tested (for example, manual
or automated), the frequency of the operation of those controls (for
example-guarterhy monthly, daily er-multiplea number of times a
dayper day); and the expected rate of deviation, being the risk of
failure of the control procedure that is being tested, is estimated in
and the service auditor’s risk assessment-(ineluding-the-risk-of

} s-be / Tests of
operating effectiveness provide evidence that enables the service
auditor to report on the entire period covered by the Centrels-Type 2
Report. Certain controls may not have evidence of their operation
that can be tested subsequently and accordingly, the service auditor
may need to observe the operation-of such controls at various times
throughout the reporting period.”

103108. When the service organisation has.implemented changes to the
controls during the period, the service auditor evaluates whether the
controls met the control objectives before and after the change and
tests the operating effectiveness of the superseded controls as well as
the replacement controls over the period covered by each control.
The description of the service auditor’s tests clearly states which
controls have been tested.

Sampling D [Formatted: Heading 7

{ Formatted: Highlight

Nature and Cause of Deviations

® See ASAE 3402, paragraph A31.
" See ASAE 3402, paragraph 27.
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111128. The service auditor’s opinion is expressed in a written assurance « 4[ Formatted: Bullets and Numbering ]
report on controls attached to the sService oGrganisation’s
description of its system and assertion Centrols-Report..

112[290[The Service Auditor’s Centrels-Type 1 or 2 Report, includes the ~{ Formatted: Font: Not Italic, Highlight |

following basic elements ef-an-assurancerepert-as-reguired-byin
accordance with ASAE 30003402%°_and_in addition—includes the

Comment [CHG46]: Is it necessary to
repeat ASAE 3402 para.53 included here?

\\
) [ Formatted: Paralevel2 ]
— - { Formatted: ParalLevel3 ]
<+ | Formatted: Line spacing: single,
Outline numbered + Level: 3 +

Numbering Style: i, ii, iii, ... + Start at:
1 + Alignment: Left + Aligned at: 2.5
cm + Tab after: 3.75 cm + Indent at:
3.75¢cm

% See ASAE 3402, paragraph 53.
% See paragraph 5.

GS 007 -76- GUIDANCE STATEMENT



Guidance Statement GS 007 Audit Implications of the use of Service
Organisations for Investment Management Services

Formatted: Line spacing: single,
Outline numbered + Level: 2 +
Numbering Style: a, b, ¢, ... + Start at:
1 + Alignment: Left + Aligned at: 1.25
cm + Tab after: 2.5 cm + Indent at:
2.5cm

R —
-
0 e

GS 007 =77 - GUIDANCE STATEMENT



Guidance Statement GS 007 Audit Implications of the use of Service
Organisations for Investment Management Services

GS 007

-78 -

GUIDANCE STATEMENT

Formatted: Line spacing: single,
Outline numbered + Level: 2 +
Numbering Style: a, b, ¢, ... + Start at:
1 + Alignment: Left + Aligned at: 1.25
cm + Tab after: 2.5 cm + Indent at:
2.5cm




Guidance Statement GS 007 Audit Implications of the use of Service
Organisations for Investment Management Services

Formatted: Outline numbered +
Level: 3 + Numbering Style: i, ii, iii, ...
+ Start at: 1 + Alignment: Left +
Aligned at: 2.5 cm + Tab after: 4.41
cm + Indent at: 3.75 cm

| Formatted: Outline numbered +
Level: 3 + Numbering Style: i, ii, iii, ...
+ Start at: 1 + Alignment: Left +
Aligned at: 2.5 cm + Tab after: 4.41
cm + Indent at: 3.75 cm

Formatted: List Paragraph, Space
After: 10 pt, Outline numbered +
Level: 8 + Numbering Style: a, b, ¢, ...
+ Start at: 1 + Alignment: Left +
Aligned at: 4.44 cm + Tab after: 5.08
cm + Indent at: 5.08 cm

GS 007 -79- GUIDANCE STATEMENT



Guidance Statement GS 007 Audit Implications of the use of Service
Organisations for Investment Management Services

m
An example of a service organisation’s description of its <+~ Formatted: ParalLevel3, Indent: Left: ’
system and assertion is shown at Appendix 2-SeetioR-A3s 1.25 cm

b - [ Formatted: Highlight ]

Formatted: ParalLevell, Indent: Left:
0cm

GS 007 -80- GUIDANCE STATEMENT



Guidance Statement GS 007 Audit Implications of the use of Service
Organisations for Investment Management Services

GS 007 -81- GUIDANCE STATEMENT



Guidance Statement GS 007 Audit Implications of the use of Service
Organisations for Investment Management Services

{)130. - « { Formatted: ParalLevell

108.131.Management, or those charged with governance, is responsible for
the completeness, accuracy, validity and method of presentation of
the description of control objectives and controls. The description of
controls includes controls that may be relevant to user entities. The
service auditor may assist the service organisation in preparing -the
description; however, the representations in the description are the
responsibility of management, or those charged with governance, of
the service organisation.
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109—The description of control objectives and controls does not
necessarily address every service provided by the service
organisation. The description presents a level of detail that may
provide sufficient information for the user auditor to assess the risk
of material misstatement and to design further audit procedures in
response to the assessed risk and, in the case of Type.2 Reports, to
assess the operating effectiveness of the controls as if a service
organisation were not used. However, the description of controls
need not be so detailed as to enable compromise of security or other

controls, Comment [C47]: Now included in
system description.
- . L : il

Describing Tests of Operating Effectiveness

| 143132. The Service Auditor’s Controls<Type 2/Report includes a separate <« | [ Formatted: Bullets and Numbering

)

attachment that describes the service auditor’s tests of controls and
the results thereof. An explanation of the service auditor’s
description of the nature;timing and extent of tests applied to
controls is in Appendix 2-Section-B4.

114133. The service auditor uses the control objectives identified by the
service organisation and the service organisation’s description of the
controls intended to achieve those objectives as a reference for
describing the nature, timing and extent of tests carried out and the
results of the tests in the attachment to the Service Auditor’s

| Centrols-Type 2 Report, although it is not necessary to list the
controls and related control objectives in both the service

‘ oOrganisation’s description of its system Centrols-Repert-and in the
Service Auditor’s Gentrels-Type 2 Report. The service auditor
describes tests of operating effectiveness that provide sufficient
information to support the service auditor’s opinion as to whether
the controls were operating effectively throughout the period or
alternatively, the service auditor’s opinion that the results constitute

an-exeeptiona significant deficiency.

415134. The service auditor’s description of the nature of tests performed
may include enquiry, inspection, observation or re-performance of
the described controls. The description of the extent of tests
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performed identifies whether the items tested represent a sample or
all of the items in the population.
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Reporting Exeeptions-Deviations

116135. ASAE 3402 requires the service auditor to report deviations even if, <

on the basis of tests performed, the service auditor has concluded

that the related control objective was achieved. Exeeptions

Deviations in the service organisation’s controls identified by the
service auditor may include:

Control objectives that are incomplete or inappropriate as
compared to the control objectives in this'Guidance
Statement for the relevant services.

The description of contrals is inaccurate or omits changes
incontrols (although this does‘not necessarily affect the
suitability of design or operating effectiveness.of the
controls).

Controls associated with stated control objectives are
incomplete or inappropriate.

A set of controls is not suitably designed to achieve a
specified control objective.

Certain controls are not operating effectively. <«

117136. |f exceptions-deviations have been identified, the service auditor «

may include, in the attachment to their report on tests of controls:

Information about causative factors, to the extent the <
service auditor has identified such factors.

The current status of corrective actions, to the extent the
service auditor has determined their status.
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Comment [CHG49]: Aligned with
ASAE 3402 para.55

‘\\':\ - { Formatted: Highlight

)
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)

« { Formatted: Indent: Left: 0 cm

121138. Refusal by management, or those charged with governance, of the <« { Formatted: Bullets and Numbering

)

service organisation to provide the written representations
considered necessary as described in paragraphs 96-95 to 982 may

" See ASAE 3402, paragraph 55.
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constitute a limitation on the scope of the engagement and service
auditor considers the implications in forming the assurance opinion.

Other Communication Responsibilities

) [ Formatted: Highlight ]

139. .« { Formatted: Paralevell ]

Using the Work of Others

Comment [CHG50]: Align with ASAE
3402 para Aus 29.1-37

| 122140. When using the work of an expert, the service auditor complies with <

the requirements and refers to the guidance in ASAE 3000. { Formatted: Bullets and Numbering ]

124141, Whilst the service auditor does not make reference to the work of <—( Formatted: Paralevell ]
others in the assurance opinion, the service auditor refers to any
work conducted by internal audit or an expert in performing tests of
controls in the description of tests of controls and results thereof.

Special-Purpose-Service Auditor Engagements_to report on
financial information

125142, If the service auditor is engaged to provide a Special-Purpose « { Formatted: Bullets and Numbering ]
Serviee-Auditor’s-Report on financial information, the service
auditor issues a separate auditor’s report in respect of each user
entity concerning only that user entity's balances and/or transactions.
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126143.

In performing Aan engagement to report on specified assertions or

127144,

on a Statement is-a special purpose-audit engagement,-consequently
the service auditor eemphies-withapplies the Auditing Standards

(ASAs) and inconducting-reports on the engagement and-reperts
under ASA 8059.

If the service auditor has prepared a Type 2 Report it providesthe
service auditor with assurance as to the reliability of controls over
the investment management services which relate to the user entity’s
balances and/or transactions. Accordingly the service auditor may
be able to reduce the extent of substantive testing that might

otherwise be necessary in preparinga Speeial-Purpese-Service
Auditor’s Report_on financial information.

Acceptance and Continuance of an SpecialPurpese-Audit Engagement

145.

Before accepting the engagement, the service auditor is required

128146.

under ASA 210 to determine the acceptability of the financial
reporting framework, which in the case of a single financial
statement or element, includes determining whether application of
the finangcial reporting framework will result in a presentation that
provides adequate disclosures to enable the intended users to
understand the information conveyed and the effect of material
transactions and events on the information conveyed.”

The service auditor also complies with Auditing Standard ASA 210 « [ Formatted: Bullets and Numbering

)

Ferms-of-AuditEngagements-in agreeing the terms of engagement.

1 _|n addition to the matters specified in ASA 210, the engagement
letter or other written agreement between the service auditor and the
service organisation may include:

. The service auditor’s responsibility to conduct the
engagement with reference to this Guidance Statement.

98

See ASA 210 Agreeing the Terms of Audit Engagements,

99

[Formatted: Font: 8 pt, Not Italic

See ASA 805, paragraph 8.

100

See ASA 210, paragraphs 9 & 10.
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. The service auditor’s responsibility to report, in an
attachment to the Speeial-Purpose-Service Auditor’s
Report, uncorrected misstatements which have been
aggregated during the audit-but-that-were-determined-by
managementto-be-immatertal-both-indhvidually-and-in
aggregateto-the-Statement-taken-as-a-whele, other than

amounts which are clearly trivial.

Comment [CG51]: More consistent ’

with ASA 450 paras 12 & 13.
o Reference to the quantitativaperformance materiality level Comment [CG52]: Per ASA 320 para
provided by the user auditor, if applicable. 11. ’
Example engagement letters for engagements to report on specified /< [ Formatted: Indent: Left: 1.25cm ]

assertions and on a Statement are included in Appendix 1 Sectioas-B
and-GExamples 2 and-3 respectively.

Independence

Ethical Requirements

129147. In accordance with Auditing Standard ASA 200-Objective-and D [ Formatted: Bullets and Numbering ]
General Prineiples Geverning an Audit of a Financial Report, the
service auditor is required to comply with relevant ethical
requirements, including those pertaining to independence, when
performing an audit of a Statement or specified assertions. Relevant

ethical requwements are defmed in ASA 102. 1°1Felaung4eauén

accounting body, . Formatted: Footnote Reference, Font:
10 pt

01 See ASA 102 Compliance with Ethical Requirements when Performing Audits, Reviews
and Other Assurance Engagements.
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130148. The service auditor considers the relevantfundamental ethical
principles of professional ethics, relating to the engagement to be

undertaken, which include-the-fundamental-ethical-principlesof: 1%
@) integrity;

(b) objectivity;
(c) professional competence and due care;
(d) confidentiality; and

(e) professional behaviour.

[ Formatted: Bullets and Numbering

integrity-and-objectivity™ —Where the service audltor is undertaklng
an -special-purpose-audit engagementof a Statement or specified

assertion particular consideration needs to be given to any threats to
independence with respect to the user entity since the service auditor
is reporting on financial information of the user entity. Threats to
independence with respect to the user entity may be present, such as
self-interest or familiarity threats, notwithstanding that the user
entity may not be an assurance ehentcustomer of the service auditor.

432150. In evaluating threats to independence and considering applicable
safeguards, the service auditor considers the nature of the
engagement. It may be sufficient, for example in the case of a
restricted use report, to apply independence requirements in
evaluating the independence of the engagement team members and
their immediate and close family with respect to the user entity,
along with limited consideration of the firm’s interests and
relationships with the user entity.

| 433151. Examples of safeguards that may be considered appropriate by
service auditors to manage identified threats to independence
include:

195 See ASA 102, paragraph A3.
104
—APES 110 Code of Ethics for Professional Accountants, Section-290.
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. Prohibiting the holding of direct, or material indirect,
financial interests in the user entity or its affiliates by
members of the service auditor’s engagement team and
their immediate and close family.

. Removal from the service auditor’s engagement team of
any personnel with a close relationship with directors,
officers or employees of the user entity or its affiliates.

SpecialPurpose-Service Auditor’s Reports on Financial Information

134152, Special-Purpose-Service Auditor’s Reports; on Specified Assertions < [ Formatted: Bullets and Numbering J
or on a Statement, need to comply with the requirements in
ASA 800i805and as suchiinclude the basic elements of an Special { Comment [CHG53]: And ASA 805 as }
Purpose-Sepviee-Auditor’s Report as'set out in that standard. In appropriate
addition to these elements, the service auditor includes:

©) identification of the specific assertions audited (if report is
limited to specific assertions);

(b) identification of the investment management services
provided by the service organisation to the user entity;

(c) a description of the responsible party’s (management, or
those charged with governance, of the service organisation)
responsibilities for the investment management services
provided to the user entity;

(d) reference to the contract or service level agreement between
the service organisation and the user entity for the
investment management services provided; and

(e) reference to the use of the report by the user entity and the
user auditor.

Examples of a Service Auditor’s Report on Specified Assertions is < [ Formatted: Indent: Left: 1.25 cm ]
provided in Appendix 3-Section-A6 Example 1 and a Service
Auditor’s Report on a Statement is provided in Appendix 3-Sectien
B6 Example 2 of this Guidance Statement.

Information Excluded from the Special-Purpese-Service Auditor’s Report
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| 435153. When performing a special-purpese-audit engagement at a service
organisation, the service auditor may restrict the audit procedures to
information that is held by the service organisation on behalf of the
user entity. The Statement, however, may include information
which is provided by the fiduciary of the user entity or by another
party to the service organisation for inclusion in the Statement.
Documentation or other audit evidence may not be available at the
service organisation to substantiate that information. Where certain
information within the Statement has not been audited; the service
auditor identifies that information and specifically excludes it from
the scope of the audit opinion.

Reporting of Matters of Governance Interest Arising in an Special-Purpese
Audit Engagement on Financial Information

136154. In the course of performing procedures for an/special-purpese-audit
engagement at a service organisation, the service auditor may

become-aware-of-any-efis required to communicate any of the

following matters _identified to those changed with governance on a
timely basis:

(a) significant deficiencies materialweaknesses-in internal
control*®*;

(b) significant findings from the audit*” audit matters-of
governance-interest™;

(©) uncorrected misstatements_and the effect they, individually
or in aggregate, may have on the opinion in the auditor’s

report™™*°_aggregated-by-the-service-auditor-guring-the
report :

105 See ASA 265 Communicating Deficiencies in Internal Control to Those Charged with

Governance and Management, paragraph 9.

A nrovidesreq emen nd-auidan on-materi rveaknesses-in-contro

See ASA 260 Communication with Those Charged with Governance, paragraph 16.
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] ial_bothindividuall . ’
Statement-taken-as-a-whole; orand

(d) fraud , identified or suspected involving management,
employees who have significant roles in internal-control or
others where the fraud results in a material misstatement, as
well as any other matters related to fraud that are relevant.to
their responS|b|I|t|es Mlor information-thatindicatesthat a

[ Formatted: ParalLevell

[Formatted: Bullets and Numbering

ngaFHsanona&Feqmmd—by—ASA—ZGO—In addltlon the service
auditor states in their report Special-Purpese-Service-Auditor’s
Repert-whether they have identified any uncorrected misstatements
in the course of the audit, other/than amounts which are clearly
trivial, and, if so, details the uncorrected misstatements in an
attachment to their report. An outline for an attachment on
uncorrected misstatements is shown at Appendix 3-Section-C6,

Example 2.

139156. If the service auditor considers that any of the matters reported to
those charged with governance of the service organisation may
affect one or more user entity, the service auditor determines from
the appropriate level of management whether this information has
been communicated to the affected user entity or entities. If the
matter is not communicated satisfactorily, the service auditor may
consider whether it affects the service auditor’s ability to conduct
the engagement or necessitates a modification to the service
auditor’s report.

Materiality to be Applied by the Service Auditor

Controls Engagements

m See ASA 240 The Auditor’s Responsibilities Relating to Fraud in an Audit of a
Financial Report, paragraph 41 and 42.

H2 ﬂsﬂ 219 - - - £ .
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| 240157. In applying the requirements of ASAE 3000-3402"** when < Formatted: Bullets and Numbering

)

conducting an assurance engagement to report on controls, the
service auditor determines-considers materiality with respect to the
fair presentation of the description, the suitability of the design of
controls and, in the case of a Type 2 report, the operating
effectiveness of controls. inthe-contextofwhetherthe controlswill

I low level el i
of the-control-objectives. The concept of materiality relates4o the

system being reported on, not to the financial reports of user entities.
The concept of materiality is not applied when disclosing, in the
description of the tests of controls, the results of those tests where
deviations have been identified.**

136.158. MaterialweaknessesSignificant deficiencies in internal control
relating to audits of financial reports are required to be reported to

those charged with governance;-e¢-the-appropriate-levelof
management; by the user auditor as noted in paragraph 59.-

144159. The service auditor is not in a position to identify significant - [ Formatted: Bullets and Numbering

)

deficiencies materialweaknesses-with respect to each user entity
because the service auditor may not be aware of the conditions
existing at user entities. The service auditor is required only to
consider conditions that come to the service auditor’s attention that
preclude the service auditor from obtaining reasonable assurance
that specified controls objectives would be achieved if the controls
were operated as described. The service auditor reports exceptions
deviations in the design or operation of controls that cause the non-
achievement of specified control objectives. It is then the user
auditor’s responsibility to consider the effect of those exeeptions
deviations on the user auditor’s risk assessment and whether the
exceptions-deviations noted represent material
weaknessessignificant deficiencies in controls with respect to the
user entity.

Special-Purpose-Audit-Engagements of Financial Information

3 ASAE 3402, paragraph 19.
114 See ASAE 3402, paragraphs A16-A18 for further guidance on materiality.
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| 142160. When conducting an audit of specified assertions or a Statement, the < [ Formatted: Bullets and Numbering

service auditor considers materiality under ASA 320 in determining
the nature, timing and extent of audit procedures and evaluating the
effect of misstatements. ASA-320-states-that-the-auditor’s
ST RO SOEC OSSR A S AR S hasn e TR el
factors-although-these-are-more-relevant-to-the-assessment-of

i teentth } - The
relevant benchmark, for investment management services, on which

the service auditor bases the-guantitative-evaluation-ef-materiality,

under ASA 320, in most cases -is either:

@) the assets of the user entity for which specific assertions are
being audited;

(b) total assets of the user entity reported in-the Statement; or

(c) net assets, where assets and liabilities are reported, of the

user entity reported in the Statement.

143The service auditor often applies a percentage to the benchmark as a - [ Formatted: Bullets and Numbering

starting/point in determining materiality under ASA 320.2 In the
absence of a materiality specified by the user auditor, the service
auditor may apply a percentage of 0.5% to any of the benchmarks
listed in paragraph 142 as a reasonable basis for determining
| performanceguantitative materiality for auditing specified assertions
or a Statement, where investment management services are
provided. Where an alternative benchmark is used, this percentage
may not be appropriate for determining materiality.

143

1441f the user auditor requests that an alternative benchmark or percentage be
used as a basis for determination of gquantitative-performance
materiality to be applied by the service auditor, then this is
communicated by the user entity to the service organisation and
agreed between the service organisation and the service auditor.

| 15 See ASA 320, paragraph A3.
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Conformity with International Pronouncements

| 142.162.There is no equivalent International Standard on Auditing or
International Practice Statement to this Guidance Statement.
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(Ref: Para. )

ENGAGEMENT LETTERS

The following example engagement letters are is not authoritative but is
intended only to be feruse-as a guide that may be used erly; in conjunction
with the considerations described-outlined in GS 007;. -andlt will need to be
varied according to individual requirements and circumstances. It is drafted
to referto an engagement for a single reporting period and would require
adaptation if intended or expected to apply to recurring.''* 1t may be
appropriate to seek legal advice that any proposed letter is suitable.

Seetion-AExample 1: Example Engagement Letter for a

Type 2 A-Assurance-Engagementto-Report on a Service
Organisation’s Controls

To [the appropriate representative of management or /those charged with
governance] of EXYZ sService eOrganisation}:

[HB6][The objective and scope of the assuranee-engagement]

You have requested that we report on the description of XYZ Service
Organisation’s eontrols-over[specify-investment management services
provided: custody; asset management, property management, superannuation
member administration, investment administration or registry] services
system and management’s assertion with respect to that description, which
you will provide and which will accompany our report. The description of
XYZ Service Organisation’s [investment management services] system
comprises control objectives and related controls designed to achieve those
objectives finsert-for Type-A-Controls-Reports-as-atifor Type-B-Controls
Reports: for the period ended] [date]-deseribed-inyourreperton-controls
the fservi isation] o arnd sl ods ]

1

16 See ASA 210, paragraph 13.
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administration-or-registry}-serviceswhich-you-will-provide-in-the [service
organisation}-Repert—The control objectives included are the objectives for
[investment management services] specified in Guidance Statement GS
007*'" and any additional objectives which are likely to be relevant to internal
control as it relates to financial reporting of customers who have used the
[investment management services] system.

We are pleased to confirm our acceptance and understanding of this
engagement by means of this letter:” Our/engagement will be conducted with
the objective of our expressing an opinion on4ourassertions-en-the fair
presentation of the [investment management services] system, suitability of
the design of the controls to achieve the control objectives throughout the
period and the operating effectiveness of the.controls necessary to provide
reasonable assurance that the control ob|ect|ves were achleved throuqhout the

penod

=B8] The responsibilities of the auditor]

We will conduct our assurance engagement in accordance with Standards on
Assurance Engagements ASAE 3402 Assurance Reports on Controls at a
Service Organisation -and with reference to Guidance Statement GS 007
Audit Implications of the Use of Service Organisations for Investment
Management Services{GS-007)-issued-by-the-Auditing-and-Assurance
Standards-Beoard. Thate Sstandard s-en-Assurance-Engagements-requires that
we comply with therelevantethical requirementsrelating-to-assurance

engagements-and plan and perform the-engagementprocedures to obtain
reasonable assurance that-about whether, in all material respects, XYZ

Service Organisation’s description of the eontrols-ever [investment
management services}- system is fairly presented, the controls are are

aeeutate#y—elesenleed—swtably de3|gned melementeel—[mseet—fer—type%

:and

operated effectlvely throughout the reportmg perlod}

17 See GS 007 Appendix 2 Section B.
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An assurance engagement involves performing procedures to obtain evidence
about the description, design and operating effectiveness of controls. The
procedures selected depend on the assurance practitioner’s judgement,
including the assessment of the risks of significant deficiencies’in the
[investment management services] system. The control objectives addressed,
allied controls and procedures conducted to test those controls will be set out
in an appendix to our report,

Because of the inherent limitations of an assurance engagement, together
with the inherent limitations of any internal control system there is an
unavoidable risk that some significant deficiencies may not be detected, even
though the engagement is properlyplanned and performed in accordance
with Standards on Assurance.Engagements.

The system, within which the controls that we will test operate, will not be
examined except to the extent the system is likely to be relevant to customers,
as it relates to financial reporting. Hence no opinion will be expressed as to

the effectiveness of the internal control system as a whole.

is permeated by judgement, in particular regarding the nature, timing and
extent of assurance procedures for gathering evidence and the drawing of
conclusions based on the evidence gathered. In addition to the inherent
limitations in any assurance engagement, which include the use of testing,
inherent limitations of any internal control structure, and the possibility of
collusion, most evidence is persuasive rather than conclusive. As a result, an
assurance engagement can only provide reasonable — not absolute —
assurance that the description is fairly presented, controls are suitably
designed and controls have operated effectively throughout the period.aswe
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ﬁﬁ - I - .] ’
The responsibilities of [Management/Fhese-Charged-with-Governanee}and

identification of the applicable control framework]

Our assurance engagement will be conducted on the basis that [management
or, where appropriate, those charged with governance] acknowledge and
understand that they have responsibility:

(a) For the preparation of a writtenassertion that, in all material
respects;.and based on suitable criteria:

(i) the description fairly presents the XYZ Service
Organisation’s [investment management services] system

designed and implemented.throughout the period;

(i) The controls related to the control objectives stated in XYZ

Service Organisation’s description of its system were
suitably designed throughout the specified period;

(iif) _ The controls related to the control objectives stated in XYZ

Service Organisation’s description of its system operated
effectively throughout the specified period.

(b) For design of the system, comprising controls which will achieve <—— Formatted: Indent: Left: 0 cm,
control objectives which are likely to be relevant to customers’ Hanging: 1.5 cm

who have used [the type or name of] system, internal control as it
relates to financial reporting;

(c) To provide us with:

(i) Access to all information of which those charged with
governance and management are aware that is relevant to
the design, implementation and operation of the
[investment management services] system;
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(i) Additional information that we may request from those
charged with governance and management for the purposes
of this assurance engagement; and

(iii)  Unrestricted access to persons within the entity fromwhom
we determine it necessary to obtain evidence.

As part of our assurance process, we will request from [management and,
where appropriate, those charged with governance], written confirmation

concerning representations made to us in connection with the engagement.
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gevemanee}XYZ Serv1ce Organlsatlon s descnptlon of the system will
include the control objectives for [investment management services] set out

in GS 007, but they may add to these to the extent that this-is-censidered
appropriate-in-order-te_the control objectives are likely to be relevant to

customers’, who have used [the type or name of] system, internal control as it
relates to financial reporting-meet-userentities™expectations. If
[management/those charged with governance] consider any of the control
objectives from.GS. 007 for [investment management services] are not
applicable'to XYZfthe Sservice oOrganisation}, then they will include an
explanation of the omission of that objective in the-fXYZ sService
o0rganisation}’s Repertdescription of the system.

[Assurance Approach]

We will examine and evaluate the'control objectives and controls for
[investment management services] system described above. The
“Description offinvestment management services] System” will include
details of controls with which customers should comply. While our
evaluation will include assessment of the appropriateness of the
complementary customer controls, our testing will not encompass evaluation
of the suitability of design or operating effectiveness of controls carried out
by users of XYZ Service Organisation’s [investment management services]
system. The control objectives stated in XYZ Service Organisation’s
description of its system can be achieved only if complementary user entity
controls are suitably designed or operating effectively, along with the
controls at the service organisation.

Our procedures will extend to the control objectives and related controls at
relevant subservice organisations only to the extent that those controls are

included in XYZ Service Organisation’s description of [investment

management services] system and are necessary to achieve the relevant
control objectives.

Due to the complex nature of internal control, our assurance procedures will
not encompass all individual controls at XYZ Service Organisation, but will
be restricted to an examination of those controls reported which achieve the
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control objectives identified by XYZ Service Organisation’s management in
the “Description of the [investment management services] System” provided

to us.

[Assurance Procedures]
Our assurance procedures are likely to include:

1. Performing a preliminary review of the control environment of XYZ
Service Organisation relevant to the [investment'management

services] system;

2. Evaluating the reasonableness of the control objectives against the
minimum-objectives for [investment management services] provided
in'GS 007;

3. Evaluating the completeness, accuracy and presentation of the

Description of the [investment management services] System against
the controls implemented.

4, Evaluating the design of specific controls by:
(i) Assessing-the risks that threaten the achievement of the « Formatted: Paralevel3, Indent: Left:
control objectives. 2.5 cm, No bullets or numbering, Tab
stops: 2.5 cm, List tab
(ii) Evaluating whether the controls described are capable of

addressing those risks and achieving the related objectives.

5. Performing tests of controls to ascertain whether the degree of
compliance with controls is sufficient to provide reasonable
assurance that the controls have achieved their objectives throughout
the period.

In undertaking this engagement, we shall work closely with XYZ Service

Organisation’s internal audit function and place reliance on their work in

accordance with ASA 610 Using the Work of Internal Auditors [this

paragraph is applicable where the work of internal audit is an integral part of
the assurance engagement].

[Assurance Report]

The format of the report will be in accordance with ASAE 3402 Our
assurance-report-wil-include the-matters-described-in-GS-007-and will
include an opinion on the aceuraey-ofthe-“Description of the Control
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Objectives-and-Controlsrelating-to-[investment management services
provided] System” by XYZ Service Organisation management and an

accompanying description of the tests of controls that we performed and the

results of those tests aneLen—[management#heseeehargeel—mmgevemanee]—s

the—EserweeergamsaﬂeH}-Repert An example of the proposed report is

contained in the appendix to this letter.

Our report will be issued [frequency] and will-cover [period reported on]
(paragraph is appropriate for recurring engdgements).reporting period}

| . iate for recurri .
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Distribution of 4

The assurance report will We-understand-that-eurreport-may-be incorporated
in areport issued by the EXYZ sService eOrganisation}-Repert_containing

information prepared by XYZ Service Organisation -fmanagement/these
charged with -governance] of [service organisation] to provide to
customersehients and the-elients’their auditors with an overall understanding
of [subject matter]. the-centrol-objectivesand-controls-overfinvestment
managementservices}—]. We will review the contents of the report issued by

XYZ Service Organisation to identify any material inconsistencies with the
Description of the [investment management services] System

[Distribution-of the Assurance Report]

Our.report and the accompanying description of tests of controls are intended
only for customers of XYZ Service Organisation.which use the [investment
management services] system and their auditors, who have a sufficient
understanding to consider it, along with other information including
information about controls operated by customers themselves, when
assessing the risks of material misstatements of customers’ financial reports.

Our assurance report will be prepared for this purpose only and we disclaim
any assumption of responsibility for any reliance on our report to any person
other than'to the fXYZ sService eOrganisation’s customers and their
auditors} or for any purpose other than that for which it was prepared.™* be
incorporated in a report issued by the XYZ Service Organisation containing
information prepared by XYZ Service Organisation management to provide
and their auditors with an overall understanding of [subject matter].
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[Significant Deficiencies in Controls]

-

We will issue an assurance reportepirion without modification,to provide <« [ Formatted: Normal

reasonable assurance on the-eontrels-of [investment management services]
system where our procedures do not disclose a significant deficiency.in the
controls necessary to achieve the control objectives contained in-the
Description of the [investment management services] System by XYZ
Service Organisation management. For this purpose, a significant deficiency
exists when prescribed control procedures, or'the degree of compliance with

them:
assurance-work-does-notreveal-that:
) does not provide XYZ Service Organisation management with < Formatted: Indent: Left: 0 cm,

reasonable assurance that the control objectives will be met or that Hanging: 1.25cm

fraud, error, or non-compliance with-laws and requlations would be
prevented or detected by employees in the normal course of their
assigned functions; and

(b) knowledge of that‘deficiency would be material to users of the
assurance report.

If our assurance engagement discloses werk-reveals-that there are significant

deficiencies in the system of controls in operation material-exeeptiens-during
the period covered by the fservice-erganisation}-Rreport, such
deficienciesexeeptions will be disclosed in our report even if they were
corrected prior to the end of the reporting period. However, our report will
indicate that such deficienciesexeceptions were corrected if that is the case. If
any significant deficiencies material-exceptions-disclosed in our report have
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been corrected subsequent to this period (or are in the process of being

corrected), we will refer to this in our report.\ Comment [C55]: May need to clarify
Although the primary purpose of our assurance engagement will-be to enable difference between deviations and

. X i deficiencies.
Us to express-an-opinion-on-controlsissue the above described report, will also
periodically provide you with we-may-alse-provide-you-with-a-separate letters
containing recommendations for strengthening -impreving-controls if such
mattersweaknesses are observed during the process of the assurance
engagement. Although weaknesses-issues raised may not represent
significant deficiencies materialweaknesses-in-the system of controls,

recommendations will address areas where we believe controls could be
improved.
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[ Formatted: Normal

* | Formatted: Line spacing: Exactly 10
pt
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Fees -+

We look forward to full co-operation from your staff during our assurance

engagemen andw&trust—thaﬁhewm%ak&avmwﬂeﬁswha%ewweeem&

[Other relevant information]

[Insert additional information here-regardingsuch as fee'arrangements,-and
billings_and other specific terms, as appropriate:]

Please sign and return the attached copy of this letter-to indicate your

acknowledgement of, and agreement with, ;that-is-in-accordance-with-your

uhderstanding-ef-the arrangements for our assurance engagement to report on
the control_procedures over XYZ {sService eQOrganisation}’s [investment
management services] services_to customers, including our respective

responsibilities.-
Yours faithfully,
[signed]

Name and Title

Date

Acknowledged on behalf of {XYZ Sservice eOrganisation]-by
f(signed})

Name and Title

Date
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Audit of Specified Assertions

To [the appropriate representative of management or those charged with
governance] of the fservice-organisation} XY Z Service Organisation:**:

[The objective and scope of the audit]

You*2 have requested that we audit the [specify assertions audited: for
transactions or events: occurrence, completeness, accuracy, cut-off and
classification; for balances: existence, rights and obligations, completeness-or
valuation and.allocation; or for presentation and-disclosure: occurrence,
rights and obligations, completeness, classification and understandability and
accuracy and valuation] of the assets [and iabilities or transactions] in the
[title of specialpurpasethe financial reparistatement] of [user entity/entities]
("the Statement™), which comprises the [statement of assets and liabilities] as
at [date], and the [statement of transactions] for the [period] then ended,
concerning the assets and liabilities of [user entity/ies]*? [nature of
investment management services: managed by or in the custody of] [XYZ
service organisation] as at [date].

We are pleased to confirm our acceptance and our understanding of this
engagement by means of this letter. Our audit will be conducted with the
objective of our expressing an opinion on the [specify assertions audited:
existence, rights and obligations, completeness or valuation & allocation] of
the assets [and liabilities or transactions] in the Statement.

[The responsibilities of the auditor]

We will conduct our audit in accordance with the AuditingAustralian
Auditing Standards-efthe-Auditing-and-Assurance-Standards-Board

21 The addressees and references in the letter would be those that are appropriate in the

circumstances of the engagement, including the relevant jurisdiction. It is important to refer

to the appropriate persons — see ASA 210 Paragraph A21, [ Formatted: English (U.S.)

122

Throughout this letter, references to “you,” “we,” “us,” “management,” “those charged
with governance” and “auditor” would be used or amended as appropriate in the

o circumstances, [Formatted: English (U.S.)

Where the assets are held in the name of a nominee holding company insert “held in the
name of [nominee holding company]”.
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{AUA&B} |n partlcular ASA 49%805 Spemal Con5|derat|onsAud+t [Formatted: Font: Not Bold, Italic

Audit of i
A - ) o — F tted: Font: Not Bold, Ital
Single Financial Statements and Specific Elements, Accounts or ltémsof.a [ ormatted: Font: ot Boid, “alc

Financial Statement, and with reference to GS 007 Audit Implications of the
Use of Service Organisations for Investment Management Services. Aueiting
StandardsThose Standards require that we comply with-releyvant ethical
reguirementsrelating-to-auditengagements-and plan and perform the audit to
obtain reasonable assurance whether the Statement is free'from material
misstatement with respect to the assertions specified. An-This audit involves
performing audit-procedures to obtain auditevidence about the [specify
assertions audited: existence, rights-and obligations, completeness or
valuation &allocation] of the assets [and liabilities or transactions] in the
Statement. The procedures‘selected depend on the auditor’s judgement,
including the assessment of the risks of material misstatement with respect to
the [specify assertions audited: existence, rights and obligations,
completeness or valuation & allocation] of the assets [and liabilities or
transactions] in the Statement, whether due to fraud or error. An audit also
includes evaluating the appropriateness of the financial reporting framework,
accounting policies used and the reasonableness of accounting estimates
made by management, as well as evaluating the presentation of the Statement
with respectto the [specify assertions audited] of the assets [and liabilities or
transactions] in the Statement.

Because of the test-nature-and-ether-inherent limitations of an audit, together

with the inherent limitations of any-aceounting-and-internal control-system,
there is an unavoidable risk that even some material misstatements may
remain-undiscoverednot be detected, even though the audit is properly
planned and performed in accordance with Australian Auditing Standards.

In making our risk assessments, we consider internal controls relevant to the
entity’sXYZ Service Organisation’s preparation of the Statement in order to

design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the-entity’sXYZ
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Service Organisation’s controls'!, However, we will communicateexpect to
previde-you with-a-separate-letterin writing concerning any raterial
weaknesses-in-the-design-or-implementation-efsignificant deficiencies'in
internal controls over financial reporting on behalf of [user entity/ies], that
come-to-our-attentionwe have identified during the audit of the [specify
assertions audited] of the assets [and liabilities or transactions] in the
Statement.

We will report any uncorrected misstatements which we have aggregated
during the audit but that were determined by management to be immaterial,
both individually and in aggregate, to the Statement taken as a whole, other
than amounts which.are clearly trivial, in‘an attachment to our report.

LThe responsibilities of managementand i [ Formatted: Font: Not Bold, Italic

identification of the'applicable financial reporting framework],

B [Formatted: Font: Not Bold, Italic

Wetake this-oppertunity-to-remind-youQunaudit will be conducted on the

basis that the responsibility for the preparation-and-fair-presentation-of the

. . licable fi ” :
framewerk-and-this-respensibility-includes:that management and, where

appropriate, those charged with governance®, acknowledge and understand
that they have responsibility:

(a) Establishing-and-maintaining-contrelsrelevant-For such internal

control as [management] determines is necessary to enable the

124

In circumstances when the auditor also has responsibility to express an opinion on the
effectiveness of internal control in conjunction with the audit of the Statement, this
sentence would be worded as follows: “In making those risk assessments, the auditor
considers internal control relevant to [name of service organisation]’s preparation and fair
presentation of the Statement in order to design audit procedures that are appropriate in
the circumstances.”

126 Use terminology as appropriate in the circumstances. For an audit under the Corporations

Act 2001, the appropriate terminology is “the Directors”, [ Formatted: English (U.S.)
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preparation of a Sstatement that is free from misstatement, whether
due to fraud or error.

ki . . i
circumstances-

(b) To provide us with:

0] Access to all information’ of which those charged with
governance and management are aware that is relevantto
the preparation/of the Statement such as records;
documentation and other‘matters

(i)  Additional information thatawe may request from which
those charged with governance and management for the
purpose of the audit; and

(iii) _4Unrestricted access to persons within the entity from whom
we determine it necessary to obtain audit evidence

As part of our audit process, we will request from [management and, where
appropriate, those charged with governance] written confirmation concerning
representations made to us in connection with the audit.

We look forward to full cooperation from your staff during our audit. - [ Formatted: Normal

[Distribution of the Auditor’s Report], ! [ Formatted: Font: Not Bold, Italic

We understand that our report may be incorporated in a report prepared by
XYZ service organisation for distribution to the [Trustee/those charged with
governance] of [user entity] for the purpose of fulfilling the [those charged
with governance] of XYZ service organisation’s reporting obligations under
the [title of contract or service level agreement]. Our report will be prepared
for this purpose only and we disclaim any assumption of responsibility for
any reliance on our report, or on the Statement to which it relates, to any
person other than [those charged with governance] of XYZ service
organisation, [the Trustee/those charged with governance] of [ehentcustomer]
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and their Auditor, or for any other purpose other than that for which it was
prepared.*?’

[Other relevant information] , [Formatted: Font: Italic
[Insert other information, such as fee arrangements, billings and other

specific terms, as appropriate.], [Formatted: Font: Ttalic
[Reporting]

[Insert appropriate reference to the expected form and content of the
auditor’s report.]

The form and content of our report.mnay need to be amended in the light of
our audit findings.

A [Formatted: Font: Not Bold, Italic

Independence, ( Formatted: Font: Not Bold, Italic

We confirm that, to the best of our knowledge and belief, the engagement
team are independent of [user entity / user entities/ies] in accordance with
[specify relevant ethical requirements] in relation to the audit of the [specify
assertions audited] of the assets [and liabilities or transactions] in the
Statement.<In conducting our audit of the Statement[specify assertions
audited] of the assets [and liabilities or transactions] in the Statement, should
we become aware that we are not in compliance with the independence
requirements of [specify relevant ethical requirements] we shall notify you on
a timely basis.

127 Use of the report & liability limitation: insert additional wording, if any, required to
reflect any liability arrangements agreed between the service auditor, the service
organisation and other users, including confirmation of the purpose for which the service
auditor’s report has been prepared and the basis on which other parties may use the report.
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Formatted: Heading 6, Space After:
0pt

[ Formatted: Space After: 4 pt

Pleasesign and return the attached copy of this letter to indicate that-itis-in
accerdance-with-yourtnderstanding- your acknowledgement of and

agreement with, the arrangements for our auditof [specify assertions audited]
of the assets [and liabilities or transactions] in the Statement_including our
respective responsibilities-

Yours faithfully,
(signed)

Partner
Firm

Acknowledged and agreed on behalf of XYZ Service Organisation by
(signed)

Name and Title

Date
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Example 3Section-C: Engagement Letter for an Audit of a
Statement

To the appropriate representative of management or fthose charged with
governance} of the XY Z service organisation."”’}

[.The objective and scope of the audit], [Formatted: Font: Italic

You? have requested that we audit the [title of special-purpese financial ( Formatted: Font: Not Bold, Italic
statementrepert]-of fuser entity/ies]*® (“the Statement”), which comprises the

[statement of assets and liabilities] as at [date], and the [statement-of

transactions] for the year then ended, concerning the assets/[and liabilities or

transactions] of [user entity/ies]**" [insert nature of investment management

services: managed by or in the custody of]-f XY Z service organisation} as at

[date].

We are pleased to confirm our acceptance and our understanding of this
engagement by means of this letter. Our audit will be conducted with the
objective of ourexpressing an opinion on the Statement.

I The responsibilities of the auditor], [Formatted: Font: Italic
We will conduct our audit in accordance with the Australian Auditing [ Formatted: Font: Not Bold, Italic
Standards-of-the-Auditing-and-Assurance-Standards-Board-(AUASB), in

particular ASA 402-Audit805 Special Considerations-Relating-te-Entities ‘ Formatted: Font: Italic, Not
Using-Service-Organisations — Audits of Single Financial Statements and Superscript/ Subscript

Specific Elements, Accounts or Items of a Financial Statement, and with

128 The addressees and references in the letter would be those that are appropriate in the
circumstances of the engagement, including the relevant jurisdiction. It is important to refer

to the appropriate persons — see ASA 210 Paragraph A21, [ Formatted: English (U.S.)

129 Throughout this letter, references to “you.” “we.” “us.” “management,” “those charged
with governance” and “auditor” would be used or amended as appropriate in the

- circumstances, [Formatted: English (U.S.)

If certain assertions are specifically excluded from the audit then insert: “except for
[specify assertions excluded, e.g. presentation & disclosure] of the Statement”.

B Where the assets are held in the name of a nominee holding company insert “held in the

name of [nominee holding company]”.
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reference to GS 007 Audit Implications of the Use of Service Organisations
for Investment Management Services. Audmﬁnghose Standards require that
we comply with-relevant ethical requirements

and plan and perform the audit to obtain reasonable assurance whether the
Statement is free from material misstatement. [If the user auditor has
provided a materiality level to apply in the audit insert: The

performanceguantitative materiality level, which we will applyin
determining the nature, timing and extent of audit procedures and in making

our-guantitative-evaluation-ofevaluating the effect of misstatements
identified, has been provided by the auditor-of [user entity] and is [x] percent
of [total assets/net assets].} ThisAr-auditinvolves performing-aueit
procedures.-to'obtain audit evidence about the amounts and disclosures in the
Statement. The procedures‘selected depend on the auditor’s judgement,
including the assessment of the risks of material misstatement of the
Statement, whether due to fraud or error. An audit also includes evaluating
the appropriateness of the financial reporting framework, accounting policies
used and the reasonableness of accounting estimates made by management,
as well as evaluating the overall presentation of the Statement.

Because of the test-rature-and-other inherent limitations of an audit, together
with the inherent limitations of any-accounting-and-internal control-system,

there is-an'unavoidable risk that even material misstatements-may-remain
undiscoveredmisstatements not be detected, even though the audit is properly

planned and performed in accordance with Australian Auditing Standards.

In making our risk assessments, we consider internal controls relevant to the
entity’s-XYZ Service Organisation’s preparation of the Statement in order to
design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the-entity’sXYZ
Service Organisation’s controls**2, However, we expeet-will communicate to
provide you wﬁh%eparatﬂettep n writing concerning any material
weaknesses-in-the-design-or-implementation-of- significant deficiencies in

332 In circumstances when the auditor also has responsibility to express an opinion on the

effectiveness of internal control in conjunction with the audit of the Statement, this
sentence would be worded as follows: “In making those risk assessments, the auditor
considers internal control relevant to [name of service organisation]’s preparation and fair
presentation of the Statement in order to design audit procedures that are appropriate in
the circumstances.”
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internal controls over financial reporting on behalf of [user entity], that come
to-eur-attentionwe have identified during the audit of the Statement.

We will report any uncorrected misstatements which we have aggregated
during the audit but that were determined by management to be immaterial,
both individually and in aggregate, to the Statement taken as'a whole, other
than amounts which are clearly trivial, in an attachment to our report.

-« [ Formatted: ParaPlain
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I The responsibilities of management and

TFhose-Charged-with-Governance
identification of the applicable financial reporting framework],

We-take-this-oppertunity-to-remind-you-Our audit will be conducted on the
basis that the[management and, where appropriate, those charged with
governance]* acknowledge and understand that they have responsibility:

(@) for the preparation and-fair-presentation-of the Statement that gives«

a true and fair view in accordance with [specify framework]***is

thatof-[these-charged-with-governance | —Ourreportwitlexplain

(b)) Establishing-and-maintainingcontrolsrelevant-For such internal <«

control as/[management] determines is necessary to enable the
preparation of a Statement that is free from misstatement, whether
due to fraud or error.

+(C) To provide us with:

(1) Access to all information of which those charged with «

governance and management are aware that is relevant to
the preparation of the Statement such as records,
documentation and other matters;

(ii) Additional information that we may request from which
those charged with governance and management for the
purpose of the audit; and

35 Use terminology as appropriate in the circumstances. For-an-auditunderthe-Corporations
Act 200L_the appropriate torminalogy is “the Difectors™,

% Insert “applicable Australian Accounting Standards” where multiple Australian

Accounting Standards were applied; insert reference to a specific Australian Accounting
Standard where appropriate (for example: “the measurement standards of AAS 25
Financial Reporting by Superannuation Plans.”); or “the accounting policies described in
Note X to the Statement”.
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(iii)  Unrestricted access to persons within the entity from whom
we determine it necessary to obtain audit evidence.

As part of our audit process, we will request from [management.and, where
appropriate, from those charged with governance], written-confirmation
concerning representations made to us in connection with the audit.

We look forward to full cooperation from your staff during our audit.

[EDistribution of the Auditor’s Repori]} [ Formatted: Font: Italic

We understand that our report may be incorporated in a report prepared by
XYZ [Sservice Oerganisation} for distribution to the [Trustee/those charged
with governance] of [user entity] for the purpose of fulfilling the [those
charged with governance] of XYZ {Sservice Oerganisation]’s reporting
obligations under the [title of contract or service level agreement]. Our report
will be prepared for this purpose only and we disclaim any assumption of
responsibility forany reliance on our report, or on the Statement to which it
relates, to any person other than [those charged with governance] of XYZ
[Sservice Oérganisation], [the Trustee/those charged with governance] of
[elientcustomer] and their Auditor, or for any other purpose other than that
for which it was prepared.**®

[JOther, relevant information] [ Formatted: Font: Italic
[Insert other information, such as fee arrangements, billings and other N [ Formatted: Font: Italic
specific terms, as appropriate.] [ Formatted: Font: Italic
[Reporting] [ Formatted: Font: Italic

—

[Insert appropriate reference to the expected form and content of the

auditor’s report.]

The form and content of our report may need to be amended in the light of
our audit findings.

135 Use of the report & liability limitation: insert additional wording, if any, required to
reflect any liability arrangements agreed between the service auditor, the service
organisation and other users, including confirmation of the purpose for which the service
auditor’s report has been prepared and the basis on which other parties may use the report.
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JIndependence, . [ Formatted: Font: Italic

We confirm that, to the best of our knowledge and belief, the engagement ( Formatted: Font: Not Bold, Italic

)

team is independent of [user entity/user entities] in accordance with [specify
relevant ethical requirements] in relation to the audit of the Statement. In
conducting our audit of the Statement, should we become aware that we have
contravened the independence requirements of [specify relevant ethical
requirements] we shall notify you on a timely basis.

Formatted: Heading 6, Space After:

orsuperseded: 0pt

Please sign and return the attached copy of this letter to indicate-that-itis-in

acecordance-with-your-understandingyour acknowledgement of, and
agreement with, the arrangements for our audit of the Statement_including

our respective responsibilities.-

Yours faithfully,
(signed)

Partner
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Fir

Acknowledged and agreed on behalf of f XYZ Sservice Oerganisation] by

(signed)

Name and Title

Date——
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SERVICE ORGANISATION’S TYPE 2 CONTROLS , [ Formatted: Font: 8 pt
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SYSTEM [ Formatted: Font: 12 pt

—

The following example CentrelsReperts-are is for use as a guide only, in
conjunction with the considerations described in GS 007, and wiH-need-te-be

sosipdaeeordino o indadunlrodinaen s ande ceumsiopecare Nol

intended to be-exhaustive or applicable to all situations.

Comment [CHG56]: Aligned with
ASAE 3402 Appendix 1

XYZ fService Organisation}’s Repert- Type 2 Assertion by
= | I I |t ] -

eentrelseveron the [linvestment Mmmanagement Sservices]
System

ices] . [servi isation] £ |
established-to-meet-each-of those-ebjectives—Assertion by the Service

Organisation
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The accompanying description has been prepared for customers who have
used [the type or name of] system and their auditors who have a sufficient
understanding to consider the description, along with other information
including information about controls operated by customers themselves,

when assessing the risks of material misstatements of customers’ financial
reports/statements. [Entity’s name] confirms that:

The accompanying description at pages [bb-cc] fairly presents [the type or
name of] system for processing customers’ transactions throughout the period
[date] to [date]. The criteria used in making:this assertion were that the
accompanying description:

Presents how the system was.designed and implemented, including:

° The types of services provided, including, as.appropriate, classes of
transactions processed.

° The procedures, within both information technology and manual
systems, by which those transactions were initiated, recorded,
processed, corrected as necessary, and transferred to the reports
prepared for customers.

° The related accounting records, supporting information and specific
accounts that were used to initiate, record, process and report
transactions; this includes the correction of incorrect information
and how information was transferred to the reports prepared for
customers.

° How the system dealt with significant events and conditions, other
than transactions.

° The process used to prepare reports for customers.

° Relevant control objectives and controls designed to achieve those
objectives, including the control objectives for [investment
management services] provided in Guidance Statement 007 Audit
Implications of the Use of Service Organisations for Investment
Management Services] except for [number excluded] control
objectives for the reasons set out in the attached Description of
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Controls in Operation].** Controls that we assumed, in the design
of the system, would be implemented by customers, and which, if
necessary to achieve control objectives stated in the accompanying
description, are identified in the description along with the specific
control objectives that cannot be achieved by ourselves alone.

° Other aspects of our control environment, risk assessment process,
information system (including the related business processes) and
communication, control activities and menitoring controls that were
relevant to processing and reporting customers’ transactions.

Includes relevant details of changes to the service organisation’s system
during.the period [date] to [date].

Does not omit or distort information relevant to the scope of the system being
described, while acknowledging that the description is prepared to meet the
common needs of a broad range of customers and their auditors and may not,
therefore, include every aspect of the system that each individual customer
may consider important in its own particular environment.

The controls related to the control objectives stated in the accompanying
description were suitably designed and operated effectively throughout the
period [date] to [date]. The criteria used in making this assertion were that:

The risks that threatened achievement of the control objectives stated in the
description were identified;

The identified controls would, if operated as described, provide reasonable
assurance that those risks did not prevent the stated control objectives from
being achieved; and

The controls were consistently applied as designed, including that manual
controls were applied by individuals who have the appropriate competence
and authority, throughout the period [date] to [date].

16 Insert if certain control objectives specified in this Guidance Statement are not met by

relevant controls.
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Signed on behalf of [Management/Those Charged with Governance]
Date
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ATTACHMENT 1: Management/These-Charged-with

GovernaneelXYZ Service Organisation’s Description of Control
Objectives-and-Controls-overthe [Investment Management Services]

System Accompanying XYZ Service Organisation Management’s
Assertion

[ Formatted:

Font: Bold

—J L

XYZ SERVICE ORGANISATION’S [INVESTMENT MANAGEMENT <« [ Formatted: Font: Bold, All caps

SERVICES] SYSTEM, [ Formatted: ParaPlain

Services Provided, [ Formatted: All caps

XYZ Service Organisation (XYZ) provides its customers with [Investment ; [ Formatted: Font: 10 pt

Management Services: custody; asset management, property management, [ Formatted: Font: Bold

superannuation member administration, investment administration or

registry] services, which involves [describé services provided].

The System, [ Formatted: Font: 10 pt

The stated internal control objectives and related controls included in this [ Formatted: Font: Bold

report apply to XYZ operations as they relate only to [investment

management] services. Specifically excluded from this report are controls

within individual'systems, controls executed at customer premises and other

services provided by XYZ, including [other related services provided to

customers].

The effectiveness of controls performed by customers of XYZ should also be

considered as part of the overall system of control relating to XYZ’s

[investment management] services.

[Describe, as appropriate:**°

° The procedures, within both information technology and manual «_ [ Formatted: Font: Italic
systems, by which those transactions were initiated, recorded, [ Formatted: ListBullet

processed, corrected as necessary, and transferred to the reports
prepared for customers.

° The related accounting records, supporting information and specific
accounts that were used to initiate, record, process and report

1% Aspects of the system to be described here relate to the manner in which the system operates
to provide services to customers but do not include specific controls which are designed to
achieve the control objectives.
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transactions; this includes the correction of incorrect information
and how information is transferred to the reports prepared for

customers.

o =B How, the, system, dealt, with significant events and conditions;

other than transactions.

° B4} The process used to prepare reports for customers.

B3} This may include a description of the flow of transactions or a
flowchart].

[Controls‘at Subservice Organisations]**’

[XYZ Service Organisation-uses [name of subservice0rganisation] to
provide [type or name of] services, which form‘part of the [investment
management services ] system used by XYZ- Service Organisation’s
customers. The [type or name of] services provided by [subservice
organisation] are [describe the nature of the services provided]. XYZ-Service
Organisation’s description of the system includes XYZ-Service
Organisation’samonitoring controls over the operating effectiveness of the
controls atfsubservice organisation] and [includes/excludes]*** the relevant
control objectives and related controls of [subservice organisation].]

Internal Control Objectives and Related Controls

We set out in this report the control objectives and related controls
implemented for XY Z-Service Organisation. The specific controls set out in
the remainder of the report have been designed to achieve each of the control
objectives. The controls have been in place throughout the period from [date]
to [date] unless otherwise indicated.

The Controls which were in operation at- XY Zf sService-eOrganisation}
throughout the period_from [date] | to from [date]H, or during a lesser

40 Insert this section if XYZ Service Organisation uses a subservice organisation which

performs some of the services provided to customers which use the system.

Use “includes” if the inclusive method is used and “excludes” if the carve-out method is
used with respect to the subservice organisation’s services.

141
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period where specified, to ensure that the identified Control Objectives over
[investment management services] are achieved were:

Internal Control Objective

[taserteControl objectives, including those for the relevant investment
management services from GS 007 Appendix 2 Section B.]*#

Related Controls

{ay——[List controls in operation during the specified period relatingto <« [ Formatted: No bullets or numbering J
each control objective]—\Where-the-controlhas-netbeen-inplacefor-the-entire
reporting-pertod:

[Period.of operation; If the control has not been jn operation the
entire periodor has changed, state the period during which the control was
operating and the period during which the change was effective.]

Formatted [ﬂ

[Complementary customer controls: Describe any complementary Formatted [ﬂ
user entity controls contemplated in the design of the controls.] ***

[The description may be presented in various formats such as narratives,
flowcharts, tables or graphics, with an indication of the extent of manual and
computer processing used.]**

12 Where the control objective is excluded, insert: “This control objective is not relevant to

the operations of [service organisation]’s [investment management services] and so has
not been addressed by the controls because [specify reasons]”]

This section should be inserted for each control which has not been in operation for the
whole period or has changed during the period.

This section should be inserted for each control for which there are complementary user
entity controls contemplated in the design of the control.
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Ref: para) [Formatted: Normal, Right, Tab stops:
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Definitions-and-MINIMUM CONTROL entrol d: Font:
OBJECTIVES FOR EACHBbjectives for-each-tavestment [ Formatted: Fot: 12 p
Management-Service INVESTMENT MANAGEMENT  Formatted: Font: 8 p, Not Eod
SERVICE ( Formatted: Font: 8 pt

o o J

This section sets out detailed control objectives for the investment
management services referred to in GS 007 paragraph 8 and further defined
below. The control objectives listed are the minimum objectives which the
service auditor and users of the-Centrolsa Type 1 or 2 Report may.reasonably
expect to be addressed in the sService 0Organisation’s/description of its
system Centrels-Repert-but are not intended to be exhaustive. It remains the
responsibility of management, or those charged with governance, of the
service organisation] to ensure that the described control objectives are
sufficient-to-meet-thelikely to be relevant to customer’s controls as they relate

to financial reporting.-expectations-of user-entities. User-entitylies-are
referred-to-as-client/s-in-these-control-objectives:

A. Custody

Definition:

“Custody” is the performance of the following functions on behalf of user
entities:

. Maintaining custody of assets and records of the assets held for user
entities (Such assets may exist in physical or electronic form).

. Collecting income and distributing such income to user entities.

. Receiving notification of corporate events and reflecting such events
in the records of user entities.

. Receiving notification of asset purchase and sale transactions on

behalf of user entities for which the custodian is holding assets, and
reflecting such transaction in the records of user entities.
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. Receiving payments from purchasers and disbursing proceeds to
sellers for asset purchase and sale transactions.
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Control Objectives:
Accepting ehentscustomers

A2:Al. Accounts are set up completely and accurately in accordance with <« | Formatted: Outline numbered +
ehientcustomer agreements and applicable regutationsregulation, if Level: 1 + Numbering Style: 1, 2, 3, ...
any. + Start at: 1 + Alignment: Left +

Aligned at: 0 cm + Indent at: 1.25 cm

A3.A2. Complete and authorised customerelient agreements are established
prior to initiating custody activity.

A4.A3. Investment holdings and related history (where applicable)
transferred from prior.custodians are received and recorded

completely, accurately and jon a timely basis| Comment [CG57]: Adequate to leave
this to professional judgement?

Authorising and processing transactions

A5.A4. Investment and related cash and foreign exchange transactions are
authorised and recorded.completely, accurately and on a timely basis
in accordance with-customerehent instructions.

ABAS5.  Investment and related cash and foreign exchange transactions are
settled completely, accurately and on a timely basis and failures are
resolved in a timely manner.

A+-A6. Corporate events and voting instructions are identified, actioned
processed and recorded on a timely basis.

A8-A7. Cash receipts and payments are authorised, processed and recorded
completely, accurately and on a timely basis.

A9:A8. Securities lending programs are authorised and loan initiation,
maintenance and termination are recorded on an accurate and timely
basis.

A9. Loans are collateralised in accordance with the lender’s agreement

and the collateral together with its related income is recorded
completely, accurately and on a timely basis.
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A10. (Collateral is completely and accurately invested in accordance with
the lender’s agreement.

Maintaining financial and other records

All.  Accounts are administered in accordance with customereclient
agreements and applicable regulations.

Al12.  Changes to significant non-monetary static data (for example,

address changes and changes in allocation instructions) are
authorised and correctly recordedon a timely basis.

A13. _Investment income and related tax reclaims are collected.and
recorded accurately and on a timely basis.

Al4.  Asset positions for securities held by-third parties such as sub
custodians and depositories are accurately recorded and regularly
reconciled.

Safeguarding assets

Al5.  Physteally-Assets held assets(including investments held with
depositories, cash and physically held assets) are safeguarded from
loss, misappropriation and unauthorised use.

Al6.  Cash-is-safeguarded-and-payments-are suitably-authorised-and
controled:Assets held are appropriately registered and segregated
from the custodian’s own assets and assets of other customers.. |

AlL6.Al7. [If the custodian also provides Asset Management or

Investment Administration services: Appropriate segregation exists
between the custodian's Asset Management/Investment
Administration and Custodian operations to ensure that asset
management personnel do not have custody, control or access to
assets or to confidential information of the Custodian's other

customers.|
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Monitoring compliance

AL7ALS. Sub-custodians and other out-sourced activities are
approved and managed in accordance with the requirements of the
customerehient agreement.

Al18:A19. Transaction errors are rectified promptly.

Reporting

A19.A20. CustomerChient reporting in respect of customerelient asset
holdings.is complete and accurate and provided within required
timescales.

A20.A21. Asset positions and details of securities’lent are reported to

interested parties accurately and within the required time scale,
including those responsible for initiating voting instructions.

Monitoring Subservice Organisations**®

A22.  The controls at|sub-custodians over custody of XYZ Service -

Organisation’s customer’s assets are operating effectively
throughout the period.

Information technology

G1-G.14

6 _Include control objectives for monitoring subservice organisations when the carve -out
method is used to deal with subservice organisations..
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B. Asset Management

Definition:
“Asset management” is the investment of money on behalf of €hient
customers and involves the performance of the following functions:

. Initiating and executing purchase and sale transactions, either by
specific direction from the customerehient or under discretionary
authority granted by the customer elient.

. Determining whether transactions comply with guidelines and
restrictions:

[} Reconciling records of security transactions and portfolio holdings,
for each elientcustomer, to statements received from the custodian.

. Reporting to the eliertcustomer on portfolio performance and
activities.
° |Asset management includes hedge funds and private equity. Hedge

funds are private investment funds that participate in a range of
assets and a variety of investment strategies intended to protect the
fund’s investors from downturns in the market while maximising
returns on market upswings. Private equity is an asset class that is

not publicly traded on a stock exchange. Control objectives specific
to hedge funds and private equity are indicated. |

Control Objectives:
Accepting ehientcustomers

B.1 Accounts are set up completely and accurately in accordance with
elientcustomer agreements land applicable regulations, if any.

B.2 Complete and authorised elientcustomer agreements, including
investment guidelines and restrictions, are established prior to
initiating investment activity.
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B.3

For hedge funds: [New hedge funds are properly structured and

authorised (where applicable), take account of legal and tax
reguirements and contain a specified investment strategy.

Authorising and processing transactions

B4

B.5

B.6

B.7

B.8

Asset investment transactions are properly authorised, executed and
allocated in a timely and accurate‘manner.

Transactions are undertaken only with approved counterparties.

Asset investment and related cash transactions are completely and
accurately recorded and settled in a.timely manner.

Corporate events and proxy voting instructions are identified and

generated; respectively, and then actioned processedactioned
processed and recorded accurately and in a timely manner.

ClientCustomer new monies and withdrawals are processed and
recorded completely and accurately, withdrawals are appropriately
authorised.J

Maintaining financial and other records

B.9

B.10

B.11

B.12

GS 007

Accounts are administered in accordance with elientcustomer
agreements.

Changes to significant non-monetary elientcustomer data (for

example, address changes and changes in allocation instructions) are
authorised and correctly recorded on a timely basis.

Investment income isand related tax are accurately recorded in the
proper period.

Investments are valued using current prices obtained from
independent external pricing sources or an alternative basis in
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accordance with elientcustomer agreements fin circumstances where
independent sources are not available.J

B.13  Cash and securities positions are completely and accurately recorded
and reconciled to third party data.

B.14  Investment management fees and other account expenses are
accurately calculated and recorded fin accordance with customer
agreements,

SafeguardingassetsSegregation of assets

B.15 _Investments are properly registered and ehentcustomer money is

segregated.

Monitoring compliance

| B.16  ClientCustomer portfolios are managed in accordance with
investment objectives, monitored for compliance with investment
guidelines and restrictions and performance is measured.

B.17  Ouiseurced-activitiesAsset management services provided are
approved,-and managed in accordance with the requirements of the
elientcustomer agreement and conflicts of interest identified to
customers

B.18  Transaction errors (including guideline breaches) are rectified
promptly and elientcustomers treated fairly.

B:18B.19 Counterparty exposures are monitored
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Reporting to ehentcustomers

B.20  ClientCustomer reporting in respect of portfolio transactions;
holdings and performance, brokerage and voting is complete and
accurate and provided within required timescales.

Monitoring Subservice Organisations**’

B.21  [The controls at_subservice organisations over asset management of «

XYZ Service Organisation’s customer’s investments are operating
effectively throughout the period.

| Formatted: Outline numbered +

Level: 1 + Numbering Style: 1, 2, 3, ...
+ Start at: 1 + Alignment: Left +
Aligned at: 0 cm + Tab after: 1.25cm
+ Indent at: 1.25cm

B-19B.22 L.
‘| Comment [CG77]: Only relevant where
‘Hedqe Fund Asset Manaqement‘ <« a controls report is available from the sub-
; ‘ service organisation.
Scope: [ comment [CG78]: PAG to advise on

The following additional control@bjectives apply to hedge funds. Hedge
funds are private investment funds that participate in a range of assets and a
variety of investiment strategies intended to protect the fund’s investors from
downturns_in‘the market while maximising returns on market upswings.

Control Objectives:

Accepting clients

B.23 New funds are properly structured and authorised (where
applicable), take account of legal and tax requirements and contain a
specified investment strategy.

B.24 _ [Funds are set up and administered in accordance with the Fund’s <
constitutional agreements and applicable requlations.

" _Include control objectives for monitoring subservice organisations when the carve -out
method is used to deal with subservice organisations..
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Authorising and processing transactions

B.25

Complete and authorised agreements with counterparties.(€:@s, prime<———

B.26

broker, administrator and custodian) are operative priof to initiating
investment activity

Investor subscriptions and redemptions are processed and’recorded

B.27

completely and accurately; redemptions are apprepriately authorised

Where quantitative trading strategiessare adopted, the design and

B.28

review of such strategies / models'is monitored.

Trading activity is only undertaken within the parameters-of the

GS 007

Fund’s investment strategy (e.g., limits on leverage, concentration
risk, counterparty risk, type of investments).
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Maintaining financial and other records

B.29  Mhere reliable market price data is not available hard-to-value «
assets are valued using consistent valuation arrangements which
mitigate conflicts of interest and are disclosed to investors. |

B.30 _ |Reconciliations are undertaken between the prime broker, the
administrator and the custodian for daily trades, investment
positions, settlements and cash in a timely and accurate manner.|

""""""" Formatted: AParalLevell, Outline
numbered + Level: 1 + Numbering
Style: 1,2, 3, ... + Startat: 1 +
Alignment: Left + Aligned at: 0.cm +
Tab after: 1.25 cm + Indent at: 1.25
cm

‘[ comment [C82]: Covered by B12?

B.31  |Lock-up periods, redemption gates and penalties are accurately.
applied in accordance with the Fund’s constitutional agreements.|

B.32° ~ Where hard-to-value assets are placed in sidepockets, they are
appropriately identified and recorded infaccordance with the Fund’s
constitutional agreements.

Safeguarding, assets

B.33 Liquidity' management is undertaken with due regard to investor
subscriptions and redemptions, margin calls, terms and duration of
bank borrowing and the payments due to creditors

Monitoring compliance

B.34 _ [ortfolio liquidity is monitored in accordance with client instruction
in order to meet redemption requests in a timely manner.

B.35  Levels of leverage, margin calls, counterparty exposures and
potential events of default are monitored. |

Reporting to investors

B.36 Reporting to investors in respect of fund net asset values, portfolio
transactions, investment holdings, performance, commission and
voting and other information agreed with investors is complete and
accurate and provided with required timescales.

Asset Management - Private Equity|
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Scope:

FPrivate Equity” is Jan asset class that is not publicly traded on a stock

exchange and consists of investors and funds that make investments directly
into private companies or conduct buyouts of public companies that result in
a delisting of public company. |

Control Objectives:

Accepting clients

B.37 New funds are properly developed and authorised, take account of
legal and tax requirements and contain a specified investment

strateqy.

B.38  Prospective investors are assessed for-suitability and complete
relevant legal documentation prior to investment activity.

B.39 Investment guidelines and restrictions are established and updated as
required.

Authorisingand processing investment transactions

B.40 Investment decisions are researched, authorised and implemented in
accordance with the investment strategy and due diligence and abort
costs are controlled.

B.41 Investment transactions and commitments are properly authorised
and executed in a timely and accurate manner (this is intended to
include acquisitions and exits).

B:20B.42 Investment and related cash transactions are completely and
accurately recorded and communicated for settlement in a timely
manner.

B.43 Rights and obligation arising from an exit are recorded and
monitored
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B.44 Investment allocations are made in accordance with the terms of the
partnership or supporting agreements

Maintaining financial and other records

B.45 Investment income and related tax are accurately recorded in‘the
proper period

B.46 Investments are valued in accordance with relevant industry
guidelines

B.47 Investor.drawdowns and distributions are authorised, processed and
recorded completely-and accurately

B.48 Investment management fees, carried interest payments and
expenses of the funds are authorised;accurately calculated, recorded
and allocated in accordance with the fund’s legal documentation

B.49  Cash and investment positions are completely and accurately
recorded and reconciled to third party data or documents of title held

Safeguarding assets

B:50 Investments are properly registered and securely held.

B.51 Uninvested cash is managed with due regard to diversification of
risk and security of funds.

Monitoring compliance

B.52 Investment performance is monitored.

B.53 Outsourced activities are properly managed and monitored and
conflicts of interest identified to clients.

Reporting to investors

B.54 Investor reporting is complete and accurate and provided within
required timescales.
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B.55  Reports and accounts are prepared having regard to disclosure
requirements and submitted in accordance with timescales
determined by applicable law and regulations and are distributed to
investors on a timely basis

Information technology

G1-G.14
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C. Property Management

Definition:

“Property management” is the performance of the following functions:

Initiating and executing property purchase and sale transactions
either by specific direction from the elientcustomer or under
discretionary authority granted by the elientcustomer.

Determining whether transactions comply with guidelines and
restrictions.

Reconciling recordsof transactions for each ehentcustomer, to
statements received from the custodian.

Reporting to the eliertcustomer on performance and activities.

Control Objectives:

Cl1

Cz2

C3

C4

Accepting ehentcustomers

Accounts are set up completely and accurately in accordance with
ehentcustomer agreements and applicable regulations, if any.

Complete and authorised elientcustomer agreements are established
prior to initiating investment activity.

Investment guidelines and restrictions are established and agreed
prior to investment management activity.

Pooled fund unitholder activity is recorded completely, accurately
and in a timely manner.

Authorising and processing transactions

C5

GS 007

Investment decisions are properly formulated in accordance with
investment guidelines, authorised, implemented and reviewed on a
timely basis.
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C.6

C7

C38

C9

C.10

c.l

Property developments are only undertaken in accordance with
acceptable risk criteria.

Costs associated with buying and selling properties are authorised
and recorded accurately.

Tenants’ covenants and lease conditions are assessed and authorised
on a timely basis.

Property and related cash transactions are completely and accurately
recorded and settled in a timely manner.

Rental income and service charges are accurately calculated and
recorded on a timely basis.

ClientCustomer new monies and withdrawals are authorised,
processed and recorded completely and accurately.

Maintaining financial and other records

C.12

c13

C.14

C.15

C.16

C.17

GS 007

Accounts are administered in accordance with elieatcustomer
agreements and applicable regulations.

Changes to [significant non-monetary elientcustomer data (for

example, address changes and changes in allocation instructions) are
authorised and correctly recorded on a timely basis.

Complete and accurate records of each property are maintained.

Valuations are obtained at regular intervals from independent
external valuers.

Income entitlements are received in full, wherever possible, and
expenses, both recoverable and irrecoverable, are controlled.

Property management fees and other account expenses are
accurately calculated and recorded.
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C.18

C.19

Rents are monitored and rent reviews are recorded promptly and
accurately.

Pooled funds are priced and administered accurately and ina timely
manner.

Safeguarding assets

C.20

cz21

C.22

Cc.23

Properties purchased are of good and marketable title.

Title deeds are safeguarded fromloss, misappropriation and
unauthorised use.

Uninvested cash is managed with.due regard to diversification of
risk and security of funds.

Risks arising from investing in property are insured where this is
economic to the interests of owners (for example consider claims
eteetc. arising from the public where large shopping malls are
owned).

Monitoring'compliance

c24

C.25

C.26

ClientCustomer portfolios are managed in accordance with
investment objectives, monitored for compliance with investment
guidelines and restrictions and performance is measured.

Outsourced-activitiesProperty management services provided are
approved and managed in accordance with the requirements of the
chientcustomer agreement.

Transaction errors (including guideline breaches) are rectified
promptly and ehientcustomers treated fairly.

Reporting to ehentcustomers

C.27

ClientCustomer reporting in respect of property transactions,

GS 007

holdings and performance is complete and accurate and provided
within required timescales.
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Monitoring Subservice Organisations**®

C.28 _ [The controls at subservice organisations over property management «
of XYZ Service Organisation’s customer’s property are operating
effectively throughout the period.

+C29 |.]

p
Formatted: Indent: Hanging: 1.27
cm, Numbered + Level: 1 +
Numbering Style: 1, 2, 3, ... + Start at:
1 + Alignment: Left + Aligned at: 0.63

Soolem+ Indent at: 1.27 cm

Information technology

Gl-G.14

8 Include control objectives for monitoring subservice organisations when the carve -out

method is used to deal with subservice organisations..

GS 007
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D. Superannuation Member Administration

Definition:

“Superannuation member administration” is the performance of the following
functions:

GS 007

Maintaining membership data, including the addition of new
members and updating existing members’ data.

Receiving contributions and transfers in from employers, members
or government and allocating to/members accounts.

Calculation and payment of benefits to members, beneficiaries, other
superannuation funds and/or other third parties where applicable
(e.g. financial hardship).

Receiving instructions from members and trustees regarding
investment elections and investment switch requests, and
communicating these instructions to other service organisations
responsible for executing these instructions.

Processing deductions from member accounts, including insurance
premiums, administration fees and contribution tax, and remittance
of expenses and tax to appropriate parties.

Liaison with insurers regarding insurance claims, receipt of
insurance proceeds and payment of death, TPD and income
protection benefits.

Allocation of fund earnings to members’ accounts, through
application of crediting rate or adjustment of unit prices.

Annual review of fund, including roll up of members’ accounts and

calculation of vested benefits/accrued benefits and annual reporting
to members and trustees.
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Where the service organisation maintains financial records in addition to
member records, the control objectives in Appendix 2 Section E Investment
Administration will be applicable.

Control Objectives:
Accepting ehentcustomers

E.l Accounts for superannuation funds and sub-plans are set up « { Formatted: AParalLevell, Indent:
completely and accurately in accordance with elientcustomer Hanging: 1.27 cm, Numbered + Level:
agreements and applicable regulations, if any. 1 + Numbering Style: 1, 2, 3, ... +

Start at: 1 + Alignment: Left + Aligned

E.2 _~Member accounts are set up completely and accurately-in at: 0.63 cm + Indent at: 1.27 cm

accordance with fund rules and individual investment and insurance
elections.

Authorising and processing transactions

E.3 Contributions and transfers in are correctly classified and allocated <« { Formatted: AParalLevell, Indent:
to members’ accounts, processed accurately and on a timely basis. Hanging: 1.27 cm, Numbered + Level:

1 + Numbering Style: 1, 2, 3, ... +
E4 Superannuation benefits payable and transfer values are calculated Start at: 1 + Alignment: Left + Aligned

at: 0.63 cm + Indent at: 1.27 cm

and recorded accurately and are paid on a timely basis.

E.5 Instructions from members and trustees regarding investment
elections and investment switch requests are actioned and accurately
processed.

E.6 Deductions from member accounts, including insurance premiums,

administration fees and contribution tax, are calculated in
accordance with member elections, fund rules, relevant legislation
and regulations and accurately recorded.

E.7 Expenses and tax deducted are remitted to the appropriate parties.
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Maintaining member records

E.8 Changes to membersmembers’ significant standing data (for « ( comment [CG92]: PwC comment etter |
example, address changes and changes in allocation instructions) are
authorised and correctly recorded on a timely basis.

Formatted: AParalevell, Indent:

Hanging: 1.27 cm, Numbered + Level:

1 + Numbering Style: 1, 2, 3, ... +

E.9 Investment earnings are accurately allocated (through crediting rates Start at: 1 + Alignment: Left + Aligned
or unit pricing) to member accounts and in accordance with trustee at: 0.63 cm + Indent at: 1.27 cm

directions and fund rules.

Safeguarding assets

E.10 Superannuation fund; sub-plan and member data is appropriately < { Formatted: AParaLevell, Indent:
stored to ensure security and protection from unauthorised use. Hanging: 1.27 cm, Numbered + Level:
1 + Numbering Style: 1, 2, 3, ... +
Monitoring compliance Start at: 1 + Alignment: Left + Aligned
| at: 0.63 cm + Indent at: 1.27 cm
E.11  Contributions are received in accordance with fund rules and « Formatted: AParaLevell, Indent:
relevant legislation. Hanging: 1.27 cm, Numbered + Level:
1 + Numbering Style: 1, 2, 3, ... +
E.12  Transaction errors are identified, notified to members or trustees in Start at: 1 + Alignment: Left + Aligned
accordance with elientcustomer agreements and rectified promptly if at: 0.63 cm + Indent at: 1.27 cm
required.

E.13  Benefits payable and transfer values are calculated and paid in
accordance with superannuation fund rules, relevant legislation and
regulations.

E.14  Outsourced-activitiesSuperannuation member administration
provided to customers -areis approved and managed in accordance
with the requirements of the elientcustomer agreement.

Reporting to elientcustomers

E.15 _ Annual member statements issued to members are accurate and - { Formatted: AParaLevell, Indent:
complete and distributed on a timely basis. Hanging: 1.27 cm, Numbered + Level:

1 + Numbering Style: 1, 2, 3, ... +
Start at: 1 + Alignment: Left + Aligned

at: 0.63 cm + Indent at: 1.27 cm
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Monitoring Subservice Organisations**®

E.16  [The controls at_subservice organisations over superannuation « Formatted: AParaLevell, Indent:
member administration of XYZ Service Organisation’s customer’s Hanging: 1.27 cm, Numbered + Level:
superannuation scheme are operating effectively throughout the 1 + Numbering Style: 1, 2, 3, ... +
period) Start at: 1 + Alignment: Left + Aligned

} at: 0.63 cm + Indent at: 1.27 cm

EASE.17 L. Comment [CG93]: Only relevant where

. a controls report is available from the sub-

Information technology service organisation.

‘| Comment [CG94]: PAG to advise on

Gl1l-G.l14 control objectives.

9 Include control objectives for monitoring subservice organisations when the carve -out

method is used to deal with subservice organisations.
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E: Investment Administration
Definition:
“Investment Administration” is the performance of the following functions:

. Maintaining records of securities, cash, and other portfolio assets
and liabilities based on information received from the
Trustee/Responsible Entity, investment manager, registrar, custodian
and others (as applicable).

. Valuations of portfolio assets andiabilities, determining net asset
values and reporting thereof.

. Periodic reporting of performance@and investment.compliance to the
Trustee/Responsible Entity, investment.manager, and others (as
applicable).

. Periodic financial reporting.

Unit pricing and crediting rate calculations are also a function performed in
investment administration, for which the control objectives include the
accurate calculation of daily or other periodic unit prices or crediting rates
with detailed controls allied to that objective. This control objective has not
been listed below, because it would not ordinarily be necessary to test these
detailed controls in obtaining assurance over the operating effectiveness of
controls over the investment administration services provided by a service
organisation for the purpose of the audit of user entities’ financial reports.

Control Objectives:
Accepting elientcustomers

E.1 Accounts are set up completely and accurately in accordance with < Formatted: AParalevell, Indent:
chientcustomer agreements and applicable regulations, if any. Hanging: 1.27 cm, Numbered + Level:

1 + Numbering Style: 1, 2, 3, ... +
E.2 Complete and authorised elientcustomer agreements are established Start at: 1 + Alignment: Left + Aligned

prior to initiating accounting activity. at: 0.63 cm + Indent at: 1.27 cm
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Authorising and processing transactions

D Formatted: AParalLevell, Indent:
Hanging: 1.27 cm, Numbered + Level:
1 + Numbering Style: 1, 2, 3, ... +
E4E.3 Corporate actions are actioned, processed and recorded accurately .| Startat: 1 + Alignment: Left + Aligned
and on a timely basis | at: 0.63 cm + Indent at: 1.27 cm

{ Comment [C95]: Moved down

—

[ Comment [C96]: Moved down ]
Maintaining financial and other/records
E-B6E.4 Accounts are administered in accordance with ehertcustomer < Formatted: AParaLevell, Indent:
agreements. Hanging: 1.27 cm, Numbered + Level:
1 + Numbering Style: 1, 2, 3, ... +
E7E.5 Changes to significant.non-monetary static data (for example, Start at: 1 + Alignment: Left + Aligned
address changes and changes in allocation instructions) are at: 0.63 cm + Indent at: 1.27 cm
authorised and correctly recorded on a timely basis. ( comment [CG97]: PwC comment etter |

E8E.6 Investment income and related tax are accurately calculated and
recorded on a timely basis.

EOQE.7 Investments are valued in accordance with regulatory requirements,
chientcustomer agreements_or industry standard—as-applicable.

. o letely: | .

E.8 Cash and securities positions are completely and accurately recorded
and reconciled to third party data.

E.9 Expenses are appropriately authorised and recorded in accordance
with the service level agreement and/or customer instructions on a

timely basis.

E.10 Distribution rates are accurately calculated and authorised and
distribution amounts are recorded in a timely manner.
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E.11 Issue and cancellations of shares/units are recorded completely and
accurately, and positions are regularly reconciled.

E.12  Reconciliations between different systems, including the investment
ledger, general ledger and administration system, are performed ona
timely basis.

Monitoring compliance

E.13 Errors are identified, notified to elieptcustomers and rectified -

promptly in accordance with elieatcustomer agreements:

E.14 __Outsourced-Investment administration services provided.to
customers aetivities-are approved-and managed in‘accordance with
the requirements of the ehientcustomer agreement and conflicts of
interest identified to clients.-

EJE.15
manner.

Pricing and distribution rate errors are rectified in a timely

Reporting to ehentcustomers

EA5E.16
net asset value if required, are accurate and complete and distributed
on a timely basis.

appl-}eabl-e—l-a'ws—al:\d—mg’&lmﬂs—- i O

Taxation

E.17 _ [TaxPolicy is updated and reviewed on a timely basis. «/

Periodic reports to elientcustomers, including calculation of <

EA7E.18 The general ledger or investment system is based on
complete and accurate tax information {based-er-aHin accordance
with instructions eradvice-received from the elientcustomer and/or

their approved advisors)—p#ier—te—preeessmg%ax—infe#naﬂen.]
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E-18— Distribution income receivable by customers is-complete-and

aceurate-and-is reported to ehientcustomers pased on tax policy and

Comment [CG100]: Replace with
“components”? EY suggestion.

underlying tax records on a timely basis|

E.19 «

E.20 Tax information components and attributes used in the preparation
of the tax computation are complete-and accurate and calculated on

a timely basis in accordance with'tax policy and/or client
instructions.(including: capital gains, TOFA, withholding tax,
foreign income fund amounts, current and prior year tax-losses,
current and prior year timing differences, Section115-45 securities,
franking credits, foreign tax credits, Division 16E amounts). -is

complete-and-accurate-and-caleulated-en-a-timely-basis-
E20 [

E.21

Current and deferred tax balances, asre calculated for the financial

statements, are materially correcteempletely-aceuratehyare-vakid

and processed in a timely manner (where appropriate) )in
accordance with tax policy. |

E22—Assets are completely and accurately classified as held on either a
capital or a revenue account (where appropriate) ) in accordance

with client instructions or tax policy.

wmu%w&hﬁandr%epmeesseéemmpme%aeeemly—and<

Monitoring Subservice Organisations'*

10 Include control objectives for monitoring subservice organisations when the carve -out

method is used to deal with subservice organisations.
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E.23  [The controls at_subservice organisations over investment - { Formatted: AParaLevell, Indent:
administration of XYZ Service Organisation’s customer’s Hanging: 1.27 cm, Numbered + Level:
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F. Registry
Definition:

“Registry” is the performance of the following functions:

Maintaining records of the name and address of each shareholderor
unitholder_investing in the customer/issuer, the amount of:shares or

units in the customer owned by each share/unitholder, any reference
corresponding to a share/unit holder’s positions, the issue date of the
share/unit, and the cancellation date of the share/unit (if applicable).

Recording. the amount of shares/units purchased, redeemed,
switched, transferred-or reinvested bya shareholder or unitholder on
the issuer’s booksupon receipt of-a validated request.

Recording changes to share/unit holdings as a consequence of a
corporate action upon receipt of a validated instruction.

Monitoring the issuance of shares/units in an issue to prevent the
unauthorised issuance of shares/units.

Ensuring that any issuance of shares/units will not cause the
authorised number of shares/units in an issue to be exceeded and that
the number of new shares/units represented corresponds to the
number of cancelled shares/units.

Performing stakeholder meeting and voting processes such as
document design and print procurement, postage, other distribution
of documentation and reporting.

Control Objectives:

Accepting ehientcustomers

F.1

F.2

GS 007

Accounts are set up completely and accurately in accordance with < { Formatted: AParalLevell, Indent:

chientcustomer/issuers agreements. Hanging: 1.27 cm, Numbered + Level:
1 + Numbering Style: 1, 2, 3, ... +

Complete and authorised elientcustomer agreements are established Start at: 1 + Alignment: Left + Aligned

at: 0.63 cm + Indent at: 1.27 cm

prior to initiating accounting activity.
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Authorising and processing transactions
F.3 INew share/unitholder activity is clearly established and recorded

completely, accurately and in a timely manner,

F.4 Decuments-Share/unitholder applications, redemptions and switches
received are checked, sorted and distributed for processing in a
timely manner.

F.5 Share/unitholder rvestortransactions and adjustments are
authorised, processed accurately, completely and in a timely
manner.

F.6 Cash receipts are processed accurately and banked promptly.

F.7 Cheques and confirmation letters issued are accurately generated,
matched and authorised prior to despatch.

F.8 Where authorised capital is fixed, Sshares/units issued do not exceed
the authorised number of shares in an issue and the number of new
shares/units represented corresponds to the number of cancelled
shares/units|

Maintaining financial and other records

F.9 Accounts are administered in accordance with elientcustomer
agreements.

F.10  Changes to significant non-monetary elientshare/unitholder data (for

example, address changes and changes in allocation instructions) are
authorised and correctly recorded on a timely basis.

FA12F.11 Share/unit activity is recorded completely, accurately and
positions are regularly reconciled.
GS 007
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F13E.12 Pooled funds are priced and administered accurately and in
a timely manner in accordance with unitholders’ agreements,

Safeguarding assets
FH4E.13
Monitoring compliance

EA5F.14 Transaction errors are identified, notified to elientcustomers<
and share/unit holders in accordance with elientcustomer agreements
and rectified if necessary.

F16F.15 Outseurced-activitiesReqistry services provided to
customers are approved and managed in accordance with the

requirements of the elientcustomer agreement.

Reporting to ehentcustomers

F17E.16 ClientCustomer reporting is complete and accurate and -
processed within required timescales.

Taxation

FA18F.17 Distribution information jis completely and accurately <

Lost and stolen certificates are recorded in/a timely manner. <

processed in the Registry system.

FA9F.18 Distribution payments are complete, accurate and processed
in a timely manner.

F.19  Withholding tax for non-residents, or where no TEN/ABN has been
provided, is calculated completely, accurately and on a timely basis.

Monitoring Subservice Organisations***

% Include control objectives for monitoring subservice organisations when the carve -out

method is used to deal with subservice organisations.
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F.20 __ The controls at_subservice organisations over registry of XYZ the « { Formatted: AParalevell, Indent:
service organisation’s share/unitholders are operating effectively Hanging: 1.27 cm, Numbered + Level:
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G. Information Technology

Scope:

Information technology (IT) control objectives are applicable to all
investment management services as IT is integral to providing those services:
The IT control objectives are addressed for each investment management
service reported on, in addition to the specific control objectives that are
provided for each investment management service in this’/Appendix.

Control Objectives:

Restricting access to systems and data

« | Formatted: AParalLevell, Indent:
Hanging: 1.27 cm, Numbered + Level:
1 + Numbering Style: 1, 2, 3, ... +
G:2G.1 Physical access to computer networks, equipment, storage media Start at: 1 + Alignment: Left + Aligned
and program documentation is restricted to authorised individuals. at: 0.63 cm + Indent at: 1.27 cm

Comment [CG117]: Covered by
G-3G.2 Logical access to computer systems, programs, master data, revised G.2

customer data, transaction data and parameters, including access by
administrators to applications, databases, systems and networks, is
restricted to authorised individuals via information security tools
and techniques.

G-4G.3 Segregation of incompatible duties is defined, implemented and
enforced by logical security controls in accordance with job roles.

Authorising and processing transactions

G-5G.4 IT processing is authorised and scheduled appropriately and « { Formatted: AParalLevell, Indent:
exceptions are identified and resolved in a timely manner. Hanging: 1.27 cm, Numbered + Level:

1 + Numbering Style: 1, 2, 3, ... +
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attack. 1 + Numbering Style: 1, 2, 3, ... +
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G-#G.6 The physical IT equipment is maintained in a controlled
environment.

Maintaining and developing systems hardware and software

G-8G.7_Development and implementation of new systems, applications and < { Formatted: AParalLevell, Indent:
software, and changes to existing systems, applications-and Hanging: 1.27 cm, Numbered + Level:
software, are authorised, tested, approved, implemented and 1 + Numbering Style: 1, 2, 3, ... +

Start at: 1 + Alignment: Left + Aligned

documented. at: 0.63 cm + Indent at: 1.27 cm

G-9G.8 Data migration or modification is‘authorised, tested and, once
performed; reconciled back to the source data.

G20 Batch-processing-is-complete-accurate-and-timely] ( comment [CG118]: Covered by G4 |

Recovering from processing interruptions

G- 11G.9Data and systems are backed up regularly, retained offsite and . { Formatted: AParalLevell, Indent:
regularly tested for recoverability. Hanging: 1.27 cm, Numbered + Level:

1 + Numbering Style: 1, 2, 3, ... +
G12G.10 IT hardware and software issues are monitored and Start at: 1 + Alignment: Left + Aligned

resolved in a timely manner. at: 0.63 cm + Indent at: 1.27 cm

GA3G.11 Business and information systems recovery plans are
documented, approved, tested and maintained.

Monitoring compliance

G.12  Outsourced-activitiesInformation technology services provided to < { Formatted: AParalLevell, Indent:
customers are approved,-and managed and performance thresholds Hanging: 1.27 cm, Numbered + Level:
met in accordance with the requirements of the clientcustomer 1 + Numbering Style: 1, 2, 3, ... +
agreement Start at: 1 + Alignment: Left + Aligned

at: 0.63 cm + Indent at: 1.27 cm

Monitoring Subservice Organisations'*?

152 nleudelnclude control objectives for monitoring subservice organisations when the carve -
out method is used to deal with subservice organisations.
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A23.  [The controls at_subservice organisations over information -« [ Formatted: AParalevell
technology for XYZ Service Organisation’s investment management
services are operating effectively throughout the period. <~ . Comment [CG119]: Only relevant
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Section-C:Example-Appendix 4

Formatted: Font: 12 pt, Bold

(Ref: Para. ),

SERVICE AUDITOR’S TYPE 2Servi itor
Controls ASSURANCE REPORTeport |

Independent Service Auditor’s Assurance Report on the Description of o

Controls over [Investment Management Services], their Design and
Operating Effectiveness

To:-the [management/those charged-with-governance}-of- XYZ [Sservice
Oerganisation}

SCope,

Report on the Controls-over [Investment-Management Services] «_

We have been engaged to report on XYZ Service Organisation’s description
at paqes [bb cc] of its Wehavee%eleeteel—anassma%eengagement—te

een#et&ever—the[spemfy mvestment management services: custody, asset
management, property management, superannuation member administration,
investment-administration or registry] services-system provided to XYZ
fservice organisation}’s elientcustomers throughout the period [date] to [date]
(the description),“the-controls); and on the design-implementation and
operationng-effectiveness of those controls related toir-achieving the control
objectlves stated in the descrlptlon *¥described-inthe-accompanying

%4 1f some elements of the description are not included in the scope of the engagement, this is

made clear in the assurance report,
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XYZ Service Organisation’s Management’s-Responsibilitiesy

XYZ fsService
o0rganisation}-are_is responsible for: preparing the description and
accompanying assertion at page [aa], including the completeness, accuracy
and method of presentation of the description and assertion; providing the
services covered by the description; stating theidentification-ef controls
ohjectives relevant to-the financial reporting-of clients to-whom [investment
managementservices]-are-provided:-the and designing, implementation
implementing and effectively eperation-operating ef-the-controls at-fservice
organisation}-to-provide-reasenable-assurance-thatto achieve the stated
control objectives-are-achieved:-the description-of-the-control-objectives-and
allied-controls-and-the-assertions-about-the-controls-set out-in-the fservice

Service Auditor’s Responsibilitiesy

Our responsibility is to ferm-an-independentexpress an opinion;-based-en-the
assurance-work-carried-outin-relation-to-the-controls-over- on XYZ [sService

oOrganisation}’s description and on the design and operation of controls

minimum controls objectives for [investment management service/s] from
Guidance Statement GS 007 Audit Implications of the Use of Service
Organisations for Investment Management Services, based on our

Qrocedures {mvestmem-managemem-sepwee]—senﬂee&eamed-eu{—at—[the

We conducted our engagement in accordance with Standards on Assurance
Engagements ASAE 3402 Assurance Reports on Controls at a Service
Organisation,, issued by the Auditing and Assurance Standards Board. That
standard requires that we comply with relevant ethical requirements and plan
and perform our procedures to obtain reasonable assurance about whether, in
all material respects, the description is fairly presented and the controls are
suitably designed and operating effectively.
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An assurance engagement to report on the description, design and operating
effectiveness of controls at a service organisation involves performing
procedures to obtain evidence about the disclosures in the service
organisation’s description of its system, and the design and operating
effectiveness of controls. The procedures selected depend on our judgement,
including the assessment of the risks that the description is not fairly.
presented, and that controls are not suitably designed or operating effectively.
Our procedures included testing the operating effectiveness of those controls
that we consider necessary to provide reasonable-assurance that the control
objectives stated in the description were achieved. An assurance engagement
of this type also includes evaluating-the overall presentation of the
descriptionythe suitability of the objectives stated therein, and the suitability
of thecriteria specified by the service organisation and, described at page [aa].
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We believe that the evidence we have obtained is sufficient and appropriate
to provide a basis for our assurance-opinion.

Limitations of Controls at a Service Organisation ,

XYZ Service Organisation’s description i§ prepared to meet the common
needs of a bread range of customers and their auditors and may not,
therefore, include every aspect of the system'that each individualcustomer
may consider important in its own particular environment:” Also, because of
their nature, controls at a service organisation may not prevent or detect all
errors or omissions in processing or reporting transactions. Also, the
projection of any evaluation of effectiveness to future periods is subject to the
risk that controls at'a service organisation may become inadequate or fail.
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[ Formatted: Font: Bold, Not Italic

)




Guidance Statement GS 007 Audit Implications of the Use of Service
Organisations for Investment Management Services

Appendix 4Appendix-1-Section-B

Auditer’s-Opinion

1r-e0ur opinion_has been formed on the basis of the matters outlinediin this
report. The criteria we used in forming our opinion are those described at
page [aa]. In our opinion, in all material respects:

The description fairly presents the [investment management services] system
as designed and implemented throughout the period from fdate] to [date];

The controls related to the control objectives stated. in the description were
suitably designed throughout the period from [date] to [date]; and

The controls tested, which were thoSe necessary.to provide reasonable
assurance-that the control objectives stated in.the description were.achieved,
operated effectively throughout the period from date] to [date].

Description of Tests of Controls

The specific controls tested and the nature, timing and results of those tests
are listed on pages [yy-zz].

Intended Users and Purpose
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This report and the description of tests of controls on pages [yy-zz] < | Formatted: ParaPlain, No bullets or
are intended only for customers who have used XYZ Service Organisation’s numbering

[type or name of] system, and their auditors, who have a sufficient
understanding to consider it, along with other information including
information about controls operated by customers themselves, when
assessing the risks of material misstatements of customers’ financial
reports/statements.

[Service Auditor’s signature]
[Date of the service auditor’s assurance report]
[Service Aauditor’s-address]
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(Ref: Para. )

SERVICE AUDITOR’S DESCRIPTION OF THE
NATURE, TIMING AND EXTENT OF TESTS APPLIED
TO CONTROLS

The description does not duplicate the service auditor’s detailed assurance
programme, since that would provide more than the appropriate level of
detail. There is no standardised format for presenting a description of tests
applied to controls;however the following elements are ordinarily included

in the description:
1. Cross reference to the control objectives and-allied controls™®’ [Formatted: Superscript

A

intended to achieve those objectives described in the sService
0Organisation’s description of its systemCentrels-Report.

2. Assessment of the ageuracy-fair presentation of the description-ané
the-suitability-of thedesign, including:

{e)(b) " identification of any inadequacies, omissions or
inaccuracies in the description of control objectives;

{ey(c) identification of any inaccuracies in the description of
controls, as designed and implemented:-and.

{©)3. Assessment of the suitability of the design, including identification <« Formatted: ParalLevell, Indent:
of any inadequacies in the design of the controls to achieve their Hanging: 1.27 cm, Numbered + Level:
stated objectives. 1 + Numbering Style: 1, 2, 3, ... +

Start at: 1 + Alignment: Left + Aligned
at: 0.63 cm + Indent at: 1.27 cm

4. Tests of operating effectiveness, including:

7 1 applicable, complementary user entity controls would also be described.
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(@) nature, timing and extent of tests conducted including
whether the whole population was tested or a sample, in
this case the size of the sample;

(b) number and nature of exceptions noted,;

(©) remedial action taken by management, if any;and

(d) results of the tests in sufficient detail to enable user auditors
to assess the effect of those tests on their assessment of
control risk.

Description of nature of tests

The nature of tests carried out by the service auditor may include such
procedures as enquiry, inspection, observation‘and re-performance.
Examples of descriptions of these procedures, which may assist the service
auditor in describing tests of controls are set out below.

1. Enquiry:

. Enquired of appropriate XY Z {Sservice Oerganisation}
personnel.

. Conducted enquiries seeking relevant information or
representation from personnel were performed to obtain,
among other things:

o KnOWIedge, additional information and affirmation<- [ Formatted: Indent: Left: 2.5 cm
regarding the control of procedures.
o Corroborating evidence of the controls.
2. Inspection:
3 Inspected documents and records indicating performance of

the controls. This included, among other things:
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o Inspection of reconciliations and management -
reports that age and/or quantify reconciling items
to assess whether balances and reconciling items
appear to be properly monitored, controlled and
resolved on a timely basis, as required by the
related control.

o Examination of source documentation and
authorisations related to.selected transactions
processed.

o Examination of documents or records for evidence
of performance, such as the existence-of initials or
signatures.

o Inspection of XYZ {Sservice Oserganisation}’s
systems documentation, such as operations,
manuals, flow charts and job descriptions.

3. Observation:
3 Observed the application or existence of specific controls as
represented.
4. Re-performance:
3 Re-performed the control or processing application of the

controls to check the accuracy of their operation. This
included, among other things:

o Obtaining evidence of the arithmetical accuracy
and correct processing of transactions by
performing independent calculations.

o Re-performing the matching of various system
records by independently matching the same
records and comparing reconciling items to
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reconciliations prepared by XYZ the Sservice
Oerganisation.
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(Ref: Para.)

SPECIALPURPOSE- ILLUSTRATIONS OF
SERVICE AUDITOR'S REPORTS ON
FINANCIAL INFORMATION

The following example Speeial-PurpeseService Auditor’s Reports are for use
as a guide only, in conjunction with the considerations described in GS 007,
and will need to-bewvaried according to individual requirements and
circumstances.

Socen e \Example ' 1: Service Auditor’s Report on Specified
Assertions

INDEPENDENT AUDITOR’S REPORT,

To [those charged with governance] of [service-erganisation}- XYZ Service
Organisation regarding [user entity]

[Report onSpecified Assertions of Assets [and liabilities or transactions]
in the Statement™®

We have audited the [specify assertions audited: for transactions or events:
occurrence, completeness, accuracy, cut-off and classification; for balances:
existence, rights and obligations, completeness or valuation and allocation; or
for presentation and disclosure: occurrence, rights and obligations,
completeness, classification and understandability and accuracy and
valuation] of the assets [and liabilities or transactions] of the accompanying
[title of speeialpurpose-financial repertstatement] (“the Statement"), which
comprises the [statement of assets and liabilities] as at [date], and the
[statement of transactions] for the year then ended, concerning the assets [and
liabilities or transactions] of [user entity]*® for which fserviceXYZ Service

%8 The subheading “Report on the Statement” is unnecessary in circumstances when the

second subheading “Report on Other Legal and Regulatory Requirements” is not
applicable.

Where the assets are held in the name of a nominee holding company insert “held in the
name of [nominee holding company]”.

159
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Oerganisation} provides [specify investment management service provided:
custody, asset management, property management, superannuation member
administration, investment administration or registry] services, set:out on
pages [ ]to [ ]'®. The Statement has been prepared on the basié on
accounting described in note X.

160 When the auditor is aware that the Statement will be included in a document that contains

other information, the auditor may consider, if the form of the presentation allows,
identifying the page numbers on which the Statement is presented.
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The Management’ s Responsibility ef [Those-Charged-with

-for the Statement

XY Z Service Oserganisation} is responsible for [investment management
services] on behalf of [user entity]. [Fhese-charged-with-gevernance}-offthe
service-erganisation}-are-Management is responsible for the preparation and
fair presentation of the Statement in accordance with [specify framewark
applied]*®%and have determined that the accounting policies described in Note
X to the Statement are appropriate to meet the financial reporting
requirements of the [title of contract or service level agreement] and are
appropriate to meet the needs of [user entity]. Fhefthose-charged-with
governanee]’sresponsibility-Management are also includes-establishing-and
maintaiping-controlsrelevant responsible for'such internal control as

management determines is necessary to_enable the preparation and-fair

presentation of the Statement te-providereasenable-assurance-that i is free
from materlal mlsstatement whether due to fraud or error. —seleennguand

Auditor’s Responsibility

Our responsibility is to express an opinion on the [specify assertions audited]
in respect of the assets [and liabilities or transactions] in the accompanying
Statement, based on our audit. We conducted our audit in accordance with
Australian Auditing Standards. Fhe-AuditingThose Standards require that we
comply with relevant ethical requirements relating-to-audit-engagements-and
plan and perform the audit to obtain reasonable assurance about whether the
assets [and liabilities or transactions] set out in the Statement are free of
material misstatement in respect of the specified audit assertions.

162

Insert “applicable Australian Accounting Standards” where multiple Australian
Accounting Standards were applied; insert reference to specific Australian Accounting
Standard where appropriate (for example: “in accordance with the measurement standards
of AAS 25 Financial Reporting by Superannuation Plans.”); or “the accounting policies
described in Note X to the Statement”.
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An audit of [specify assertions audited] of the assets [and liabilities or
transactions] in the Statement involves performing procedures to obtain audit
evidence that the assets [and liabilities or transactions] set out in the
Statement [insert relevant assertion: for example for existence insert “exist as
at [date]” or for valuation insert: “have been appropriately valued in
accordance with [specify framework]”*®®]. The procedures selected depend
on the auditor’s judgement, including the assessment of the risks of material
misstatement of the Statement in relation to the specified-assertions, whether
due to fraud or error. In making those risk assessments, the auditor considers
centrols-internal control relevant to X'YZ [Sservice Oerganisation}’s
preparation and fair presentation of the Statement in order to design audit
procedures.that are appropriate‘in/the circumstances, but not for the purpose
of expressmg an opinion on‘the effectiveness of

€bntrals.*** X YZ Service Organisation’s dontrols*®®. . Analdit also includes
evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates, if any, made by management with

respect to the specified assertions.

163 Insert “applicable Australian Accounting Standards” where multiple Australian

Accounting Standards were applied; insert reference to specific Australian Accounting
Standard where appropriate (for example: “in accordance with the measurement standards
of AAS 25 Financial Reporting by Superannuation Plans.”) or “the accounting policies
described in Note X to the Statement”.

%5 In circumstances when the auditor also has responsibility to express an opinion on the

effectiveness of internal control in conjunction with the audit of the Statement, this
sentence would be worded as follows: “In making those risk assessments, the auditor
considers internal control relevant to XYZ Service Organisation’s preparation and fair
presentation of the Statement in order to design audit procedures that are appropriate in the
circumstances.”}
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We believe that the audit evidence we obtained is sufficient and appropriate
to provide a basis for our audit opinion.

[Insert either: No uncorrected misstatements; other than amounts which are
clearly trivial, have been identified duringthe course of our audit; Or:
uncorrected misstatements, other than amounts.which are clearly trivial,
which,-have come to our attention during the'course of our audit-and are not
material individually or in aggregate in relation to the{specify assertions
audited] in respect of the assets [and liabilities of transactions] in the
accompanying Statement but may be material when aggregated with any
uncorrected misstatements identified by [user entity]’s Auditor, are listed in
an attachment to this report. These uncorrected misstatements do not affect
our audit opinion.]
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Auditer’s-Opinion

In our opinion, the Statement presents fairly, in all material respects; the
[specify assertions audited] of the assets [and liabilities or transactions] of
[user entity], for which | XYZ Sservice Oerganisation] provides [investment
management service] services, as of [date] in accordance with [specify

framework]™®".

Basis of Accounting and fRestriction on Distribution} ; [ Formatted: Font: Not Italic

Without modifying our opinion, we draw attention to Note X to the « [ Formatted: Font: Not Italic

Statement, which describes the basis of accounting. The Statement has been N
! . o . | F tted: Font: Not Ital

prepared by XYZService Organisation for distribution to the [the [ ormattec: ront: ot el

Trustee/those charged with goverhance] of [user entity]. Our report is [F°"“atted= Normal

L _JU _JL

intended solely for XYZ Sérvice Organisation, [user entity] and their auditor
and should not be distributed to any other parties or used for any other
purpose other than that for which they are prepared.®®

Report on Other Legal and Regulatory Requirements

[Form and content of this section of the auditor’s report will vary depending
on the nature of the auditor’s other reporting responsibilities].

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

7 Insert “applicable Australian Accounting Standards™ where multiple Australian Accounting
Standards were applied; insert reference to a specific Australian Accounting Standard where
appropriate (for example: “the measurement standards of AAS 25 Financial Reporting by
Superannuation Plans.”; or “the accounting policies described in note X to the Statement”.

Use of the report & liability limitation: insert additional/alternative wording, if any.
required to reflect any liability arrangements agreed between the service auditor, the
service organisation and other users, including confirmation of the purpose for which the
service auditor’s report has been prepared and the basis on which other parties may use

the report.

168
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[Attachment: Uncorrected Misstatements®®

In the course of conducting our audit procedures at f XYZ Sservice
Oerganisation] for the purpose of reporting on [specific assertions] we have
identified the following uncorrected misstatements, other than amounts
which are clearly trivial, which were determined by [management/those
charged with governance] to be immaterial, both individually and in
aggregate, to the [specific assets and liabilities or transactions] taken as a
whole. These misstatements are reported solely.for the purpose of providing
information to customers of f XYZ Sservice‘Ogrganisation] and their auditors
and they do not affect our audit opinion:

[Insert:fist of uncorrected misstatements]

| 189 Include attachment where uncorrected misstatements were identified.
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§eet-ien—B:—'Example; Service Auditor’s Report on a
Statement Comment [CHG124]: Align with ASA
800 Appendix

INDEPENDENT AUDITOR’S REPORT
To [those charged with governance] of [rame-of service-organisation} XYZ

Service Organisation regarding [user entity]

Report on the Statement'”

We have audited the accompanying [title'of financial statement] (“the
Statement®);*"* which comprises of the [statement of assets and liabilities] as
at [date], and the [statement of transactions] for the year then ended,
concerning the assets [and liabilities or transactions] of [user entity]*"? for
which £XYZ Sservice Oerganisation] provides [specify investment
management services provided: custody, asset management, property
management, superannuation member administration, investment
administration or registry] services as-atfdate}-set out on pages[]to [ ]
The Statement has been prepared on the basis of accounting described in
note X.

The Management’s’™* Responsibility of [Those Charged with
Gavernanee] -for the Statement

173

10 The subheading “Report on the Statement” is unnecessary in circumstances when the

second subheading “Report on Other Legal and Regulatory Requirements” is not
applicable.

If certain assertions are specifically excluded from the audit then insert: “except for
[specify assertions excluded, eg-e.q. presentation & disclosure] of the statement.”

171

2 Where the assets are held in the name of a nominee holding company insert “held in the

name of [nominee holding company].”

3 When the auditor is aware that the Statement will be included in a document that contains
other information, the auditor may consider, if the form of the presentation allows,
identifying the page numbers on which the Statement is presented.

Insert the title of those charged with governance — e.g. directors/trustees/committees. For
example, “Director’s Responsibility for the Statement”. Insert appropriate title, when

174

prompted, throughout the report,, [Formatted' English (U.S.)
5 a ct - 4 i } ,‘, \/ & : =
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XYZ {Service Oerganisation} is responsible for [investment management
services] on behalf of [user entity]. [Fhesecharged-with-governance}-offthe
service-organisation}-are-Management is responsible for the preparation and
fair presentation of the Statement in accordance with [specify framework] "
and have determined that the accounting policies described in Note X to the
Statement are appropriate to meet the financial reporting requirements of the
[title of contract or service level agreement] and are appropriate to meet the
needs of [user entity]. Fhefthose-charged-with-governancelresponsibiity
Management are also ineludes-establishing-and-maintaining-centrolsrelevant

responsible for such internal control as management determines is necessary.

to enablete the preparation and-fairpresentation-of the Statement te-provide
reasonable-assurance that-it-that is free from material misstatement, whether

due to fraud or error.;-selecting-and-applying-appropriate-aceounting pohicies;
cheodansaecennl sl edholare casens - aheeieumsiopecs,

Auditor’s Responsibility

Our responsibility is to express an opinion on the Statement based on our
audit. No opinion is expressed as to whether the accounting policies used, as
described in Note X, are appropriate to meet the needs of [user entity]. We
conducted our.audit in accordance with Australian Auditing Standards.
Fhese-AuditingThose Standards require that we comply with relevant ethical
requirements relating-te-audit-engagements-and plan and perform the audit to
obtain reasonable assurance about whether the Statement is free from
material misstatement.

An audit of the Statement involves performing procedures to obtain audit
evidence about the amounts and disclosures in the Statement. The
procedures selected depend on the auditor’s judgement, including the
assessment of the risks of material misstatement of the Statement, whether
due to fraud or error. In making those risk assessments, the auditor considers
internal controls relevant to frame-ofXYZ Sservice Oerganisation}’s
preparation and fair presentation of the Statement in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose

6 Insert “applicable Australian Accounting Standards” where multiple Australian

Accounting Standards were applied; insert reference to specific Australian Accounting
Standard where appropriate (for example: “in accordance with the measurement standards
of AAS 25 Financial Reporting by Superannuation Plans.”) or “the accounting policies
described in Note X to the Statement”.
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of expressing an opinion on the effectiveness of XYZ [Sservice
Oerganisation]’s controls'’’. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of
accounting estimates, if any, made by management, as well as.valuating the
overall presentation of the Statement.

We believe that the audit evidence we obtained is sufficient and appropriate
to provide a basis for our audit opinion.

[Insert either: No uncorrected misstatements, other than amounts which are
clearly trivial, have been identified during the course of our audit; Or:

177

In circumstances when the auditor also has responsibility to express an opinion on the
effectiveness of internal control in conjunction with the audit of the Statement, this
sentence would be worded as follows: “In making those risk assessments, the auditor
considers internal control relevant to [name of service organisation]’s preparation and fair
presentation of the Statement in order to design audit procedures that are appropriate in
the circumstances.”
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uncorrected misstatements, other than amounts which are clearly trivial,
which, have come to our attention during the course of our audit and are not
material individually or in aggregate in relation to the Statement but may.be
material when aggregated with any uncorrected misstatements dentified by
[user entity]’s Auditor, are listed in an attachment to this report. These
uncorrected misstatements do not affect our audit opinion.]

Auditer’s-Opinion

In our opinion, the attached Statement presents fairly, in all material respects,
the assets [and liabilities] of [user entity] as'of [date] and transactions for the
[period] then ended, for which { XYZ Sservice Oerganisation] provides
[investment:management service] services, in.accordance with in accordance
with-the basis of accounting'described in Note X fspecify-framework]}.'”

Basis of Accounting and Restriction on Distribution -

Without modifying our opinion, we draw attention to Note X to the «
Statement, which describes the basis of accounting. The Statement has been
prepared by XYZ Service Organisation for distribution to the [the
Trustee/those charged with governance] of [user entity]. As a result, the
schedule may.not be suitable for another purpose. Our report is intended
solely forXY Z Service Organisation, [user entity] and their auditor and
should not be distributed to any other parties or used for any other purpose
other than that for which they are prepared.*®

Report on Other Legal and Regulatory Requirements

[Form and content of this section of the auditor’s report will vary depending
on the nature of the auditor’s other reporting responsibilities].

[Auditor’s signature]

9 Insert “applicable Australian Accounting Standards” where multiple Australian

Accounting Standards were applied; insert reference to a specific Australian Accounting
Standard where appropriate (for example: “the measurement standards of AAS 25
Financial Reporting by Superannuation Plans.”); or “the accounting policies described in
Note X to the Statement”.

Use of the report & liability limitation: insert additional/alternative wording, if any.
required to reflect any liability arrangements agreed between the service auditor, the
service organisation and other users, including confirmation of the purpose for which the
service auditor’s report has been prepared and the basis on which other parties may use

the report.

180
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[Date of the auditor’s report]
[Auditor’s address]

D [ Formatted: Heading 5 J
[Seeton-C—=ample- Attachment: -fo--Spectia - Prrpose
Servi litor's R
Uncorrected Misstatements S ( Formatted: Heading 5 ]

In the course of conducting our audit procedures at fXYZ sService
eQ0rganisation] for the purpose of reporting on [speeific-assertions/the
Statement] we have identified the following uncorrected misstatements, other
than amounts which are clearly trivial, which-were determined by
[management/those charged with governance] to be immaterial, both
individually and in aggregate, to the [specific assets and liabilities or
transactions/Statement] taken as a whole. These misstatements are reported
solely for the purpose of providing information to ehientcustomers ef-of XYZ
{Sservice Oerganisation} and their auditors and they do not affect our audit
opinion:

[Insert: List of uncorrected misstatements]

'8 Include attachment where uncorrected misstatements were identified. <

[Formatted: Indent: First line: 0 cm J
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