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INTRODUCTION

1 This Standard is issued by the Council of the Mealand Institute of Chartered
Accountants. The New Zealand Institute of Chadekecountants is the operating name
of the legal body established under the InstituteCbartered Accountants of New
Zealand Act 1996 as the Institute of Chartered Aaotants of New Zealand. All
references to the New Zealand Institute of Chadtéecountants or to the Institute in
this document mean the Institute of Chartered Antamits of New Zealand.

Purpose and Scope of this Standard

2 In the course of the activities commonly undestaky professional accountants,
members or firms may hold, receive or otherwisd dath monies that are the property
of their clients.

3 This Standard establishes standards and progiddance regarding a member or
firm’s professional responsibilities when holdingceiving or otherwise dealing with
monies on behalf of clients, including operatiorcldnt bank accounts.

4 The standards and guidance specifically addhestotlowing aspects of those
activities, in relation to the member or firm:

(@) receiving and holding client monies;

(b) establishing and maintaining trust accountsiédsed);
(c) operating client bank accounts;

(d) record keeping for client monies and clientibbaacounts;

(e) establishing adequate systems of internal abiiar client monies and client
monies records;

() dealing with client monies in relation to assed finance entities; and

(9) examination and audit of a member or firm’'stegss and records that relate to
client monies and client bank accounts.

Applicability

5 This Professional Standard applies to all membehether or not they hold a
Certificate of Public Practice, and members’ firmiso receive and hold client monies,
and/or who operate client bank accounts.

6 Members and their firms are encouraged to apgmyréquirements and guidance
contained in this Standard in respect of other emiiat fall under their control and that
are not immediately due and payable on demand ¢o thwn account, though not
meeting the definition of client monies. For exagpinembers in business providing
financial advisory or investment services to ckemtho are not otherwise required to
comply with this Standard should endeavour to dtbdbe extent possible, as a matter of
providing those services in line with best pradies set out in this Standard.

7 Compliance with this Standard is mandatory imteiof Rule 11 of th€ode of
Ethics.

Effective Date

8 This Standard applies to all client monies (atdd) held and/or received on or
after 1 October 2008, and to operation of cliemikbaccounts from that date. Member
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and firms must ensure this Standard is appliedltcliant monies, trust accounts and
client bank accounts with effect from that date.

Transitional Arrangementsfor Associated Finance Entities

9 If a member or firm, or their associated personertities described in paragraph
60, has existing loans and/or investments arisiogn ftransactions involving client
monies of the member or firm that the member aon #&ntered into with those persons or
entities on or before 31 December 2007, paragrapland 60 of this Standard will apply
to the member or firm only when those loans or steents are rolled-over, or the terms
of the loan or investment are amended. Memberdiemd will not be able to apply the
transitional arrangements set out in this paragtaphny such loans and investments
arising from transactions addressed by paragraphari® 60 entered into after 31
December 2007.

OBJECTIVES AND GENERAL PRINCIPLES

10 The overriding objective of a member or firm whbolding, receiving or
otherwise dealing with monies held in trust on Itkebfclients or when operating client
bank accounts, is to protect the client’s intereblss objective must be achieved by the
member or firm from the time client monies are reeg by the member or firm until
such time as they are either returned to the cherdtherwise dealt with in accordance
with the client’s authority.

11 Achievement of this objective requires adheretmethe following general
principles. The member or firm must:

(@) be strictly accountable for all client moniegldor their activities relating to the
operation of client bank accounts; and

(b) comply with all laws and regulations relevamthe holding of and accounting for
such monies or the operation of such bank accoants;

(c) keep client monies separate from all other m®wif the member or firm; and

(d) (1) hold or apply client monies exclusively ftrat client to be paid to that
client or as the client directs, and operate entlbank account only for
the purposes of the client; and

(i) not use, or cause or permit use of client resnor a client bank account
for any other purposes (in particular client moroelient bank accounts
must not be used for private or practice transastiof the member or
firm).

(Ref: Para A1-A2)

12 Members and firms may assume custody of or wikertransact with client

monies or operate client bank accounts subjectdetimg their ethical and professional
obligations and complying with any legal duties ospd on the member or firm in
relation to such activities under applicable lawd eegulations.

(Ref: Para A3)

13 A member or firm’s professional responsibilitregarding client monies must be
carried out with due consideration of the memberfion's legal obligations in the
context of undertaking particular types of actasti For example, members who deal
with client monies in the course of providing intraent advice or investment brokering
services must give priority to compliance withaglplicable laws and regulations.
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14 In the event of any conflict between a membdiror's legal obligations and the
requirements of this Standard then, to the exteatrhember is unable to reasonably
avoid or otherwise mitigate that conflict, the memlor firm must give priority to
complying with their legal obligations.

15 These objectives and principles provide theedrnin which the requirements of
this Standard are set.

DEFINITIONS
16 For the purpose of this Standard, the follovtergns have the meanings specified.

(@) Accounting Services means accounting services offered to the publaefised in
the Institute’s Rules including financial and intraent advisory services
provided in conjunction with the provision of acoting services as defined in
the Institute’s Rules by:

(1) the member or firm, or
(i) an entity or entities controlled by theember or firm, or

(i)  an entity or entities under the common cohiwb the person(s) or entity
that controls the member’s firm.

(b)  Associated Finance Entity means an entity of whatever form, and whetheradr n
separately incorporated, that engages in the &siokdeposit taking, investing
or financing in which a member or interested persas, directly or indirectly, a
material financial interest.

(c) Client, in relation to a member or firm, includes anysoer or entity:

(1) for whom the member or firm provides accougtservices and on whose
behalf the member or firm holds, receives or otliggvdeals with money
or securities from time to time, and/or

(i) who gives money to the member or firm for @stment in an associated
finance entity of the member or firm.

(d) Client bank account means a client's bank account held with a findmecsitution
on which a member, acting either solely or in canjion with any one or more
persons who are personnel of or in the employ efrttember or firm, holds a
signing authority.

Examples of situations where members have signutboaties in respect of
client bank accounts include where the client isregas or on contract work in
remote locations. Members may also be requestedclignts to process
transactions such as payroll payments and paymentsxation authorities,
through client bank accounts.

(e) Client monies means any money (in whatever form) coming into eanioer or
firm’s control which is the property of a clienControl” means a situation where
a member, acting either solely or in conjunctiortthwvany one or more persons
who are partners of or in the employ of the mendrefirm, can authorise the
transacting of client monies. The definition ofecli monies does not include:

0] a cheque made payable to another person otyerdther than an
associated finance entity of the member or firmeieed by a member or
firm for the sole purpose of forwarding to the payeit is so forwarded
promptly; or
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(i) monies administered under any insolvency liegisn for which a separate
bank account is established by the receiver ordajor; or

(i)  fees paid in advance for professional workesgl to be performed and
clearly identified as such.

Deficiency means a deficit or shortfall of client monies itrast account either as
disclosed in the records maintained by the membérro for the trust account or

in the records of the registered bank at whichtthst account is held, but does
not include any deficiency which the member issfi&til on reasonable grounds
was caused solely by an error of the bank.

Financial Institution means a financial institution as defined in thedtee Bank
of New Zealand Act 1989 or in the Financial Tranises Reporting Act 1996.

Firm means a sole practitioner, partnership, corpgoedetice or other form of
entity of professional accountants.

Material Financial Interest means, in relation to establishing whether a membe
or firm has a material financial interest in anityrfior purposes of identifying an
associated finance entity (paragraph 16(b)), optoposes of paragraphs 55 to 60
of this Standard, an interest that is material @m ceasonably be considered as
being material in the context of the financial nets of either the member, the
firm or the other person(s) and/or entities conedrn

For the purposes of this definition a member anfis, or interested persons are,
presumed, in the absence of evidence to the cgntahave a material financial
interest when that member or firm or those inteetgiersons together, whether
directly or by nominee or as a beneficiary undeuat:

(1) hold 20% or more of the shares, the nominaltejphe paid up capital, or
the voting power of that entity; or

(i) have sole authority to operate any bank actoeiating to that entity; or

(i)  have by any other means whatsoever effectwatrol over the funds of
that entity; or

(iv) by reason of the extent of control over thads of that entity, at the end
of any income year would be entitled to 20% or nafrthe profits for that
year if those profits were distributed by way o¥idend or otherwise at
the end of that year.

The presumption concerning the existence of a mahtemancial interest should

always be evaluated in light of the prevailing oimstances and applying the
principle of economic substance over legal form.slbme circumstances a
member may be considered to have a material finhimterest in an entity even
if the member’s interest is less than 20% of th&tyés shares, nominal capital,

paid up capital or voting power, and the convefse applies.

Interested person means:

(1) any near relative of the member;

(i) any partner or personnel of the member or firm; and

(iii) any near relative of the partner or personnel efrtiember or firm.
Member means a member of the New Zealand Institute oft€tesl Accountants.
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() Money includes cash, foreign currency and any instrunfenthe payment of
monies in any case where the instrument may beiptada financial institution
and any security for which title is transferable dsfivery (for example, bills of
exchange and promissory notes), including by edeatrfunds transfer.

(m)  Near relative includes:

(i) spouse (whether legal or de facto), chittlding by adoption), parent,
sibling; and

(i) the spouse (whether legal or de facto), clietluding by adoption), parent
or sibling of any person in (m)(i)).

(n) Personnel means partners, principals, employees, officesgfractors or agents
or similar of the member or firm.

(0) Registered Bank means a registered bank as defined in the Re8amie of New
Zealand Act 1989.

(p)  Trust Account means an account or accounts established by a emeonlfirm
with a registered bank in New Zealand which aret Kep the sole purpose of
receiving and holding deposits of client monies d@hd withdrawal of client
monies from the account.

REQUIREMENTS

17 The requirements contained in this Standardlesggned to enable members and
firms to meet the objectives of this Standard. Mers or firms must comply with these
requirements in all cases where they are relevant.

Ethical and Professional Requirements

18 The member or firm and its personnel must adttetee Fundamental Principles
set out in theCode of Ethics when holding, receiving or otherwise dealing watrent
monies and when operating client bank accounts.

19 The receipt or holding of client monies, or @en of client bank accounts, may
create threats to a member or firm’s compliancd whe Fundamental Principles of the
Code of Ethics. Members and firms must consider circumstances dteate, or may
create threats to their compliance with the FunddaiePrinciples and respond
appropriately to mitigate or eliminate those thsetitrough application of appropriate
safeguards.

(Ref: Para A4)

20 Other than for professional fees and disbursemastaddressed in paragraph
48(b), the member or firm must not obtain any bifffrom holding, receiving or
otherwise dealing in client monies or operatingmiibank accounts, including benefits
deriving from the deposit and/or investment of mienonies, without prior written
authority from the client.

(Ref: Para A5)
Member acting as Trustee or under a Power of Attorney

21 Members who act as trustees or under a powaitahey must comply with their
legal and fiduciary duties as trustee or attornmeyespect of client monies, and must
apply this Standard to the extent they reasoneadoty c

(Ref: Para A6 — A7)
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22 When accepting a power of attorney, members maagtire their powers to be
expressed as being subject to their general piofedobligations.

(Ref: Para A8)

23 Members must manage conflicts when they arisarelikely to arise, and must
decline to act on a client instruction if doingwould result in them acting in breach of
their ethical and professional obligations, unles®pelled to do so by operation of law.

24 If the duties a member assumes as a trustee¢heviaeriving from the trust deed
or from the nature of the trust, will or are likely place the member in a position of
conflict regarding the member’s ethical and prafesas responsibilities and obligations,
to the extent they would otherwise ordinarily apphe member must:

(@) decline the appointment as trustee; or

(b) if the member is already appointed as trustee, alkeasonably practicable steps
to ensure there will be no breach of the membep$egsional responsibilities and
obligations, and no failure to properly observe sthoresponsibilities and
obligations.

Compliance with Legal Obligations

25 A member must not:

(@) receive or pay into a trust account or clieartbbaccount; or
(b) withdraw or pay out of a trust account or dibank account

any money if the member has reason to believe stoiained from, or is to be used for,
illegal activities in New Zealand or that receiviogdealing with the money is otherwise
unlawful.

(Ref: Para A9-A10)
Laws and Regulations Addressing Money Laundering and Terrorist Financing Activities

26 When receiving, holding or otherwise dealinghwétient monies in accordance
with the client’s instructions and/or operatingeali bank accounts, members and firms
must:

(@) consider their obligations under applicable dawuch as the Financial
Transactions Reporting Act 1996 and the Terrorisimpp®ession Act 2002; and

(b) comply at all times with obligations arising dan legislation and related
regulations that aim to address criminal activitire®lving money laundering and
terrorist financing.

(Ref: Para A11)
Client Identification and Related Procedures
27 The member or firm must:

(@) consider the appropriate steps to establisid#ity of the client and the source
of the client monies on a satisfactory basis; and

(b) carry out those steps before agreeing to bexged) to receive or hold client
monies.

(Ref: Para A12-A14)
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28 The member or firm must document the processwel to establish the identity
of the client and the source of client monies nemeior held, including any legal advice
obtained for that purpose.

Quality Control

29 Members and firms who receive or hold client resrand/or operate client bank
accounts must comply with Professional StandardINguality Control.

Establishing a Trust Account

30 Client monies received by the member or firm tninespaid into a trust account of
the member or firm until such money is paid eitteethe client, or otherwise as the client
directs.

(Ref: Para A15)

31 Trust accounts must be established and maictaiha registered bank in order
that client monies are placed at relatively minimsk.

32 Each trust account must be in the name of thebegs firm and include the
words “trust account” in its title. If directed kpe client, the member or firm must
establish and maintain a separate trust accouthdbiclient.

33 On opening a trust account a member or firm ngixst written notice to the
registered bank concerned:

(@) that all money standing to the credit of thataaunt is held by the member or firm
as client monies and that the bank is not entittecombine the account with any
other account or to exercise any right to set-off@unterclaim against money in
that account in respect of any sum owed to it gnaher account; and

(b) that any interest payable in respect of th@awctbalance must be credited to that
account; and

(c) requesting that the bank acknowledge in writingt it accepts the terms of the
notice, and confirm the understanding that monigs In the trust account are
client monies and the property of clients of themwber or firm.

34 Client monies must not be held in a trust actdonany period longer than is
reasonably necessary to discharge the purposehimhwhe client monies were held or
received.

(Ref: Para A16 -17)

35 The member or firm must inform the client of thank at which the client’s
monies are held. The client must receive this megron:

(@) on initial deposit of a client's monies witletmember or firm; and

(b) with the statement provided to the client unaragraph 61 of this Standard; and
(c) on a change in the bank where the client’'s e®are held.

Client Bank Accounts

36 A member or firm operating a client bank accaunst ensure, in respect of each
client bank account, that the client’s specifictten authority to operate the client’'s bank
account is obtained, and acknowledged by the retefinancial institution, prior to
exercising that authority.
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Receipt of Client Monies
Cheques Made Payable to a Client (Ref: Para A18 -19)

37 Money received by a member or firm by chequearzai/able to the client must
not be negotiated nor paid into a trust accountaeuit the prior written authority of the
client.

38 Subject to paragraph 25, when a member or faswritten authority to negotiate
a negotiable instrument received on behalf of antlithat instrument must only be
negotiated in accordance with that authority.

39 Where the member or firm has no written autiioiit negotiate a negotiable
instrument received on behalf of a client thatrunstent should be despatched promptly
to the client

Investment of Client Monies (Ref: Para A20)

40 A member or firm may invest client monies reedivn behalf of a client by the
member or firm if the client so directs, but onlyttwthe client’s prior written authority
and subject to the provisions of paragraphs 5Dt &pplicable.

Recording Receipts

41 A member or firm must record the following infoation for every amount of
client monies received, or money received for dépos client bank account:

(@) the name of the person from whom the moneyre@sived,;

(b) the amount of money;

(c) the client for whom the money is to be held;

(d) the purpose for which the money was receivedtloer description of the money;
(e) the date on which the money was received;

) the form in which the money was received, ngmehether by cheque, in cash,
bank transfer or otherwise.

42 Client monies received by a member or firm i@ ftbrm of documents of title to
money must be safeguarded against unauthorisedan$erecorded in a register of
documents of title.

(Ref: Para A21)
Issue of Receipts

43 A member or firm must ensure that a fully corgadereceipt containing the
details specified in paragraph 41 is issued to askedge that the member or firm has
received client monies, or money for deposit inliant bank account operated by the
member or firm, if:

(@) the person making the payment requests a teoeip
(b) the payment is received in cash.
Paymentsinto a Trust Account

44 Subject to paragraph 30, and to paragraph 3fhancase of a cheque, client
monies received in cash or by cheque or throughrédemption or payment of any
instrument must be deposited as soon as it is maagpopracticable to do so (normally by
the next banking day) to the credit of the membdirm’s trust account.
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45 A member or firm must not allow any private eagiice monies of the member
or firm, or private monies of the member’s neaatiges, or of personnel, to be paid into
a trust account unless:

(@) required to be paid for the purpose of operingnaintaining the trust account
and the amount so paid is the minimum requiredrfat purpose;

(b) paid in order to restore any money paid outheftrust account in contravention
of this Standard; or

(c) the payment relates to real property or investmgansactions if those
transactions are kept in a defined and separagetextcount and are dealt with in
all respects as if the member, member’s near velator the member or firm’s
personnel, were a client.

Interest Earned on Client Monies

46 All interest earned on client monies must belitee to the client concerned, or as
the client otherwise instructs. Before interesined can be applied other than being
credited to the client, the client’s prior writtaathority is required.

(Ref: Para A22)

47 All interest earned on client monies, whethedited to the client or otherwise
dealt with in accordance with the client’'s instians, must be disclosed to the client in
accordance with paragraph 61 and properly recardadcordance with paragraph 64(b).

Paymentsfrom Trust Accountsand Client Bank Accounts

48 A member or firm must not withdraw monies fronmuest account or a client bank
account except for the following purposes:

(@) making payments to the client entitled to éhosonies, or to a third party in
accordance with the client’s directions; or

(b) making payments to the member or firm for pssfenal fees and disbursements
due, with the client’s written authority in accontda with paragraph 49 and 50; or

(c) making a payment that is otherwise requiredalayor a Court.

49 If the client’s directions in relation to paragh 48(a) are oral and not confirmed
in writing by the client prior to the money beingadn from the trust account or client
bank account the member or firm must, immediatélgravithdrawing or paying the
money from the account, confirm in writing to theent the action taken and the earlier
oral instructions or directions of the client.

50 In relation to paragraph 48(b), the member om'§ professional fees or
disbursements must not be withdrawn without writtathority of the client, and:

(@) when the client has given a written authoraywithdraw specific fees and/or
disbursements, the fees and/or disbursements mayitbdrawn and the client
must be notified on a timely basis after the witvdal.

(b) when a general written authority is held tohditaw fees and/or disbursements
the member or firm must furnish the client with iamoice for the professional
fees and disbursements due, and allow the clisaoffecient time, not less than 15
working days or some longer period as appropristre the amount due may be
withdrawn from the client monies. The amount dusyrbe withdrawn prior to

10
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the 15 working day period if the member or firme®es notice from the client of
acceptance of the invoice.

Payments from a Trust Account
51 A member or firm must ensure that every payrfremt a trust account is made:

(@) by a cheque drawn in the name of the members Which includes the words
“trust account”, is crossed “not transferable” adhade payable to “order”; or

(b) by direct transfer from the trust account tootaer account at a financial
institution; or

(c) with the specific written authority of the dlieby a cheque which may be
negotiable for cash.

52 Bank and other charges on the trust accourpayable by a member or firm and
not from the client monies or from interest earnadhose monies.

53 A member or firm must not make a payment to mbehalf of a client from a
trust account that is in excess of the amount nfisustanding to the credit of that client
in the trust account.

(Ref: Para A23)

54 Any trust account held by a member or firm mut be overdrawn at any time.
If any deficiency occurs in a trust account the rhenor firm must immediately notify
the Director of Practice Review of the Institutedahe auditor if one is appointed in
accordance with paragraph 69.

Restrictions on Transactionswith Associated Finance Entities

55 Except as allowed for in paragraph 56, a mermb&rm must not cause or permit
any client monies to be lent to or otherwise ingdseither directly or indirectly, in :

(@) that member or firm; or
(b) a partner, personnel or near relative of thetntoer or firm; or
(c) a trustee for, or nominee of, that member gr@arson in paragraph 55(b); or

(d) any entity in which that member or firm, or gogrson in paragraphs 55(b) or (c)
has a material financial interest.

Any business or operational structure adopted member or firm that has the effect of
enabling the member or firm to circumvent the aggilon of the restrictions imposed by
this paragraph shall be disregarded for the pugpokapplying these restrictions.

Lending or Investing Client Monies with an Associated Finance Entity

56 A member or firm may lend, invest or otherwigaldwith client monies through
an associated finance entity as defined in par&gi#gb), provided the member or firm
obtains the client’s prior specific written authgriand complies with either paragraph 57
or 58 as applicable in the circumstances.

57 A member or firm may lend, invest or otherwigaldwith client monies through
an associated finance entity of the member or ifirm

(@) the associated finance entity is an “issuertiefsned in the Financial Reporting
Act 1993 as amended from time to time; and

11
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(b) the client monies in question are lent, invéste otherwise dealt with under a
registered prospectus, investment statement ovalgui disclosure documentin

accordance with either the Securities Act 1978noexemption notice issued under that
Act, a copy of whichis provided to the client prito the client monies being lent,

invested or otherwise dealt with.

58 If an associated finance entity does not meetctiteria in paragraph 57, the
member or firm may apply client monies to loansneestments in an associated finance
entity of the member or firm only when:

(@) the client has:

(1) been informed by the member or firm in writiofjthe member or firm’s
interest or association with the associated finamtety; and

(i) acknowledged in writing that the member omnfihas informed them that
they may wish to take independent advice prior twherising the
application of client monies to any such transasj@nd

(i)  been given the option by the member or firm receive a copy of the
associated finance entity’s most recent auditednftral statements prior
to the application of client monies to any suchseections; and

(b) the associated finance entity’s annual findrstiatements are subject to audit by
an auditor in every year in which any such lendingesting or dealing is made
or continues to be made; and

(c) a copy of the associated finance entity’s mesént audited financial statements
including the audit report issued for those finahstatements is forwarded to the
client and to the Director of Practice Review o¢ timstitute on a timely basis
after conclusion of the audit; and

(d) the associated finance entity complies with apglicable lending restrictions or
covenants specified or agreed with the client athwhe member or firm for
lending, investing or otherwise dealing with cliembnies; and

(e) the member or firm’s activity in respect ofeclt monies is audited by an auditor
annually in accordance with paragraphs 69 to 78,acopy of the audit report
for the most recent audit of the member or firnierd monies activity has been
forwarded to the Director of Practice Review of thstitute.

Prohibited Transactions between an Associated Finance Entity that has Received Client
Monies and the Member or Firm (Ref: Para A24)

59 A member or firm must not borrow from, and nomfimay issue financial
interests in itself to any associated finance gntrthich has received client monies
directly or indirectly from or on behalf of the mber or firm.

60 Further to paragraph 59, a member or firm mostcause or permit or facilitate
any associated finance entity which has receivieshicmonies directly or indirectly from
or on behalf of the member or firm to lend to dretvise invest in, directly or indirectly:

(@) that member or firm; or
(b) a partner, personnel or near relative of thatnimer or firm; or
(c) a trustee for, or nominee of that member or@ergon in paragraph 60(b); or
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(d) any entity in which that member or firm, or gogrson in paragraph 60(b) or (c)
has a material financial interest.

I ssue of Statementsto Clients

61 The member or firm must prepare and issue, dimaly basis, a statement
containing details of the member or firm’s applicatof client monies and any interest
earned on client monies, either to the client asuch other person as the client directs in
writing. This statement must be issued:

(@) in respect of all transactions, at least aripuahd
(b) in respect of any transaction, at any time ugauest by the client; and
(c) when an account is closed.

62 With regard to client bank accounts operatetheymember or firm, the member
or firm must prepare and issue on a timely basistatement containing details of the
member or firm’s operation of the client bank aadoeither to the client or to such other
person as the client directs in writing. This staéat must be issued:

(1) in respect of all transactions, at least aniyuaind
(i) in respect of any transaction, at any time mpequest by the client; and

(i)  when any client bank account is closed othé member or firm’s authority to
operate a client bank account is revoked.

Internal Controlsand Records

63 The member or firm must maintain an adequateesy®f internal control over
client monies and over the operation of client ban&ounts, to ensure that the member
or firm will achieve the objectives and generalnpiples, and meet the requirements
established in this Standard. In addition, theesysdf internal control must ensure that:

(@) client monies are properly safeguarded anduatted for; and/or

(b) client bank accounts are properly safeguardginat unauthorised access/use to
the extent the member or firm controls the operatibthose accounts.

64 A member or firm must keep client monies recardsuch a manner as to
disclose clearly:

(@) the details of all transactions undertaken wetpard to client monies, including:
(1) details of all transactions undertaken in respé client bank accounts;

(i) details of all transactions undertaken in espof the member or firm’s
trust accounts;

(i)  details of all client monies paid direct to theeali, or to a third party on
the client’s instructions, identifying that person;

(iv)  details of all cheques received and endorsed byrtbeber or firm for
payment to the client, or to a third party on tHent's instructions,
identifying that party;

v) details of all electronic transfers of money reedivor made, and of
money transferred direct to the client, or to adiparty on the client’s
instructions, identifying that party;
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(vi) details of any errors in transactions undertaketh wegard to client
monies; and

(b) the details of all interest earned on clientnies and how the interest has been
applied by the member or firm in accordance wittageaph 46; and

(c) the position of the member or firm’s trust agets and the client monies therein
at all times and to enable, when required, the stanbe conveniently and
properly audited.

(Ref: Para A25)

65 A member or firm operating a client bank accommist establish and maintain
adequate records of the transactions it undertakbs.records must include:

(@) a register of signing authorities for all clientnkaaccounts the member or firm
has received client authority to operate; and

(b) details of transactions as set out in paragraph)@X applicable to the operation
of client bank accounts.

66 If the client is also transacting business tghothe bank account and receives
statements directly from the financial institutidine member or firm must provide details
of transactions undertaken by the member or firtiéoclient on a timely basis.

Reconciliation

67 The member or firm must balance client moniesongs and reconcile these
monthly to the trust accounts on a timely basisany difference arises the difference
must be corrected immediately unless it arisedysakea result of a timing difference.

68 When operating a client bank account the merbdirm must ensure, except
when the client also transacts business throughclieat bank account and receives
statements directly from the financial institutidhat the records for the client bank
account are balanced and reconciled monthly te@lieet bank account on a timely basis.
If any difference arises the difference must berestied immediately unless it arises
solely as a result of a timing difference.

Audit and Inspection

69 A member or firm must appoint an independentitaudo audit the member's
activity in respect of client monies:

(@) at the Institute’s request within 10 workingsl@f that request; or
(b) for the purposes of paragraph 58(e).

The auditor must be a member who is a Chartereduxtant and holds a Certificate of
Public Practice.
(Ref: Para A26-A28)

70 The auditor of a member or firm’s activity inspect of client monies under
paragraph 69 must notify the Director of PractieviBw of the Institute immediately of
any circumstances which come to the auditor’'s evoéind which in the opinion of the
auditor should be reported if:

(@) the member or firm has contravened this Stahaar
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(b) the auditor discovers any matter in relatiotht® member or firm’s activities that
appears to the auditor to involve dishonesty onpidne of the member or firm or
the member or firm’s personnel; or

(c) the auditor discovers any loss or deficiencglant monies or any failure by the
member or firm to properly apply client monies fioe purposes authorised by the
client; or

(d) the auditor considers that any other matterelation to the audit should be
communicated to the Institute.

71 The auditor undertaking the audit of a membefirar's activity in respect of
client monies under paragraph 69 must express iamapin respect of the client monies
and/or operation of client bank accounts, as totkdreclient monies and/or client bank
accounts have been properly maintained, recordddaacounted for by the member or
firm in compliance with this Standard. The auditmpn provided to the member or firm
must also be forwarded to the Director of Practaview of the Institute within 15
working days after completion of the audit.

72 A member or firm must allow the Institute to pest the member or firm’s
activity in respect of client monies and/or cliéaink accounts, including any records and
information maintained or held by the member omfithat relate to client monies and
client bank accounts.

(Ref: Para A29-A30)

73 A member or firm must allow the auditor, inspecor person(s) authorised by
the Institute to carry out practice reviews, fudtass to the member or firm’s documents,
information, files and accounting records relattngclient monies. A member or firm
must similarly allow access to client bank accoretords, and those relating to other
bank accounts if the Institute has reason to belibese have been used to deal with
client monies and when those records are held bgcaess is controlled by the member
or firm. The member or firm must provide all infoation or explanations as and when
required, and not hinder, obstruct or delay antaudir inspector or authorised person(s)
in the performance of their duties or the exeroistheir powers.

(Ref: Para A31-A32)

APPLICATION AND OTHER EXPLANATORY MATERIAL
Objectives and General Principles (Ref: Para 10-15)
Al  Aclient’s authority in relation to use of cliemonies can be established:

(@) by a general authority containing the clientstructions to the member to
undertake or perform certain types of actions angactions in relation to the
client’s monies; or

(b) by establishing a specific authority containthg client’s instructions authorising
the member to undertake specific transactionslatioa to the client’'s monies.

The power to operate client bank accounts may takeform of a power of attorney,
appointment as trustee of a trust, or signing aittés on clients’ bank accounts.

A2 A member or firm's terms of engagement agreeth whe client may record
matters such as:
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(@) the intended use(s) or purpose(s) for holdingeceiving the client monies and/or
operating a client bank account;

(b) establishing a general authority for use oérdlimonies and/or operating a client
bank account;

(c) the arrangements for payment to the menobdirm for professional fees and
disbursements including, if applicable, the procéss obtaining the client’s
authorisation for withdrawal of fees and/or dislements by the member or firm
from the client’s trust account or client bank aotiowhen due.

A3  The requirements contained in this Standard esidrthe professional
responsibilities of members and their firms asidistfrom any responsibilities which
may be imposed by law and regulations (such asCtmpanies Act 1993, the Financial
Transactions Reporting Act 1996, the Proceeds om€rAct 1991, the Terrorism
Suppression Act 2002, the Mutual Assistance in @@anMatters Act 1999, the Income
Tax Act 2004, the Tax Administration Act 1994 aihe fTrustee Act 1956, as amended
from time to time). Members and firms should ensilmey are aware of all applicable
legislation and regulations relevant to their imashent(s) with client monies and
operation of client bank accounts.

Ethical and Professional Requirements
General Ethical Obligations (Ref: Para 18-20)

A4 Client monies should not ordinarily be held, dgited or invested in an entity that
is an audit client of the member or firm. This umbds holding monies in trust accounts or
in deposit or investment accounts in accordanceén witent instructions In such
situations, in accordance with the requirementheCode of Ethics, the member or firm
should assess the significance of any threatsetantBmber or firm’s independence, real
or perceived, in relation to the audit engagemé&iie member or firm should take
appropriate action(s) to either:

(@) reduce threats to independence in relation hi® audit engagement to an
acceptable level through application of approprsatieguards; or

(b) avoid the independence threat altogether wiksassed by the member or firm as
being significant in relation to the audit engagame

A5 Members and firms are not permitted to obtaindbiés other than professional
fees and disbursements that relate directly toihg]deceiving or otherwise dealing in
client monies and/or operating client bank accqunt¢ess the client has provided prior
written authority for the member or firm to receigach other benefits. Such benefits
include monetary and non-monetary benefits, for ngda (without limitation)
commission; interest; non-cash benefits; free dsklised benefits and/or services; fee
rebates; sponsorships of functions, seminars, cemfes or meetings; cash payments
and/or goods not directly attributable to a dirgant transaction; shares or options in a
related party of the client or a third party; anidermative fees, benefits or other
inducements received either from the client orctiparties.

Member acting as Trustee or under a Power of Attorney (Ref: Para 21-24)

A6 Difficulties can arise when client monies oredl bank accounts are held or
administered by a member as trustee or under timestef a power of attorney. A
member appointed as a trustee of a trust or asnagtofor a client must not be
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compromised in that role, or in their ability tooperly discharge the functions and
obligations required of them in that capacity unithergeneral law.

A7 A member should not accept a trusteeshiphe member may potentially be
placed in the position where decisions made byrsthwuld result in the member being
in breach of this Standard. For example, a mentauld exercise caution if the member
may be bound by the majority decisions of other-m@mber trustees of a trust.

A8 If a member holds, receives or deals with cliernies or operates a client bank
account under a power of attorney, the membertisatieved from the member’s ethical
and professional responsibilities and obligatiangp$y by virtue of the fact that they are
acting under authority of a power of attorney.

Compliance with Legal Obligations (Ref: Para 25)

A9  Through their association with client monies atiént bank accounts members
and firms face the risk of becoming involved iregal activities, extending also to
involvement in criminal activities. In the contegf this Standard the term “illegal

activities” includes circumstances where the clegoplies, or intends to apply monies for
the client’'s own purposes and the member is awskthe client has no entitlement to
those monies. In such circumstances, members shewddl assisting the client in

wrongfully retaining funds to which the client isth or may not be entitled. Members
should discharge their legal responsibilities ia lght of their ethical and professional
responsibilities, with a view to ensuring that:

(@) they do not assist dishonest actions on thegpdne client; and

(b) they are adequately protected against poterrifalinal or civil liability that might
arise from their involvement with the client andétient monies.

Al10 In addition, if a member has a reasonable btasiselieve that a client is not
entitled to monies received by the member or thenb®’s firm on the client’s behalf,
the member should consider taking legal advicecasppropriate courses of action
available to the member in the circumstances, totyithe following possible options:

(@) requesting the client to inform the relevantdiparty/parties who are entitled to
receive the monies concerned; and/or

(b) declining to carry out the client’s instructgyrand/or
(c) forwarding notification to relevant third pas
Client Identification and Related Procedures (Ref: Para 27-28)

All If a member or firm is requested to receivddlm otherwise deal with money on

behalf of a client, or to operate a client bankoaot without performance of other

services (unrelated to holding, receiving or othsewdealing with those monies in
accordance with the client’s instructions), the rbemor firm should be mindful of risks

of becoming involved in money laundering or tersbfinancing activities, and associated
legal risks, and take reasonable steps to ensarseiivices provided do not in any way
facilitate or contribute to such activity.

Al2 The client’s identity should be establishedha time when the member or firm
first establishes a professional relationship wité client, rather than when any client
monies may first be received or when the membéirmris operation of any client bank

account commences.
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Al13 The member or firm should obtain an understagdif the nature of the client’s
business and/or other activities that give riselient monies, sufficient to understand the
source of client monies.

Al4 The member or firm should consider the needbt@ain legal advice in the case of
any doubt as to the extent of the member or firaiiBgations in regard to establishing
the client’s identity and the source of client memi

Establishing a Trust Account (Ref: Para 30)

Al5 The client may give the member or firm direnoabout how client monies

received or to be received by the member or firentarbe dealt with, so that the member
or firm would not deposit those monies into a trastount of the member or firm as
would otherwise be required under paragraph 30ekample the client may instruct the
member or firm to invest those monies or otherwlisal with them as part of the member
or firm’s administration of the client’s investmeguartfolio.

Al6 If it seems likely that the client monies dejped in a trust account could earn
material interest the member or firm should seek ¢hent’'s authority to place those
monies in an interest-bearing trust account.

Al7 Client monies held in a trust account on buflpasit are deemed not to be
investments of client monies which would otherwisgquire the client’s prior written
authority under paragraph 39. Withdrawals from aot® holding client monies should
be transacted through the member or firm’s trusbawt.

Receipt of Client Monies
Cheques Made Payable to a Client (Ref: Para 37-39)

Al18 A member or firm may receive cheques for cBefiom the Inland Revenue
Department for refunds of overpayments of taxeslients.

A19 If a member or firm receives a cheque made lpay® a person and the member
is in doubt whether or not the person remainsentiof the member or firm or is unable,
after reasonable enquiry, to contact the persom,ctieque should be returned to the
payer, drawer or sender.

Investment of Client Monies (Ref: Para. 40)

A20 When a member or firm invests client moniesaurnmhragraph 40, the member or
firm should, in addition to complying with the ratpments of this Standard which apply
in that circumstance, ensure that the client hasn berwarded or given a written
statement signed for or on behalf of the membeffiran containing the following
information:

(@) the name, address and occupation or descrigifothe borrower or other
recipient;

(b) the principal sum invested,;
(c) a statement as to security of the investment;
(d) the period of investment;

(e) the rate of any interest or fixed dividend gagaand the dates upon which
payments of interest or fixed dividends are dué; an

18



PS-2

)] any other appropriate details of other releviaators or circumstances that have
influenced the member or firm’s investment of ctiemonies in accordance with
the client’s authority.

Recording Receipts (Ref: Para 42)

A21 Examples of documents of title to money inclutieques (which may be post-
dated), promissory notes and bearer debentures.

Paymentsinto a Trust Account
Interest Earned on Client Monies (Ref: Para 46-47)

A22 In accordance with paragraph 46, the client ,math the client’'s prior written
authority, allow different arrangements for paymehtinterest on client monies held.
This agreement may be contained in the engagemiait sent to the client.

Paymentsfrom Trust Accountsand Client Bank Accounts
Payments from a Trust Account (Ref: Para 51-54)

A23 When a member or firm holds client monies fonuanber of clients in one or
more trust accounts, the individual client moniakbces that constitute the trust account
balance should not be overdrawn at any time.

Restrictions on Transactionswith Associated Finance Entities

Prohibited Transactions between an Associated Finance Entity that has
Received Client Monies and the Member or Firm (Ref: Para 59-60)

A24 In line with the objectives and general pridegset out in this Standard and to
avoid risks to members’ ability to maintain thenofessional objectivity in relation to
performance of professional responsibilities owexd their clients, this Standard
proscribes the activities of a member or firm ilatien to transactions entered into with
associated finance entities that have receivedtaimnies from a member or firm, either
directly or indirectly, as set out in paragraphscio

Internal Controlsand Records (Ref: Para 63-68)

A25 A member or firm’s records of client monies atigbnt bank accounts should

include (as applicable in each case) individuabrés for clients, a record of receipts and
payments, a trust journal, client ledger and regist documents of title, and such other
records as are necessary to disclose clearly teeigro of the member or firm’s trust

accounts.

Audit and Inspection

Audits of Members Activities in relation to Client Monies or Client Bank Accounts (Ref:
Para 69)

A26 The period for and extent of audit required emgaragraph 69(a) will be
specified by the Institute as part of the Instimtequest. The Institute may request an
audit on receiving a complaint about the membédiiror's handling of client monies or
client bank accounts, or for any other reason whlod Institute believes warrants
requesting an audit.

A27 Trust accounts maintained by a member or fioting as a receiver/manager,
statutory manager, liquidator (under company lagjish) or assignee (under insolvency
legislation) or trustee/statutory supervisor (untther Securities Act 1978 or the Securities
Act Regulations 1983) are not required to be addseparately under this Standard.
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A28 A member or firm is disqualified from accepting continuing with an audit of
another member or firm’s client monies or clienhbaccounts when that other member
or firm audits the member or firm’s activity in pect of client monies or client bank
accounts. This is to maintain the independenceiredjior performance of the audit.

Inspections Carried out by the Institute (Ref: Para 72-73)

A29 The Institute may, without providing reasonsl at such times as it considers
appropriate, inspect a member or firm’s client nesnor client bank accounts, including
records and information maintained or held by themier or firm relating to client
monies or client bank accounts, whether or notedhmnenies, records and information are
required to be audited under this Standard.

A30 This may be for purposes of the Institute’scica Review activities or as part of
an investigation undertaken by the Institute fgrasate purposes.

A31 Members and firms should inform clients for wihdhey hold client monies or
operate client bank accounts of the Institute’s gmeaof inspection relating to client
monies, trust accounts, client bank accounts acdrde of these held and/or controlled
by the member or firm. This should be done at itime the member or firm first agrees to
receive or hold client monies for a client or teeogte client bank accounts, and should be
recorded in the terms of engagement issued toligna.c

A32 Rule 12 of theCode of Ethics provides that a member’s professional duty of
confidentiality is subject to the member’s professil duty to disclose information to the
Practice Review Board when the member is undergaipgactice review, and to other
relevant Institute Boards performing functions ftielg to investigation of professional
conduct and member discipline.

Fees and Expenses of an Audit or Inspection (Ref: Para 69-73)

A33 In the normal course of events the costs chualit will be borne by the member

or firm. Further, the fees and expenses of an amdinspection are payable by the
member or firm, and not from client monies nor thierest earned on those monies or
client bank accounts.
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APPENDIX

Comparison of PS-2 (Revised) with the IFAC Code of Ethics for Professional
Accountants

This Appendix, which was prepared as at 20 Marc828nd which deals only with
significant differences, is produced for informatipurposes only and does not form part
of the standards in PS-2.

PS-2 incorporates the provisions of Section ZJA@stody of Client Assets of the

International Federation of Accountantsbde of Ethics for Professional Accountants,
and is consistent in all material respects withShendards contained in Section 270.
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