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• Breach of a Requirement of the Code 

The ED comment period ended on January 23, 2012. At its February 2012 meeting, the IESBA discussed exposure 
draft responses to the key issues: 

o Respondents were supportive of the Code addressing breaches.  

o Respondents expressed mixed views on whether all independence breaches should be reported as soon as 
possible to those charged with governance. A majority felt that all breaches should be reported and a minority felt 
that breaches that were not significant need not be reported.  

o Many respondents commented on the timing of reporting, including that insignificant breaches not be required to 
be reported as soon as possible.  

o Three respondents suggested reporting breaches to a regulator in certain circumstances. However, the IESBA did 
not think it appropriate for the Code to require reporting to a regulator. 

o The IESBA concluded that all breaches should be reported to those charged with governance, but it may be 
appropriate to have some flexibility on the timing of reporting of less significant breaches.  

The Task Force will consider the Board’s comments, CAG members’ comments in March, and will further analyze 
the responses received. It anticipates presenting revised wording at the IESBA's June meeting. 

• Conflicts of Interest 

At its October meeting, the IESBA approved an exposure draft for professional accountants in public practice and in 
business on how to identify and evaluate the significance of a conflict of interest and the steps an accountant should 
take to address the conflict of interest. The exposure draft provides the following: 

o A professional accountant in public practice shall take reasonable steps to identify circumstances that may create 
a conflict of interest, taking into account whether a reasonable and informed third party would be likely to 
conclude that an interest or relationship compromises compliance with the fundamental principles; 

o A professional accountant in business shall be alert to all interests and relationships that a reasonable and 
informed third party would be likely to conclude compromise compliance with the fundamental principles. 

o Guidance is provided on safeguards to manage conflicts of interest, including obtaining consent from relevant 
parties. 

o Conforming changes in Part C are proposed to recognize that certain ethical conflicts might arise (undue pressure 
and self-interest threats) when preparing financial information. 

The comment period ended on March 31, 2012. The IESBA will discuss the comments received at its June 2012 
meeting. 

• Responding to a Suspected Illegal Act 

The IESBA has considered the factors supporting a requirement to disclose and a right to disclose.  

The IESBA considered the application of the proposals to the following categories of accountant: 
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1. Professional accountant in public practice providing audit services to an audit client; 

2. Professional accountant in public practice providing non-assurance services to an audit client; 

3. Professional accountant in public practice providing non-assurance services to a client that is not an audit client of 
the firm or of a network firm; and 

4. Professional accountant in business. 

The IESBA is of the view that there should be no distinction between the first two categories of accountants. The 
public would expect an audit firm to take the same action with respect to an audit client, irrespective of whether the 
suspected illegal act was encountered by a member of the audit team or another individual within the firm or network 
firm providing non-assurance services to the audit client.  

The IESBA is of the view that, when certain conditions are met, accountants in the first two categories above should 
be required to disclose a suspected illegal act involving the audit client to an appropriate authority.  Accountants in 
the last two categories should be expected to exercise their right to disclose suspected illegal acts involving the non-
audit client or the employer to an appropriate authority.   

The process leading to disclosure to an appropriate authority, thus overriding the fundamental principle of 
confidentiality, would be as follows: 

o After escalating the matter through the organization (highest level of management and those charged with 
governance), the accountant was unable to dispel the suspicion and the matter has not been appropriately 
addressed by the client or employer 

o the professional accountant determines that the suspected illegal act is of such consequence that disclosure 
would be in the public interest,  

o the client or employer has not disclosed the matter 

o there is an appropriate authority to receive the disclosure.  

Determining whether disclosure is in the public interest would require consideration of the substance of the matter, 
the number of people who could be affected by the suspected illegal act, and the extent to which those people could 
be affected. 

Accountants in categories 1 and 2 would be required to disclose to an appropriate authority those suspected illegal 
acts that affect financial reporting or fall within the expertise of the professional accountant. 

Accountants in categories 3 and 4 would be required to disclose the matter to the external auditor. From there, 
following the process outlined above, these accountants would be expected to disclose the suspected illegal act to 
an appropriate authority if the suspected illegal act relates to the subject matter of the engagement, for professional 
accountants in public practice, and if the suspected illegal act affects financial reporting or falls within the expertise of 
the professional accountant, for professional accountants in business.  

The IESBA discussed a task force recommendation that in exceptional circumstances a professional accountant not 
be required to disclose a suspected illegal act to an appropriate authority if a reasonable and informed third party 
would conclude that the probable threats to the physical safety of the professional accountant or other individuals are 
sufficiently severe to justify not making the disclosure.  The IESBA tentatively concluded that the exception should 
not be limited to physical safety The IESBA requested the Task Force to revise the provision such that it was 
appropriately limited to exceptional circumstances with physical safety as an example.  
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The IESBA also considered the application of the proposals in a group audit situation. The proposals would require a 
professional accountant providing professional services to an audit client to disclose a suspected illegal act to an 
appropriate authority in certain circumstances and a professional accountant providing professional services to a 
non-audit client to disclose the act to the external auditor in certain circumstances. The IESBA noted that the 
definition of audit client includes related entities in specific circumstances. In light of this definition, the IESBA asked 
the Task Force to consider to whom disclosure would be required if the professional accountant were providing 
professional services to an entity that was not an audit client but was a related entity of an audit client.  

The IESBA anticipates approving the Exposure Draft at its June meeting. 

• Revision to Definition of Engagement Team 

The IESBA issued an exposure draft to revise the definition of an engagement team to make it clear that internal 
auditors providing direct assistance to an external auditor are not considered to be part of the audit engagement 
team under the Code.  

The exposure draft comment period ends on May 30, 2012. 

• SME/SMP Working Group 

At its February meeting, the IESBA discussed a possible project to clarify the importance of client management's role 
in an accountant's delivery of bookkeeping services to audit clients that are not public interest entities. The IESBA 
determined that the clarification could be provided through a staff Q&A and that it was not necessary to add a project 
to its agenda. 

 


