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REQUEST FOR COMMENTS 

The International Ethics Standards Board for Accountants, an independent standard-setting body 
within the International Federation of Accountants (IFAC), approved this exposure draft, Code of 
Ethics for Professional Accountants, for publication in December, 2006. These proposed 
revisions to the Code may be modified in light of comments received before being issued in final 
form. 

Please submit your comments, preferably by email, so that they will be received by April 30 
2007. All comments will be considered a matter of public record. Comments should be addressed 
to: 

Senior Technical Manager 
International Ethics Standards Board for Accountants 

International Federation of Accountants  
545 Fifth Avenue, 14th Floor  

New York, New York 10017 USA 

Email responses should be sent to: Edcomments@ifac.org 

Copies of this exposure draft may be downloaded free-of-charge from the IFAC website at 
http://www.ifac.org.  
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EXPLANATORY MEMORANDUM 

Introduction 

This memorandum provides background to, and an explanation of, the proposed changes to the 
Code of Ethics for Professional Accountants (the Code), approved for exposure by the 
International Ethics Standards Board of Accountants (IESBA) in December 2006.  

The IESBA welcomes comments on the proposed revised Section 290 and the proposed new 
Section 291. In addition to general comments, the IESBA welcomes comments on specific 
questions which are set out throughout this document. 

Background 

The existing independence provisions in the Code were issued in November 2001 and were 
effective for assurance reports dated on or after December 31, 2004 with earlier application 
encouraged. Since issuance, several corporate failures have led to a loss of credibility in aspects 
of the financial reporting process and many jurisdictions have taken steps to restore credibility. 
Some of these steps have related to independence requirements for accountants performing 
assurance engagements. Accordingly, IESBA concluded it was appropriate to commence a 
project to determine whether to revise any of the independence requirements contained in 
Section 290 of the Code. 

In considering which parts of Section 290 might need to be revised, the IESBA sent a 
questionnaire to member bodies of IFAC to obtain information on implementation experience 
and to identify any areas where a member body had supplemented the Code with additional 
requirements. The IESBA considered the information received and, in October 2005, held a 
public forum to solicit input on which parts of Section 290 should be revised. The approximately 
150 Forum participants included regulators, standards setters, leaders of accountancy 
organizations and members of the profession. The participants supported the principles-based 
approach in the Code and suggested ways in which it might be clarified or augmented to provide 
auditors with clearer guidance in addressing independence issues. The IESBA considered the 
input received at the Forum in developing this exposure draft. The IESBA has also benchmarked 
the existing section 290 to the independence requirements in some jurisdictions to identify 
matters to be reconsidered.  

Significant Proposals 

Language and Drafting 

In developing the exposure draft, the IESBA has taken steps to make the language, and in 
particular the specific restrictions, more direct. In addition. the IESBA has adopted an approach 
to minimize repetition, for example by stating that “audit engagement” includes “review 
engagement.” 

The IESBA has not yet addressed the implications for the Code of the new drafting conventions 
proposed under the Clarity Project by the International Auditing and Assurance Standards Board. 
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The IESBA will be considering any implications of this project on the drafting of the Code 
during 2007. The IESBA is not therefore seeking comments on the implications of the Clarity 
project at this time. 

Request for comment 

• The IESBA welcomes comments on the drafting conventions adopted. 

Split of Section 290 

The existing Code contains one section that addresses independence requirements for all 
assurance engagements. However, because the majority of assurance engagements are either 
audit or review engagements, the IESBA has revised section 290 to address only audit and 
review engagements.  

Audit engagements are assurance engagements in which a professional accountant expresses an 
opinion on whether historical financial information is prepared in all material respects with an 
identified financial reporting framework. Such engagements include audit engagements to report 
on: 
• A complete set of general purposes financial statements; 
• A complete set of financial statements prepared in accordance with a framework designed for 

a special purpose; 
• A single financial statement; and 
• One or more specific elements, accounts or items of a financial statement. 
The IESBA is of the view that all such engagements should be addressed in proposed revised 
Section 290. In all such engagements the professional accountant obtains reasonable assurance 
that the information is prepared in all material respects with the identified financial reporting 
framework. The IESBA is of the view that a reasonable and informed third party would expect 
that the same independence requirements had been met in an audit of a complete set of financial 
statements as in an audit of a single financial statement or one or more specific accounts or 
elements of a financial statement. 

A review engagement is a limited assurance engagement performed in accordance with 
International Standards on Review Engagements issued by the International Auditing and 
Assurance Board, or equivalent standards. The IESBA has concluded that such engagements 
should be addressed in proposed revised Section 290 with audit engagements as opposed to 
proposed new Section 291 with “other assurance engagements”. In both audit and review 
engagements the accountant is expressing a conclusion on historical financial information and in 
many review engagements the accountant is expressing a conclusion on a complete set of 
financial statements. The subject matter and subject matter information of the engagement is the 
same as in an audit engagement; the difference is the level of assurance obtained. The IESBA, 
therefore, is of the view that it is appropriate for one section to address independence 
requirements for audit and review engagements and one section to address independence 
requirements for other assurance engagements. 
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The exposure draft therefore contains two sections dealing with independence. Proposed revised 
Section 290 sets out the independence requirements for audit and review engagements and 
proposed new Section 291 sets out the independence requirements for all other assurance 
engagements, The IESBA is of the view that this split provides more direct and understandable 
guidance for those who perform only audit and review engagements. 

The proposed new Section 291 addresses independence requirements for assurance engagements 
that are not audit or review engagements. The section notes that if the assurance client is also an 
audit or review client, the requirements in proposed revised Section 290 will also apply in 
relation to the audit engagement to the firm, network firms and to members of the audit or review 
team. 

Request for comment  

• Is it appropriate to split Section 290 into two sections?  

• Is it appropriate that Section 290 addresses independence requirements for all audit and 
review engagements and Section 291 addresses independence requirements for other 
assurance engagements? 

• Is it clear that Section 290 will apply when providing non-audit assurance services to an audit 
or review client? 

Restricted Use 

Existing Section 290.19 states: 

In the case of an assurance report in respect of a non-financial statement audit client 
expressly restricted for use by identified users, the users of the report are considered to be 
knowledgeable as to the purpose, subject matter information and limitations of the report 
through their participation in establishing the nature and scope of the firm’s instructions 
to deliver the services, including the criteria against which the subject matter are to be 
evaluated or measured. This knowledge and the enhanced ability of the firm to 
communicate about safeguards with all users of the report increase the effectiveness of 
safeguards to independence in appearance. These circumstances may be taken into 
account by the firm in evaluating the threats to independence and considering the 
applicable safeguards necessary to eliminate the threats or reduce them to an acceptable 
level. At a minimum, it will be necessary to apply the provisions of existing Section 290 
in evaluating the independence of members of the assurance team and their immediate 
and close family. Further, if the firm had a material financial interest, whether direct or 
indirect, in the assurance client, the self-interest threat created would be so significant no 
safeguard could reduce the threat to an acceptable level. Limited consideration of any 
threats created by network firm interests and relationships may be sufficient. 

In revising these provisions, the IESBA is of the view that the restricted use provisions should 
apply only when the users of the report are knowledgeable as to the purpose, subject matter 
information and limitations of the report through their participation in establishing the nature and 
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scope of the firm’s instructions to deliver the services. The IESBA is of the view that the 
provisions could be applied to an audit engagement so long as the engagement was not: 
• An audit of a complete set of general purpose financial statements; 
• An audit of historical financial information required by law or regulation; or 
• An audit of a complete set of financial statements prepared in accordance with a financial 

reporting framework designed for a general purpose, but not designed to achieve fair 
presentation (for example, financial statements of an insurance company that are prepared for 
the purpose of meeting regulatory filing requirements and  that may be available for general 
use). 

The IESBA is of the view that when a firm is engaged to issue an assurance report the use of 
which is restricted to intended users of the report, certain modifications to the independence 
requirements may be made with the express agreement of the intended users. The firm should 
communicate with the intended users, directly or through their representative, regarding the 
independence requirements that are to be applied. Proposed revised Section 290 and proposed 
new Section 291 indicate the minimum provisions which should be applied in all circumstances. 
The Sections also indicate that where the intended users are a class of user (for example, lenders 
in a syndicated loan arrangement) who are not specifically identifiable by name at the time the 
engagement terms are established, such users should subsequently be made aware of the 
independence requirements that have been complied with, as agreed with their representative (for 
example by making the firm’s engagement letter available to all those users). The sections also 
clarify the application of the relevant provisions of Sections 290 and 291 to these reports. 

Request for comment 

• Is it appropriate to extend the application of the restricted use provisions to certain audit 
engagements as described?  

• Is it appropriate to require the firm to communicate with and obtain the agreement of the 
intended users, directly or through their representative, regarding the independence 
requirements that are to be applied? 

• If the communication is appropriate, should the communication be in writing? 

• Is it appropriate that when the intended users are a class of user who are not specifically 
identifiable by name at the time the engagement terms are established, such users should 
subsequently be made aware of the independence requirements that have been complied with, 
as agreed with their representative? 

• Is it appropriate that certain minimum provisions should be applied in all circumstances, 
irrespective of the views of the intended users? 

• Are the minimum provisions applicable to restricted use reports as described appropriate? 

Definitions 

ENGAGEMENT TEAM 

The existing definition of engagement team is: 
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All personnel performing an engagement, including any experts contracted by the firm in 
connection with that engagement. 

The IESBA is of the view that the existing definition may have unintended consequences 
because the reference to “any experts contracted by the firm” is too broad. In an audit there are 
potentially many different “experts” who could be contracted by the firm ranging from an 
individual who works closely with the team throughout the audit to an individual, usually on 
behalf of the organization they represent, who has no contact with the engagement team but does 
provide information about a particular matter (for example an external lawyer who is a partner in 
a law practice, who provides a legal opinion about a particular matter). The IESBA is of the view 
that it would be inappropriate to treat all such experts as members of the engagement team. 

The IESBA is of the view that the definition of engagement team should be broader than partners 
of the firm and staff employed by the team who serve on the team, to recognize that firms engage 
individuals (who may themselves be an expert in a particular field, such as a valuations 
specialist) to perform audit support activities that might otherwise be performed by partners or 
staff of the firm, for example, firms often contract audit professionals at year end to supplement 
staff levels. The IESBA is of the view that such professionals should be considered to be part of 
the engagement team because they are performing functions that would otherwise be performed 
by staff of the firm. The individual’s legal relationship with the firm should not be the factor that 
determines whether he or she has to comply with independence requirements. 

Accordingly, the IESBA proposes amending the definition to read: 

“All partners and staff performing the engagement and any individual contracted by the 
firm who provide services on the engagement that might otherwise be provided by a 
partner or staff of the firm.” 

The IESBA recognizes that the objectivity of experts (such as where the audit firm contracts with 
a law firm to provide an opinion on a matter) is an important consideration in determining the 
firm’s ability to use the work as audit evidence. The IESBA is also of the view that this is 
appropriately addressed by auditing and assurance standards and as such should not be addressed 
in the Code of Ethics. 

FINANCIAL STATEMENTS 

The IESBA proposes including a revised definition of financial statements that is consistent with 
the definition used by the International Auditing and Assurance Standards Board (IAASB). 

HISTORICAL FINANCIAL INFORMATION 

The IESBA proposes including a definition of historical financial information that is consistent 
with the definition used by the International Auditing and Assurance Standards Board (IAASB). 

KEY AUDIT PARTNER 

The IESBA proposes including a new term “key audit partner” that would be defined as follows: 
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“The engagement partner, the individual responsible for the engagement quality control 
review, and other audit partners on the engagement team, such as lead partners on 
significant subsidiaries or divisions, who are responsible for key decisions or judgments 
on significant matters with respect to the audit of the financial statements on which the 
firm will express an opinion.” 

The term is used in the provisions on employment relationships, partner rotation and 
compensation. The definition of key audit partner focuses on the whether a partner is responsible 
for key decisions or judgments on significant matters with respect to the audit of the financial 
statements on which the firm will express an opinion. For example, in the audit of consolidated 
financial statements, if the audit partner of a significant subsidiary is responsible for key decision 
or judgments on significant matters with respect to the consolidated financial statements that 
individual would be considered to be a key audit partner. 

Request for comment 

• Are the proposed changes to the definitions appropriate?  

• Are the other existing definitions appropriate in the context of proposed revised Section 290 
and proposed new Section 291? 

• Are any other definitions necessary for effective implementation of proposed revised Section 
290 and new Section 291? 

Section 290 Independence – Audit and Review Engagements 

NETWORK FIRMS 

The provisions in this area were issued in June 2006, after exposure. The IESBA has not, 
therefore, changed these provisions and, accordingly, comments are not requested on these 
paragraphs. 

ENTITIES OF SIGNIFICANT PUBLIC INTEREST 

Existing Section 290.28 contains the following guidance on the application of the independence 
requirements to audits of entities of public interest: 

“Certain entities may be of significant public interest because, as a result of their 
business, their size or their corporate status they have a wide range of stakeholders. 
Examples of such entities may include listed companies, credit institutions, insurance 
companies, and pension funds ... Consideration should be given to the application of the 
framework in relation to the financial statement audit of listed entities to other financial 
statement audit clients that may be of significant public interest.” 

Recognizing the need for more specific guidance and in light of the public interest associated 
with a wide range of entities, the IESBA is proposing to strengthen this guidance. The proposal 
will extend the listed entity independence provisions to all entities of significant public interest. 
Such entities are described in section 290 as listed entities and certain other entities that, because 
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of their business, size or number of employees have a large number and wide range of 
stakeholders. 

When developing guidance on which entities should be considered an entity of significant public 
interest, the Board reviewed the guidance of other jurisdictions. That review indicated that there 
were similarities in approach, for example, including listed entities within the definition of public 
interest entities and including certain entities based on a size test. There were, however, 
significant differences in the application of a size test. Further, in some jurisdictions entities 
considered to be of significant public interest for independence purposes are defined by law or 
regulation. In considering this information, the Board concluded that it was impracticable to 
develop a single definition of an entity of significant public interest that would have global 
application and be suitable in all jurisdictions. Accordingly, in those jurisdictions where entities 
considered to be of significant public interest for independence purposes are defined by law or 
regulation, the IESBA concluded that this definition should be used in applying the requirements 
of Section 290. In the absence of such a definition, the IESBA concluded that member bodies 
should determine the types of entities that are of significant public interest in their particular 
jurisdiction.  

The IESBA is of the view that because of the significant public interest associated with listed 
entities, such entities should always be considered to be entities of significant public interest. 
Therefore, audits of such entities should always be subject to the enhanced safeguards contained 
in Section 290. Accordingly proposed revised Section 290 states that entities of significant public 
interest will always include listed entities. 

For other entities, the exposure draft contains some flexibility for each jurisdiction to determine 
based on the facts and circumstances which entities should be considered to be entities of 
significant public interest in that particular jurisdiction. While there is a presumption that 
regulated financial instructions will be considered to be entities of significant public interest, the 
Board recognizes that in some jurisdictions it is possible that certain regulated financial 
institutions would not have a large number and a wide range of stakeholders and thus the extent 
of public interest in those entities would not be significant. Conversely, some pension funds, 
government-agencies, government-owned entities and not-for-profit entities may have a large 
number and wide range of stakeholders and should, therefore, be treated as entities of significant 
public interest. Accordingly, proposed revised Section 290 states that “depending upon the facts 
and circumstances” entities of significant public interest will normally include regulated 
financial institutions and may include pension funds, government-agencies, government-owned 
entities and not-for-profit entities. 

In the absence of a legislative definition, member bodies will need to determine which entities, in 
addition to listed entities, will be treated as entities of significant public interest. Member bodies 
may find it useful to consult with those who regulate entities that might be considered to be 
entities of significant public interest to determine which particular entities should be categorized 
as such for independence purposes. 

Request for comment 
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• Is it appropriate to extend all of the listed entity provisions to entities of significant public 
interest? If not, why not and which specific provisions should not be extended? 

• Is it appropriate that in the absence of a legislative definition member bodies should 
determine which entities are entities of significant public interest? 

• Is it appropriate that, depending upon the facts and circumstances, regulated financial 
institutions would normally be entities of significant public interest and pension funds, 
government-agencies, government owned entities and not-for-profit entities may be entities of 
significant public interest? 

•  Are there any other types of entity which should be provided as possible examples of entities 
of significant public interest? 

FINANCIAL INTERESTS 

The IESBA is of the view that the guidance in existing Section 290 should be strengthened in 
three areas. 

(a) IESBA is of the view that a member of the audit team, or his or her immediate family 
member, should not have a financial interest in an entity that has a controlling interest in 
the audit client, if the client is material to the entity. The IESBA is of the view that the self-
interest threat in such a situation would be so significant that it could not be addressed by 
safeguards. In existing Section 290 this provision applies to audit teams on listed entity 
audit clients because the controlling entity would be deemed a related entity of the audit 
client. The IESBA is of the view that it should also apply to audit clients that are not listed 
entities. 

(b) Existing Section 290 restricts a firm from having a material financial interest in an entity 
that has a controlling interest in a financial statement audit client. The proposed revised 
Section 290 would restrict such an interest only if the audit client was material to the 
parent. The IESBA is of the view that this modification is appropriate because it reflects the 
relative impact of the client’s financial position on the parent. 

(c) The proposed revised Section 290 indicates that when an immediate family member of (a) 
a partner in the office in which the engagement partner practices in connection with the 
audit or (b) a partner or managerial employee who provide non-audit services to the audit 
client receives a financial interest in the audit client as a result of his or her employment 
rights, the interest should be disposed of or forfeited as soon as practice once the individual 
has the right to dispose of the financial interest, or in the case of a stock option, the right to 
exercise the option. 

Request for comment 

• Are the proposed changes to the financial interest provisions appropriate?  
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LOANS AND GUARANTEES 

The IESBA is of the view that the guidance in existing Section 290 is appropriate and is not, 
therefore, proposing significant change in this area. 

Request for comment 

• Is the existing guidance on loans and guarantees appropriate?  

CLOSE BUSINESS RELATIONSHIPS 

The IESBA is of the view that the guidance in existing Section 290 is appropriate and is not, 
therefore, proposing significant change in this area. 

Request for comment 

• Is the existing guidance on close business relationships appropriate?  

FAMILY AND PERSONAL RELATIONSHIPS 

The IESBA is of the view that the guidance in existing Section 290 is appropriate and is not, 
therefore, proposing significant change in this area. 

Request for comment 

• Is the existing guidance on close family and personal relationships appropriate?  

EMPLOYMENT WITH AN AUDIT CLIENT 

Proposed revised Section 290 provides additional guidance on employment with audit clients 
that are entities of significant public interest. Under the proposed revisions, independence would 
be compromised if a key audit partner joined a former audit client or the firm’s former chief 
executive of the firm joined an audit client of the firm before a specific period of time (a 
“cooling-off period”) had elapsed. 

Under the proposals, independence would be compromised if a key audit partner joined an audit 
client that is an entity of significant public interest in one of the following positions before a 
specified period of time has elapsed: 

• in a position to exert significant influence over the preparation of the entity’s accounting 
records or its financial statements; or 

• a director or an officer of the entity. 

Independence would be compromised if a key audit partner accepted such a position unless the 
entity had issued audited financial statements covering a period of not less than twelve months, 
for which the partner was not a member of the audit team during any part of the period. The 
IESBA is of the view that the self-interest, familiarity or intimidation threats would be so 
significant no safeguards could reduce these threats to an acceptable level unless the entity had 
been through one complete annual audit cycle covering at least a 12 month period for which the 
former key audit partner was not involved. 
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The proposal is illustrated in the following scenarios: 

The entity has a December 31 year end. The key audit partner was a member of the audit 
team for the December 31, 20x6 year-end but was not a member of the audit team for the 
December 31, 20x7 year end. The December 31, 20x7 audited annual financial statements 
are issued on March 27, 20x8. Independence would be compromised if the key audit 
partner joined the audit client in one of the specified positions on or before March 27, 
20x8. 

The entity has a December 31 year end. The key audit partner was a member of the audit 
team for the December 31, 20x6 year-end and was involved in the review of the first 
quarter interim financial information for 20x7. The December 31`, 20x7 audited annual 
financial statements are issued on March 27, 20x8 and the December 31, 20x8 audited 
annual financial statements are issued on March 23, 20x9. Independence would be 
compromised if the key audit partner joined the audit client in one of the specified 
positions on or before March 23, 20x9. 

Under the proposal independence would also be compromised if the former Senior or Managing 
Partner (chief executive or similar position) of the firm joined an audit client of the firm that was 
an entity of significant public interest in one of the specified positions noted above unless twelve 
months have elapsed since the individual was the Senior or Managing Partner of the firm. The 
IESBA is of the view that a twelve month cooling-off period is necessary to address the 
intimidation threat. 

The IESBA considered whether the cooling-off provisions should be extended more widely, for 
example to other members of the audit team or other partners in the firm. The IESBA concluded 
that while threats may be created if such individuals join an audit client in specific positions, as 
long as there is no significant connection between the individual and the firm, the threats may be 
addressed by applying appropriate safeguards. The IESBA, therefore, concluded it was not 
appropriate to extend a mandatory cooling-off period to individuals other than key audit partners 
and the firm’s chief executive. 

Request for comment 

• Are the proposed changes regarding employment relationships appropriate? 

• Does the reference to the firm’s Senior or Managing Partner appropriately convey that the 
provision is directed to the top or chief executive of the firm?  

TEMPORARY STAFF ASSIGNMENTS 

Existing Section 290 contains guidance on temporary staff assignments under the heading of the 
provision of non-assurance services. It states that such assistance can be provided if any threats 
are reduced to an acceptable level, so long as the personnel are not involved in making 
management decisions, approving or signing agreements (or other similar documents) or 
exercising discretionary authority to commit the client. 

The IESBA has considered this position and is of the view that the discussion of temporary staff 
assignments is not appropriately classified under the broad heading of non-assurance services 
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because the issues addressed are more closely linked to employment relationships with an audit 
client. The proposed revised Section 290, therefore, includes guidance on temporary staff 
assignments in a separate section that follows the guidance on employment with an audit client. 
The IESBA is also of the view that the guidance should be strengthened to indicate that such 
assistance should be provided only for a short period of time and clarified to state that loaned 
staff should not be involved in providing non-assurance services that would otherwise be 
restricted under the section. 

Request for comment 

• Are the proposed changes to indicate that temporary staff assignment should only be for a 
short period of time and loaned staff should not be involved in providing non-assurance 
services that would otherwise be restricted under the section appropriate?  

RECENT SERVICES WITH AN AUDIT CLIENT 

The IESBA is of the view that the guidance in existing Section 290 is appropriate and is not, 
therefore, proposing significant change in this area. 

Request for comment 

• Is the existing guidance on recent services with an audit client appropriate?  

SERVING AS A DIRECTOR OR OFFICER OF AN AUDIT CLIENT 

The IESBA is of the view that the guidance in existing Section 290 is appropriate and is not, 
therefore, proposing significant change in this area. 

Request for comment 

• Is the existing guidance on serving as a director or officer of an audit client appropriate?  

ASSOCIATION OF SENIOR PERSONNEL (INCLUDING PARTNER ROTATION) 

Existing Section 290 recognizes that using the same senior personnel on an audit engagement 
over a long period of time may create a familiarity threat. The existing section further provides 
that for the audits of listed entities, the engagement partner and the individual responsible for the 
engagement quality control review should be rotated after a pre-defined period, normally no 
more than seven years, and should not participate in the audit engagement until a further period 
of time, usually two years, has elapsed. The existing section also provides that when a firm has 
only a few people with the necessary knowledge and experience to serve as the engagement 
partner, or the individual responsible for the engagement quality control review, rotation may not 
be an appropriate safeguard. In these circumstances, the existing section provides that firms 
should apply other safeguards to address the threat. 

The IESBA has considered this guidance and in particular, the need to strike a balance between 
addressing the familiarity threat by bringing a fresh look to the audit and the need to maintain 
continuity and audit quality. The IESBA recognizes that in larger engagements, key audit 
partners, other than the engagement partner and the individual responsible for the engagement 
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quality control review, may play a significant role in the performance of the audit and 
maintaining ongoing relationships with client management. The proposed revised Section 290 
therefore, addresses the familiarity threat by extending the partner rotation requirements to all 
key audit partners on an audit of an entity of significant public interest. 

The IESBA considered the length of time after which rotation should be required and the length 
of time before the individual may return to the audit team. The IESBA is conscious that in some 
jurisdictions a limited number of individuals have the knowledge and competencies to be a key 
audit partner on entities of significant public interest. The IESBA is, therefore, of the view that 
the existing requirement of seven years on the team and two years off strikes an appropriate 
balance between requiring the necessary fresh look and the need for continuity and competence. 

The IESBA considered whether it was appropriate to maintain the existing position that 
alternative safeguards may be applied by firms with only a few people with the necessary 
knowledge and experience to serve as key audit partners. The IESBA is of the view that on 
balance, such flexibility should not be provided. The IESBA considered whether alternative 
safeguards, including an external review by a regulator, were available to appropriately address 
the familiarity threat. The IESBA concluded that such safeguards were not adequate to address 
the threat, noting that a review by a regulator is performed after issuance of the audit report and 
may be several years after issuance. The IESBA was also mindful that if there was insufficient 
depth within the firm to rotate the required partners this could have implications for audit quality. 
The proposed revised Section 290 therefore requires rotation of key audit partners on all audits 
of entities of significant public interest. 

Request for comment 

• Is it appropriate to extend the rotation requirements to all key audit partners? 

• Is the existing rotation cycle of seven years on, two years off appropriate? 

• Is it appropriate to eliminate the flexibility for small firms to apply alternative safeguards to 
rotation? If such flexibility is appropriate, what alternative safeguards will eliminate the 
familiarity threat or reduce it to an acceptable level? 

PROVISION OF NON-ASSURANCE SERVICES 

Management Functions 

Existing Section 290 does not specifically provide that acting as client management or acting in a 
management role for the client compromises independence. There are, however, several direct or 
indirect references to this issue. (For example, existing 290.163 includes the safeguard of 
policies and procedures to prohibit professional staff from making management decisions for the 
assurance client, or assuming responsibility for such decisions.) In considering this matter, the 
IESBA concluded that the revised requirements should explicitly address management functions. 

The IESBA considered whether the matter should be addressed by adding a management threat 
as a sixth category of threat. The IESBA examined this issue and concluded that a management 
threat was in effect a combination of the five existing categories of threat, in particular self-
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interest, self-review and advocacy threats. The IESBA, therefore, concluded that it was not 
appropriate to add a sixth category of threat. 

The proposed revised Section 290 indicates that it is not possible to specify every function that is 
a management responsibility. However, management functions involve leading and directing an 
entity, including making decisions regarding the acquisition, deployment and control of 
significant human, financial, physical and intangible resources. The proposal indicates that if a 
firm performs any management functions for an audit client no safeguards could reduce the 
threat to an acceptable level and accordingly, a firm should not perform management functions 
for an audit client. The IESBA is of the view that the performance of management functions is 
incompatible with the provision of audit services because the firm becomes too closely aligned 
with the views and interests of management. 

The proposed revised Section 290 also indicates that some activities may not be management 
functions if they are routine and administrative, involve matters that are insignificant or are not 
otherwise a management responsibility. It also provides some examples of such activities. 

The proposed revised section 290 requires the firm to be satisfied that a member of management 
has been designated to make all significant judgments and decisions connected with the services 
and to accept responsibility for actions to be taken arising from the results of the services. The 
IESBA is of the view that this is necessary to reduce the risk of the firm stepping into the shoes 
of management and inadvertently making significant judgments or decisions that are properly the 
responsibility of management. 

Request for comment 

• Is the guidance on management functions appropriate? Are there any additional examples of 
management functions which would be appropriate? 

Preparing Accounting Records and Financial Statements 

The IESBA is of the view that the guidance in existing Section 290 is on the whole appropriate 
and is not, therefore, proposing significant change in this area. The proposed revised Section 290 
does clarify that accounting and bookkeeping services may be provided in emergency situations 
or other unusual situations when it is impractical for the audit client to make other arrangements 
such as where only the firm has the resources and necessary knowledge of the client’s systems 
and procedures to assist the client in the timely preparation of its accounting records and 
financial statements and where a restriction on the firm’s ability to provide the services would 
result in significant difficulties for the client. The IESBA believes this clarifies the existing 
position. 

Request for comment 

• Is the existing guidance on preparing accounting records and financial statements appropriate? 

• Is the revised guidance on emergency situations appropriate? 
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Valuation Services 

Under existing Section 290 the guidance related to the provision of valuation services is the same 
for listed and non-listed audit clients. In both cases the self-review threat would be too 
significant if the valuation involves matters material to the financial statement and involves a 
significant degree of subjectivity. The IESBA has reviewed these provisions and believes they 
need to be strengthened in two areas. 

(a) For audit clients that are entities of significant public interest the IESBA is of the view that a 
firm should not provide a valuation service if it would have a material effect on the financial 
statements. For such entities the public interest is such that any material valuation would 
compromise independence irrespective of the subjectivity associated with the valuation. 

(b) To ensure consistent application of the Code, the IESBA is proposing additional guidance on 
the meaning of significant subjectivity. Proposed revised Section 290, states that certain 
valuations do not involve a significant degree of subjectivity. This is likely to be the case 
where the underlying assumptions are determined by law or regulation or are widely 
accepted and when the techniques and methodologies to be used are based on generally 
accepted standards or prescribed by law or regulation. In such circumstances, the results of a 
valuation performed by two or more parties are not likely to be materially different.  

Request for comment 

• Is the revised guidance applicable for audit clients that are entities of significant public 
interest appropriate? 

• Is the guidance on the meaning of significant subjectivity appropriate? 

Taxation Services 

Existing Section 290 states that taxation services are generally not seen to create a threat to 
independence. The IESBA has considered whether this position continues to be appropriate and 
has concluded that additional guidance in this area is necessary. The proposed revised Section 
290 recognizes that performing certain tax services may create self-review and advocacy threats 
and contains guidance on four broad categories of taxation services: 

• Tax return preparation – these services involve assisting clients with their tax reporting 
obligations. The IESBA is of the view that such services do not generally threaten 
independence as long as management takes responsibility for the returns including any 
judgments made. 

• Preparation of tax calculations – The IESBA is of the view that preparing calculations of tax 
liabilities (or assets) for an audit client for the purposes of the preparation of accounting 
entries that will be subsequently audited by the firm may create a self-review threat. In 
addition, for audit clients that are entities of significant public interest, the public interest is 
such that the firm should not perform calculations for the primary purpose of preparing 
accounting entries that are material to the financial statements. 
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• Tax planning and other tax advisory services – The IESBA is of the view that a self-review 
threat may be created where the advice will affect matters to be reflected in the financial 
statements. In addition, where the effectiveness of the advice depends upon a particular 
accounting treatment or presentation and there is reasonable doubt as to the appropriateness of 
the treatment or presentation, and the outcome of the advice will have a material effect on the 
financial statements the advice should not be provided because the self-review threat would 
be so significant no safeguards could address the threat. 

• Assistance in the resolution of tax disputes – The IESBA is of the view that an advocacy threat 
may be created when the firm acts for an audit client involving the resolution of a tax dispute 
once the tax authorities have made it known that they have rejected the audit client’s 
arguments on a particular issue and are referring the matter for determination in a formal 
proceeding, for example before a tribunal or court. In addition, where the services involve 
acting as an advocate for an audit client before a public tribunal or court in the resolution of a 
tax matter and the amounts are involved are material to the financial statements, the service 
should not be provided because the advocacy threat would be so significant no safeguards 
could address the threat. What constitutes a public tribunal or court should be determined 
according to how tax proceedings are heard in the particular jurisdiction. 

Request for comment 

• Is the revised guidance for on the provision of tax services appropriate? 

Internal Audit Services 

The IESBA is not proposing any changes to these requirements at this time. This topic will be the 
subject of future deliberations of the IESBA and, accordingly, comments are not requested on 
these paragraphs. 

IT Systems Services 

Existing Section 290 provides that IT services involving the design and implementation of 
financial information technology systems that are used to generate information forming part of a 
client’s financial statements may create a threat that is likely to be too significant unless certain 
specified safeguards are applied. The existing section also provides that providing design or 
implementation services may create a threat. The IESBA has reviewed these provisions and is of 
the view they need to be strengthened in two areas:  

(a) For audit clients that are not entities of significant public interest, the IESBA is of the view 
that either the design or the implementation of financial information technology systems that 
form a significant part of the accounting systems, or generate information that is significant 
to the client’s financial statements may create a threat that is likely to be too significant 
unless certain specified safeguards are applied. 

(b) For audit clients that are entities of significant public interest, the IESBA is of the view that, 
due to the level of public interest in such entities, a firm should not provide services 
involving either the design or the implementation of financial information technology 
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systems that form a significant part of the accounting systems, or generate information that is 
significant to the client’s financial statements. 

Request for comment 

• Is the revised guidance on the design and implementation of financial information technology 
systems appropriate? 

Litigation Support Services 

The IESBA is of the view that the guidance in existing Section 290 is appropriate and is not, 
therefore, proposing significant change in this area. The proposed revised Section 290 does 
clarify that the guidance on valuation services is also appropriate when the firm provides 
litigation support services that involve estimating damages or other amounts that affect the 
financial statements. 

Request for comment 

• Is the guidance on litigation support services appropriate? 

Legal Services 

The IESBA is of the view that the guidance in existing Section 290 is appropriate and is not, 
therefore, proposing significant change in this area. 

Request for comment 

• Is the guidance on legal services appropriate? 

Recruiting Senior Management 

Existing Section 290 states that the recruitment for an audit client of senior management such as 
individuals in a position to affect the subject matter information (financial statements) may create 
threats to independence. It further states that in all cases the firm should not make management 
decisions and the decision as to whom to hire should be left to the client. 

The IESBA has reviewed these provisions and is of the view they need to be strengthened in 
relation to providing such services to an audit client that is an entity of significant public interest. 
The proposed revised Section 290 therefore restricts, for such audit clients, providing recruiting 
services with respect to a director or officer of the client or senior management in a position to 
exert significant influence over the preparation of the accounting records or the financial 
statements. 

Request for comment 

• Is the guidance on recruiting senior management appropriate? 

Corporate Finance Services 

Existing Section 290 states that certain corporate finance services should not be provided to an 
audit client because the threat would be so significant no safeguards could address the threat. The 
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IESBA has reviewed these provisions and is of the view they should be strengthened to also 
address corporate finance services where the effectiveness of the advice depends upon a 
particular accounting treatment. Therefore, proposed revised Section 290 states that, consistent 
with the position taken on tax advice, where the effectiveness of the advice depends upon a 
particular accounting treatment or presentation and there is reasonable doubt as to the 
appropriateness of the treatment or presentation, and the outcome of the advice will have a 
material effect on the financial statements, the advice should not be provided because the self-
review threat would be so significant no safeguards could address the threat. 

Request for comment 

• Is the guidance on corporate finance services appropriate? 

FEES AND COMPENSATION AND EVALUATION POLICIES 

Existing Section 290 provides guidance on relative size of fees, overdue fees and pricing and 
does not address a firm’s compensation and evaluation polices. The IESBA has reviewed the fees 
provisions and considered compensation and evaluation issues and is proposing two changes to 
this section. 

(a) The IESBA is of the view that the guidance on pricing is no longer appropriate. Existing 
Section 290 states that when a firm obtains an engagement at a significantly lower fee level 
than charged by the predecessor firm, or quoted by another firm, the self-interest threat 
would not be reduced to an acceptable level unless the firm is able to demonstrate that 
appropriate time and qualified staff are assigned to the task, and all applicable assurance 
standards, guidelines and quality control procedures are being complied with. The IESBA is 
of the view that this guidance could be misleading because those matters are required in all 
circumstances – not only in circumstances when an engagement was obtained for a lower fee. 
This paragraph has, therefore, been deleted from the proposed revised Section 290. 

(b) The IESBA acknowledges that compensation and evaluation arrangements may create a self-
interest threat and detract from audit quality by providing an inappropriate incentive to focus 
on the selling of non-assurance services to an audit client. Therefore, the proposed revised 
Section 290 states that compensating or evaluating members of an audit team for selling non-
assurance services to an audit client may create a self-interest threat. It further provides that 
key-audit partners should not be evaluated or compensated in this manner because the threat 
created would be so significant that it could not be addressed by safeguards. 

Request for comment 

• Is it appropriate to eliminate the guidance on pricing? 

• Is the guidance on compensation and evaluation appropriate? 

GIFTS AND HOSPITALITY 

The IESBA is of the view that the guidance in existing Section 290 is appropriate and is not, 
therefore, proposing significant change in this area. 
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Request for comment 

• Is the guidance on gifts and hospitality appropriate?  

ACTUAL OR THREATENED LITIGATION 

The IESBA is of the view that the guidance in existing Section 290 is appropriate and is not, 
therefore, proposing significant change in this area. 

Request for comment 

• Is the guidance on actual or threatened litigation appropriate? 

Section 291 Independence – Other Assurance Engagements 

The IESBA is not proposing significant changes to independence requirements for assurance 
engagements that are not audit or review engagements (“other assurance engagements”). The 
IESBA is of the view that the provisions for other assurance engagement contained in existing 
Section 290 remains on the whole appropriate at this time. The IESBA is of the view that as the 
market for other assurance services matures it may be appropriate to develop addition 
independence requirements for such engagements. 

Request for comment 

• Is the existing guidance as now reflected in Section 291 on other assurance engagements 
appropriate? 

Effective Date 

The IESBA proposes that the requirements in proposed revised Section 290 and new Section 291 
be effective one year after approval of the final requirements, subject to the transitional 
provisions which are discussed below. In determining the appropriate effective dates, the IESBA 
balanced the need for providing firms and member bodies with appropriate time to implement 
the new standards and effecting change as soon as possible. Assuming approval and issuance of 
final requirements in the first half of 2008, the effective dates would be in the first half of 2009. 
The IESBA proposes that the provisions would become effective as of a particular date. For 
example, assuming the proposals are approved on March 31st 2008, the requirements would 
become effective on March 31st 2009. The existing independence provisions would be applicable 
up to March 31st 2009 and the revised provisions would become effective from March 31st 2009 
onwards. 

The IESBA is of the view that transitional provisions are appropriate in the following three areas 
(the dates provided assume approval in March 31st 2008): 

• Partner Rotation – The proposals extend the existing partner rotation requirements to all key 
audit partners and for all firms, irrespective of size. The IESBA is of the view that where the 
proposals would require additional individuals to rotate (i.e., those not required to rotate under 
the existing provisions) it is appropriate to provide an additional year before this requirement 
is effective. Therefore, the IESBA proposes that such rotation be effective two years after the 
approval of the final standard. For example, key audit partners who are neither the 
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engagement partner nor the individual responsible for the engagement quality control review 
would be subject to the rotation requirements after March 31st 2010. Similarly the rotation 
requirements would start on March 31st 2010 for firms that do not currently rotate partners but 
rather, under the existing Code, apply alternative safeguards to address the threat. 

• Entities of Significant Public Interest – The proposals extend the requirements for audits of 
listed entities to all other entities of significant public interest. The IESBA is of the view that 
it is appropriate to provide an additional year before these requirements are effective. 
Therefore, the IESBA proposes that these requirements be effective two years after the 
approval of the final standard. 

• Provision of Non-Assurance Services – The proposals expand some of the restrictions related 
to the provision of certain non-assurance services. IESBA proposes that a firm should not 
contract for such services after the effective date of the final standard and will have six 
months after the effective date to complete any ongoing services which were contracted for 
before the effective date. 

Request for comment 

• Is the proposed effective date appropriate? 

• Are the proposed transitional provisions appropriate? 

Scope of Revisions 

The revisions proposed in the exposure draft address matters which were raised at the Forum and 
identified during the IESBA’s benchmarking exercise. When developing the exposure draft, the 
IESBA identified certain other matters which, while important, it did not consider to be of a 
priority nature. The more significant topics include considering whether additional guidance 
should be provided in the following areas: 

• Auditor indemnification; 
• Financial interests held in trusts; 
• Application of section 290 to audits of collective investment vehicles, such as mutual funds; 
• Provision of other non-assurance services to audit clients, including internal audit services; 

and 
• Independence considerations for compilation engagements and engagements to perform 

agreed-upon procedures. 

These matters will be addressed in subsequent revisions to the Code, and therefore, the IESBA is 
not requesting any comments on these matters at this time.  

 

Guide for Commentators 

The IESBA welcomes comments on the proposed revised Section 290 and the proposed new 
Section 291. Apart from the request for specific comments set out below, the IESBA is seeking 
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comments on all matters addressed in the exposure draft. Comments are most helpful when they 
refer to specific paragraphs, include the reason for the comments and, where appropriate, make 
specific suggestions for any proposed changes to wording. Where a respondent agrees with 
proposals in the exposure draft (especially those calling for a change in current practice), it will 
be helpful for the IESBA to be made aware of this view. 

Request for Specific Comments 

Questions related to requests for specific comments are included above throughout the text of the 
explanatory memorandum. 

Comments on Other Matters 

Recognizing that the proposed revised Code will apply to all professional accountants in public 
practice that perform assurance engagements, the IESBA is also interested in comments on 
matters set out below. 

Special Considerations on Application in Audit of Small Entities 

Respondents are asked to comment on whether, in their opinion, considerations regarding the 
audit of small entities have been dealt with appropriately in the proposed revisions to the Code. 
Reasons should be provided if not in agreement, as well as suggestions for alternative or 
additional guidance. 

Developing Nations 

The IESBA welcomes comments on any foreseeable difficulties in applying the proposed 
provisions in a developing nation environment. Reasons should be provided, as well as 
suggestions for alternative or additional guidance. 

Translations 

The IESBA welcomes comment from respondents on potential translation issues noted in 
reviewing this exposure draft. 

 


