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Meeting: IESBA Agenda Item 

6 Meeting Location: New York 

Meeting Date: September 19-22, 2017 

Long Association Restructuring 

Objectives of Agenda Item 

1. To consider:  

(a) A revised draft of proposed Sections 5401 and 9402 in the light of comments received from 
respondents on the restructured Long Association (LA) text included in the Exposure Draft 
Improving the Structure of the Code of Ethics for Professional Accountants  (Structure ED-2); 
and 

(b) Matters arising from (i) the Structure Task Force’s review of the restructured LA text, and (ii) 
the feedback from respondents to Structure ED-2 pertaining to the LA provisions. 

Task Force for Restructuring Work Stream 

2. Members: 

• Richard Fleck, Chair, IESBA Deputy Chair 

• Brian Caswell, IESBA Member 

• Gary Hannaford, IESBA Member 

• Chishala Kateka, IESBA Member 

• Andrew Pinkney, IESBA Technical Advisor 

Activities since Last Board Discussion 

3. The Task Force liaised via email to develop the revised draft of proposed Sections 540 and 940, 
taking into account the feedback received from respondents to Structure ED-2. In developing the 
revised text, the Task Force liaised with, and received input from, the Structure and Safeguards 
Task Forces.  

Matters for Board Noting and Consideration 

Conforming Amendments with Respect to Safeguards 

4. In addition to some minor editorial changes for consistency with changes arising from the 
Safeguards Task Force’s work on Phase 2 of the Safeguards project, the LA Task Force draws the 
Board’s attention to the following: 

                                                           
1 Proposed Section 540, Long Association of Personnel (Including Partner Rotation) with an Audit Client 
2 Proposed Section 940, Long Association of Personnel with an Assurance Client 

http://www.ifac.org/publications-resources/improving-structure-code-ethics-professional-accountants-phase-2
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• A change has been made to paragraph 540.3 A5 to characterize the action that might 
eliminate the specified threats as an example of an action. 

• In paragraph 540.3 A6, the second example of an action that might be a safeguard has been 
amended to refer to “having an appropriate professional who was not an audit team member 
review the work of the individual.” 

5. The Safeguards Task Force will explain the rationale for these proposed changes during the 
Safeguards session at the Board meeting. 

Consistency Changes Arising from the Structure Project 

6. The Task Force has accepted a few minor editorial changes to both Sections 540 and 940 
recommended by the Structure Task Force. These changes are for general consistency with 
refinements to the rest of the restructured Code arising from the Structure Task Force’s work on 
Phase 2 of the Structure project. These editorial changes are relatively self-explanatory. 

7. There is one further change that the Structure Task Force has recommended but in respect of 
which the LA Task Force has not reached unanimity. The Structure Task Force has proposed that 
the reference to “firm” in paragraphs R540.20(c) and 540.20 A1 be expanded to explicitly include a 
network firm. The Structure Task Force’s rationale is that the revised LA provisions as reflected in 
the January 2017 close-off document are based on the independence provisions in the extant 
Code. These specify in paragraph 290.3(b) that throughout Section 2903 addressing independence 
for audit and review engagements, the term “firm” includes network firm except where otherwise 
stated. 

8. The Structure Task Force noted that on restructuring, the presumption is that where the term “firm” 
appears it is intended to include “network firm,” and therefore a network firm should be 
distinguished unless the particular provision is clearly not applicable to a network firm. The 
Structure Task Force believes that in this case, a network firm could, for example, be the firm 
responsible for the provision of non-assurance services (NAS) to the audit client. 

9. Not all on the LA TF agreed with this position. There is a view that the client relationship role would 
be at the firm level in practice and that the lead audit firm would be the one that would have that 
relationship. It was felt that to make a change to extend “firm” to include a network firm would be a 
change of substance, and therefore outside the scope of the restructuring exercise. 

10. Staff notes that the issue of an individual acting as “client relationship partner” for the firm during the 
cooling-off period is not addressed in the extant Code: 

290.149 In respect of an audit of a public interest entity, an individual shall not be a key audit 
partner for more than seven years. After such time, the individual shall not be a member of 
the engagement team or be a key audit partner for the client for two years. During that 
period, the individual shall not participate in the audit of the entity, provide quality control 
for the engagement, consult with the engagement team or the client regarding technical or 
industry-specific issues, transactions or events or otherwise directly influence the outcome 
of the engagement. 

                                                           
3 Extant Section 290, Independence – Audit and Review Engagements 

https://www.ifac.org/publications-resources/close-changes-code-addressing-long-association-personnel-audit-or-assurance
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11. Accordingly, there is a question as to whether the presumption that “firm” includes “network firm” 
should apply when the issue is not addressed in the extant Code. Further, during the Board’s 
deliberations over the matter of restrictions on the rotated individual’s activities during the cooling-
off period, the Board did not explicitly discuss or agree that the prohibition on the individual acting 
as the firm’s client relationship partner should be extended to include a prohibition on acting in a 
similar role at a network firm. The discussion of the issue of restrictions on activities during the 
cooling-off period in the explanatory memorandum4 to the August 2014 Exposure Draft did not 
include any indication of explicit Board intent for the particular prohibition to also apply in a network 
firm context, or that the Board had considered the matter during its deliberations. Equally, the Basis 
for Conclusions5 on the issue of permissible activities during the cooling-off period did not include 
any mention of Board consideration of the prohibition in a network firm context.  

12. There is therefore a question as to whether making the proposed changes to paragraphs 
R540.20(c) and 540.20 A1 on restructuring the text would result in a substantive change in respect 
of an issue that has not been previously aired with stakeholders. This would be a condition that 
would ordinarily trigger Board consideration of re-exposure. 

Matter for Consideration 

1. IESBA members are asked whether they believe the change proposed by the Structure Task Force 
would represent a substantive change beyond the scope of the Structure project. 

In considering this matter, IESBA members are not asked to debate the merits of extending the 
prohibition to the network firm context as this would be a substantive discussion beyond the scope 
of the restructuring exercise. 

Changes in Response to Feedback Received on the ED 

13. In addition to minor editorial refinements, the following changes have been made to Section 540 in 
response to comments or suggestions from respondents: 

• 540.3 A3 and 540.3 A4 (previously 540.5 A1 and 540.5 A2) – these paragraphs have been 
relocated earlier as they deal with the evaluation of threats before the determination of 
actions to address them. (see comment #16 in Agenda Item 6-B). 

• R540.6 – this paragraph has been elevated to a requirement as it contains an implicit 
imperative, i.e., that the count of years cannot be restarted unless the specified condition is 
met (see comment #25-26). 

• R540.10 and 540.10 A1 (previously R540.20 and 540.20 A1) – these paragraphs have been 
relocated nearer the provisions dealing with the time-on period as they relate to matters that 
should be taken into account when considering the “time-on” period  (see comment #40). 

                                                           
4 See pages 11-13 of the explanatory memorandum. 
5 See paragraphs 33-37 of the Basis for Conclusions included in the February 2016 re-Exposure Draft. 

http://www.ifac.org/publications-resources/proposed-changes-certain-provisions-code-addressing-long-association-personne
http://www.ifac.org/publications-resources/exposure-draft-limited-re-exposure-proposed-changes-code-addressing-long
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14. In addition to conforming changes arising from changes to Section 540, the following change has 
been made to Section 940 in response to comments or suggestions from respondents: 

• 940.3 A1 – Adding a second bullet to refer to an individual’s long association with “the 
assurance client’s senior management,” for consistency with the corresponding provision in 
Section 540 (see comment #42). 

Effective Date 

15. In releasing the LA close-off document, the Board specified that, subject to a transitional provision:6 

• Paragraphs 290.148 to 290.168 would become effective for audits of financial statements for 
periods beginning on or after December 15, 2018; and 

• Paragraphs 291.137 to 291.141 would be effective as of December 15, 2018. 

16. While many respondents to Structure ED-2 supported the effective date, several7 were concerned 
about a perceived two-track approach given the different effective date proposed for the 
restructured Code (June 15, 2019). The concerns centered on perceived complications in 
implementing two sets of changes in quick succession, particularly the perceived burden that this 
would place on smaller firms, and the merit of adopting a single effective date for consistency and 
simplicity.  

17. The Task Force noted that the Board has deliberated at length the effective date of the revised LA 
provisions in the context of the restructuring of the Code, and that these provisions have been 
approved by the PIOB with the specified effective date. Accordingly, the Task Force is not 
recommending that the Board revisit this date. The Task Force notes that the Structure Task Force 
is recommending deferring the effective date of the restructured Code by about six months to 
December 15, 2019 (see Agenda Item 2-A). If approved by the Board, such deferral would help 
mitigate concerns among some stakeholders about undue burden. 

18. Separately, however, a respondent 8  noted that assurance engagements covered under extant 
Section 2919 can comprise reports on periods of extended length (such as an assurance report on 
sustainability covering a calendar year). The respondent felt that to make the changes pertaining to 
Section 291 apply on a single date (i.e., December 15, 2018) could have some unintended 
consequences when a period under review crosses the relevant date. (The respondent raised a 
similar concern with respect to the broader Part 4B of the restructured Code, which contains the 
restructured provisions in extant Section 291 as revised by the Safeguards project.) 

19. The Task Force acknowledged the concern and accepted that there is a potential for unintended 
consequences when a period subject to assurance procedures crosses the point in time when the 

                                                           
6 The transitional provision stated the following: 

Paragraph 290.163 shall have effect only for audits of financial statements for periods beginning prior to December 
15, 2023. This will facilitate the transition to the required cooling-off period of five consecutive years for engagement 
partners in those jurisdictions where the legislative body or regulator (or organization authorized or recognized by 
such legislative body or regulator) has specified a cooling-off period of less than five consecutive years. 

7 ACCA, AE, FSR, ICAEW, ICAP, ICAS, IDW, KPMG, WPK 
8 PwC 
9 Extant Section 291, Independence – Other Assurance Engagements 
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revised provisions are intended to come into effect. Accordingly, the Task Force recommends a 
modification to the effective date for the revised LA provisions in Section 291 as follows: 

• For assurance engagements regarding subject matter covering a period, paragraphs 291.137 
to 291.141 are effective for periods beginning on or after December 15, 2018. 

• For all other assurance engagements, paragraphs 291.137 to 291.141 are effective as of 
December 15, 2018. 

20. The LA Task Force notes that the Structure Task Force has made a similar recommendation with 
respect to the effective date of Part 4B of the restructured Code as it relates to assurance 
engagements on subject matter covering a period (see Agenda Item 2-A). 

21. For the avoidance of doubt, the effective date of the restructured Code will not override the effective 
date of the revised LA provisions in extant Section 291. 

Matter for Consideration 

2. IESBA members are asked whether they support the Task Force’s recommendation regarding 
modification of the effective date of the revised LA provisions in Section 291. 

Material Presented 

Agenda Item 6-A Proposed Sections 540 and 940 (Mark-up from Structure ED-2) 

Agenda Item 6-B ED Comment Analysis 

Draft to be Discussed at the Meeting 

22. The Task Force proposes that the mark-up version of Sections 540 and 940 be discussed at the 
meeting (Agenda Item 6-A).  

23. For information, the clean version is included in the staff-prepared compilation of the restructured 
Code (Agenda Item 2-C). 

Action Requested 

24. IESBA members are asked to:  

(a) Consider and reach agreement on the issues of network firm and effective date as described 
above; 

(b) Consider the revised restructured text in Agenda Item 6-A and provide feedback to the Task 
Force; and 

(c) Familiarize themselves with the comments from respondents in Agenda Item 6-B (and the 
Task Force’s related responses), and indicate whether there are any matters raised by 
respondents that they believe should be further considered by the Board. 

 


