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SUBJECT: IESBA REPORT  
 

Section 1 Introduction 
1.1 This report summarizes the activities of the IESBA since my last report in May 2009. 

Section 2 Meeting Updates 
2.1 The IESBA has not met since May 2009 and will meet once more in 2009: 

 October 19-20, 2009, Tokyo, Japan. 

Section 3 Significant Project Status/updates 
3.1 In July 2009 the IESBA released a revised Code of Ethics for Professional Accountants 

(the Code), following the consideration and approval by the Public Interest Oversight 
Board (PIOB) of due process and extensive public consultation.  

3.2 The revised Code also contains the changes resulting from the two Independence projects 
and will have an effective date of January 1, 2011. Early adoption will be permitted and 
there will be some transitional provisions. Appendix 1 to this agenda paper contains an 
overview of the changes to the Code resulting from both the Drafting Conventions 
project and the Independence projects.  

3.3 This represents the completion of the IESBA’s program to improve the clarity of the 
Code through changes to the drafting conventions. When the revised Code is published 
later in the year, the IESBA will also be issuing a toolkit to assist member bodies and 
firms in implementing the Code. 

3.4 The IESBA has commenced its consideration of its future strategy and will be surveying 
stakeholders to solicit views on its work program for the period 2010-2012. 

Section 4 Critical Environmental Issues 
4.1 None of significance since last report. 

Section 5 International Relations and Communications 
5.1 In March 2009, I met with the European Group of Auditors’ Oversight Bodies (EGAOB), 

in Brussels, Belgium. The discussions focused on proposed changes to the revised Code. 
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5.2 The first annual IESBA-National Standards Setters (NSS) meeting was held in April 
2009, in Vancouver, Canada. National standard-setters from twelve countries were 
represented at the meeting. The topics discussed included implementation of the revised 
Code, convergence of international and national standards, and the IESBA’s strategy for 
2010-2012. 

Section 6 Operations and Other Matters 
6.1 None of significance since last report. 
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Appendix 1 
Overview of Drafting Conventions Changes in Revised Code 
Use of Shall 

The revisions to the Code will identify all requirements by use of the word “shall”. The Code 
will explain this as follows; 

“The use of the word ‘shall’ in this Code imposes a requirement on the professional 
accountant or firm to comply with the specific provision in which ‘shall’ has been used. 
Compliance is required unless an exception is permitted by this Code.” 

 

Mergers and Acquisitions 

The revisions to the Code will provide specific guidance to assist firms in dealing with the 
independence implications of a client merger or acquisition. The revisions: 

• Require the firm to identify and evaluate previous and current interests and relationships 
with the related entity that could affect its independence. 

• Require the firm to take steps necessary to terminate all relevant interests and 
relationships by the effective date.  

• Recognize that sometimes it will not be reasonably possible to terminate all relevant 
interests and relationships by the effective date and, in such circumstances, require the 
firm to evaluate the threat that is created by such interest or relationship and discuss with 
those charged with governance the reasons why the interest or relationship cannot be 
terminated and the evaluation of the significance of the threat. 

• State that if those charged with governance request the firm to continue as the ongoing 
auditor of the entity, the firm shall only do so if: 

o The interest or relationship is terminated as soon as reasonably possible and, in all 
cases, within six months of the merger or acquisition; 

o Members of the engagement team and the individual responsible for the 
engagement quality control review are free of such interests or relationships, and 
also are not involved with a continuing prohibited non-assurance service; and 

o Transitional measures are applied as necessary. 

• State that when the firm has completed a significant amount of work on the audit, and can 
complete the remaining audit procedures within a short period of time, and those charged 
with governance request the firm to continue as auditor while continuing with an interest 
or relationship, require: 

o The firm to evaluate the significance of the threat and discuss this evaluation with 
those charged with governance; 
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o Members of the engagement team and the individual responsible for the 
engagement quality control review to be free of such interests or relationships, 
and also not to be involved with a continuing prohibited non-assurance service;  

o Application of transitional measures as necessary; 

o Termination of the audit engagement not later that the issuance of the next audit 
report. 

• Require the firm to consider whether, even if all the requirements above are met, the 
threats created by previous and current interests and relationships are so significant that 
the firm cannot remain as auditor of the entity. 

• Document any interests or relationships that will not be terminated and the reasons they 
will not be terminated, the transitional measures applies, the results of discussion with 
those charged with governance and the rationale as to why the previous and current 
interests and relationships do not create threats that would remain so significant that 
objectivity would be compromised. 

 
Consultation Clause 
The revisions to the Code state that when a professional accountant encounters unusual 
circumstances in which the application of a specific requirement of the Code would result in a 
disproportionate outcome or an outcome that may not be in the public interest, it is recommended 
that the professional accountant consult with a member body or the relevant regulator 
 
 
Overview of Independence Changes in Revised Code 
 
Public Interest Entities 

• Listed entity provisions to be applied to all public interest entities. 
• Public interest entities defined as: 

o Listed entities;  
o Entities defined by regulation or legislation as a public interest entity; and 
o Entities for which the audit is required by regulation or legislation to be 

conducted in compliance with the same independence provisions as apply to listed 
entities. 

 
Cooling-off period 

• Applies to public interest entities. 
• “Cooling-off” period required before Senior or Managing Partner of the firm joins an 

audit client that is a public interest entity or a Key Audit Partner joins his or her public 
interest entity audit client. 

• Key audit clients defined as: 
o Engagement partner; 
o Engagement quality control reviewer; and 
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o Other audit partners, if any on the engagement team, who make key decisions or 
judgments on significant matters with respect to the audit of the financial 
statements. 

• Cooling-off period for Senior or Managing Partner – one year. 
• Cooling-off period for key audit partners – one audit opinion covering a period of not less 

than 12 months for which the partner was not a member of the audit team. 
• Cooling of period required before individual takes on of the following positions: 

o Director;  
o Officer; or 
o Employee in a position to exert significant influence over the preparation of the 

accounting records o financial statements. 
 
Partner Rotation 

• Applies to public interest entities. 
• Key audit partners – rotate after seven years with time-out period of two years. 
• In rare cases due to rare cases, due to unforeseen circumstances outside of the firm’s 

control, may be permitted to stay on the engagement if continuity is especially important 
to audit quality. 

• Rotation not required when: 
o Independent regulator has provided an exemption from partner rotation where 

firm has only a few people with necessary knowledge and skill to serve as key 
audit partner; and 

o Independent regulator has provided alternative safeguards 
 
Non-assurance services 

Management Functions 
• A firm shall not perform management functions for an audit client 
• Management functions: 

o Leading and directing an entity, including making significant decisions regarding 
the acquisition, deployment and control of human, financial, physical and 
intangible resources 

• When providing non-assurance services management responsible for: 
o making the significant decisions and judgments; and 
o accepts responsibility for the actions to be taken as the result of the service 

 
Accounting and Bookkeeping Services 

• Non-public interest 
o No change – can provide services related to the preparation of accounting records 

and financial statements if services are of a routine or mechanical nature 
• Public interest 

o No change, except in emergency situations, shall not provide accounting and 
bookkeeping services, including payroll services, or prepare financial statements 
or financial information which forms the basis of the financial statements 
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Valuation Services 

• Non-public interest 
o No change – restriction on valuations that are material and involve significant 

subjectivity 
o Clarifications – guidance on meaning of significant subjectivity – when the results 

of the valuation performed by two or more parties not likely to be materiality 
different 

• Public interest 
o Change – restrict all material valuations 

 
Tax Return Preparation 

• Such services do not normally create threats to independence provided management takes 
responsibility for the returns, including any significant judgments made: 

o The services are typically provided based on facts already in existence or 
transactions that have already occurred; 

o Analysis and presentation of historical information under existing law; 
o Tax return is subject to whatever review or approval process the tax authority 

considers is appropriate. 
 
Tax Calculations 

• Non-public interest 
o Preparing calculations of current and deferred tax liabilities for the purpose of the 

preparation of the accounting entries may create a self-review threat. The 
significance of the threat will depend on: 

 Degree of subjectivity involved in te calculations; and 
 Materiality 

• Public interest 
o Except in emergency situations, service is restricted if for the purpose of 

preparing accounting entries that are material to the financial statements 
 
Tax Planning and Other Advisory Services 

• Self-review threat may be created when advice affects matters reflected in the financial 
statements. Significance depends on: 

o  Degree of subjectivity and materiality 
o Level of tax expertise of client 
o Extent to which advice is supported by law or regulation 
o Whether effectiveness of the advice depends on accounting treatment and there is 

reasonable doubt as to the appropriateness of the treatment 
• Where the effectiveness of tax advice depends on a particular accounting treatment or 

presentation, and 
o Reasonable doubt as to appropriateness of the related accounting treatment or 

presentation; and 
o  Outcome of tax advice will have a material impact on the financial statements 
o  
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• Self-review threat would generally be so significant no safeguards could recue the threat 

to an acceptable level 
 
Assistance in Resolution of Tax Disputes 

• Advocacy threat may be created when firm represents audit client in resolution of a tax 
dispute once tax authorities have rejected clinet’s argument and are referring the matter 
for determination in a formal proceeding. Significance depends on: 

o Whether firm has provided tax advice on the matter 
o Materiality 
o Extent to which matter supported by tax law or regulation 
o Role management plays in the resolution of the dispute 

• If 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 material to the financial 
statements created would be too significant 

• What constitutes a public tribunal or court depends upon how the tax proceedings are 
heard in the particular jurisdiction 

 
Internal Audit Services 

• Non-public interest 
o Shall only provide internal audit services if it is satisfied that management takes 

responsibility for the services 
o Shall not assume a management responsibility 
o  Performing a significant part of the internal audit activities increases possibility 

of assuming a management responsibility 
• Public interest 

o Shall not provide internal audit services that relate to: 
 A significant part of the internal controls over financial reporting 
 Financial accounting systems that generate information that is, separately 

or in the aggregate, material to the financial statements 
 Amounts or disclosures that are, separately or in the aggregate, material to 

the financial statements 
 
Information Technology Services 

• Non-public interest 
o Design or implement likely to create too significant a self-review threat unless 

specified safeguards are applied 
• Public interest 

o Shall not provide design or implementation services 
• All entities 

o Installation of pre-packaged software is acceptable provided required 
customization is insignificant 

 
Litigation Support Services 

• Non-public interest 
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o Shall not provide service involving estimation of damages if matters are material 
and involve a significant degree of subjectivity 

• Public interest 
o Shall not provide services involving estimation of damages if matters are material 

 
Corporate Finance Services 

• Align position to taxation services 
• Public interest 

o Shall not provide services when 
 Effectiveness of advice depends on a particular accounting treatment 
 Advice is material  
 Reasonable doubt as to appropriateness of accounting treatment 

 
Recruiting Services 

• Public interest 
o Shall not provide the following services with respect to a director or officer or 

senior management in a position to exert significant influence over the 
preparation of the accounting records or financial statements 

 Search for or seek our candidates 
 Undertake reference checks of prospective candidates 

 
Fees 

• Public interest 
o If total fees from an audit client exceed 15% of total fee of the firm for two years 

 Pre-issuance review performed by professional accountant who is not a 
member of the firm: or 

 Post-issuance review performed by professional accountant who is not a 
member of the firm 

 
Partner Compensation and Evaluation 

• Key audit partners shall not be evaluated on or compensated based on the partner’s 
success in selling non-assurance services to their audit clients 

• Compensating or evaluating other members of the audit team for selling non-assurance 
services may create a threat 

 


