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1. Introduction and Administrative Matters 
Mr. George opened the meeting and welcomed all those attending. He thanked the 
Consiglio Nazionale dei Dottori Commercialisti for their kind invitation to Italy, and for 
the arrangements made for the meeting. 
 
Mr. George indicated that three invited guests would be attending parts of the meeting: 
Mr. Thomadakis, Chair of the Public Interest Oversight Board (PIOB), Mr. Ward, IFAC 
President; and Mr. Ball, IFAC Chief Executive. 
 
The chair noted that Mr. Devlin and Mr. Aubin had sent their apologies and had given 
their proxies to Mr. Dakdduk and Mr. Rohricht respectively. 
 
Minutes of the Previous Meeting 
The minutes of the public session of the previous Ethics Committee meetings were 
approved as presented. 
 
Ethics Committee Consultative Advisory Meeting 
Mr. George reported that the second meeting of the Ethics Committee Consultative 
Advisory Committee Group (Ethics CAG) has been held on June 8, 2005. The 
membership of the Ethics CAG is still being finalized to ensure appropriate 
representation. Until a chair is appointed, as an interim step, Mr. George will continue to 
chair the Ethics CAG meetings. 
 
Mr. George indicated that the Ethics CAG had discussed the majority of items that were 
on the Ethics Committee Rome agenda, including the Ethics Committee terms of 
reference, strategic plan and the projects on independence and network firms. It was 
agreed that the significant comments of the Ethics CAG comments on each of these 
topics would be raised as each topic was addressed by the Ethics Committee. 
 
PIOB 
Mr. George reported that he had met with the Public Interest Oversight Board (PIOB), 
Stavros Thomadakis. Ms. Munro reported that she had provided an overview of the 
Committee and its work plan at the PIOB’s May meeting. 
 
Planning Committee 
Mr. George reported that the Planning Committee had held two conference calls since the 
last Ethics Committee meeting. During these conference calls, the Planning Committee 
had developed an agenda for Ethics Forum to be held in Brussels on October 11, 2005 
and had progressed with some of the administrative details. The Planning Committee had 
also developed a draft strategic plan for the consideration of the Ethics Committee and 
had reviewed the agenda papers on equivalent standards. 
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Other 
Mr. George reported that he and Ms. Munro had been invited to attend a forum held by 
the IAASB on the Clarity of IAASB standards. He also reported that he, Mr. Cats and 
Ms. Munro would be meeting with representatives of IOSCO. 
 

2. Alignment of Code to Assurance Framework 
Mr. Lerner provided an overview of the project and the steps that had been taken to align 
the Code to the Assurance Framework issued by the IAASB. He noted that the majority 
of respondents to the October 2004 exposure draft issued by the IAASB felt that the 
proposed changes were not clear with respect to the application of the Code to assurance 
engagements that were non financial statement audit engagements. In particular, 
respondents commented that the terms “subject matter” and “subject matter information” 
were difficult to understand and that the proposed application to direct reporting 
engagements could be read as precluding practitioners from performing direct reporting 
engagements. 
 
At the February meeting, the Ethics Committee discussed a proposal by the Task Force to 
address the comments received on exposure to align the Code to the framework. The 
Committee agreed that even though it might add to the complexity of the Code it was 
important to develop independence standards that were robust and capable of consistent 
application. Accordingly, the Committee agreed that descriptive material should be 
contained in the Code (as opposed to a mere reference back to the framework) and that 
the framework should contain an example of the application of the framework. The 
Committee further agreed that in an assertion-based assurance engagement independence 
was required from the party responsible for the subject matter information and 
consideration should be given to threats created by interests and relationships with the 
party responsible for the subject matter (if different). In a direct-reporting engagement 
independence was required from the party responsible for the subject matter. The 
Committee asked the Task Force to consider further the application to direct reporting 
engagements, in particular the self-interest threat in such engagements, engagements 
where there are multiple responsible parties and also to revisit the ordering of some of the 
paragraphs. 
 
Mr. Lerner reported that the Task Force had met with representatives of the IAASB to 
obtain a better understanding of the assurance framework and, in particular, direct 
reporting engagements where there is no written representation from the responsible 
party that evaluates or measures the subject matter. Mr. Lerner reported that the meeting 
had been very useful to the Task Force to clarify their thinking about how to align the 
Code to the Framework. 
 
Mr. Lerner stated that the Task Force had carefully considered the application to direct 
reporting engagements and, the self-interest threat created in such engagements. The Task 
Force considered whether the nature of the threat differed depending on whether: 
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• The engagement is a one or two phase engagement – for example, whether the 
accountant evaluates or measures the subject matter as one phase and then as a 
separate phase gathers evidence to provide a reasonable basis for expressing a 
conclusion or whether the accountant evaluates and measures and simultaneously 
gathers evidence; 

• A representation evaluating or measuring the subject matter is received from the 
responsible party, and if a representation is received, the timing of the 
representation (pre or post the evaluation or measurement by the accountant). 

The Task Force concluded that an argument can be made that in some direct reporting 
engagements the self-review threat is no greater than in an assertion-based engagement, 
other factors being equal. The Task Force also questioned whether obtaining a 
representation affected a threat to independence. On balance, the Task Force concluded 
that it was not necessary to make particular reference to self review threat given: 

• The majority of assurance engagements are assertion-based engagements; 
• The desire to keep the Code as simple as possible. 

 
Mr. Lerner reported that the Task Force has considered the application of the Code to 
assurance engagements where there were multiple responsible parties. Recognizing that 
such engagements were in the minority, the Task Force concluded that some specific 
guidance should be given to such engagements. The Task Force concluded that in 
determining whether it is necessary to apply all of the provisions of the section to each 
responsible party, the firm may take into account whether an interest or relationship 
between the firm, or a member of the assurance team, and a particular responsible party 
would create a threat to independence that is other than clearly insignificant in the context 
of the subject matter information. 
 
Mr. Lerner presented an interpretation for the consideration of the Committee. He noted 
that the interpretation which was based on one example demonstrated the application of 
the Code to different types of assertion-based and direct reporting engagements. 
 
The Committee discussed the document and the position proposed by the Task Force. Ms. 
Munro confirmed that due process had been followed and that there was no need to re-
expose the Code. The Committee unanimously approved the Code with an effective date 
of June 30, 2006 with earlier application to be encouraged. Mr. Lerner thanked the Task 
Force and staff for their contribution. 

3. Network Firm  
Mr. Attwood presented a proposed revised definition of network firm and background 
material. He noted that representatives of the Task Force had met with the US Association 
of CPA firms to obtain information on how these associations were structured and the 
Task Force had taken this input into account when finalizing the proposed definition and 
background material. He noted that the Task Force had tried to strike the appropriate 
balance between capturing as networks firms that are operating together but not capturing 
those firms that are merely loose associations for referral purposes. 
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Mr. Attwood noted that the definition focused on whether a firm is part of a larger 
structure and uses a name that is common to the larger structure, or share significant 
professional resources with other firms in the larger structure, or share revenues, profits, 
costs or expense with other firms in the larger structure. Ms Rothbarth noted that overall 
the Ethics CAG had been pleased with the proposed definition but a comment had been 
made about the requirement that a firm was part of a larger structure. If a firm could 
successfully argue that it was not part of a larger structure, the other factors such as 
sharing a common name would not be relevant. The Committee considered this point and 
concluded that a firm that is in an association is part of a larger structure. Also the 
background material states that whether the degree of association is sufficient to create a 
network is something to be judged in the circumstances. 
 
Ms Rothbarth also indicated a comment had been expressed at CAG about the sharing of 
resources because two firms could share resources but each would have no influence on 
the engagements of the other. The Committee considered this point and noted that the 
proposal was sharing of significant resources and the background material provides 
examples of resources. In addition, the background material states that the conclusion as 
to whether the professional resources shared are significant is weighed on all of the 
factual information available. The Committee also noted that independence is comprised 
of independence of mind and independence of appearance. If the shared resources 
involve the regular exchange of people or information a third party would likely conclude 
that the firms are part of a network and would, therefore, expect the firms to be 
independent of each others audit clients. The Committee agreed that the factors indicating 
whether the resources shared were significant should be re-ordered such that those that 
were more compelling were at the top of the list. 
 
Mr. Doyle provided an update on the status of the EU 8th directive definition of a network 
firm. He noted that it was hoped that the document would be adopted at a full plenary 
session in September. The Committee agreed that it would consider the 8th directive 
wording during the exposure period. 
 
After discussion, the Committee unanimously approved for exposure the revised 
definition and background material. It was agreed that the standard 90 day period was 
appropriate. 
 
4. Strategy 
Mr. George presented a draft strategic plan and revised terms of reference for the 
Committee’s consideration. At the February meeting, the Committee agreed that it was 
appropriate to have an explicit strategy with respect to convergence, accordingly, the 
Planning Committee was proposing a revised terms of reference which included an 
objective of promoting and facilitating convergence of international and national ethical 
standards. 
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Terms of Reference  
Mr. George noted that the Ethics CAG had questioned the ordering of the objectives and 
had suggested that the objective of convergence be presented last. In addition the Ethics 
CAG felt that the Ethics Committee establishes high quality ethical standards for 
accountants and it was not necessary to refer, in the terms of reference, to the Statement 
of Membership Obligation that no member body of IFAC is allowed to apply less 
stringent standards than stated in the Code. The Ethics CAG has also commented on 
description of the CAG objectives as providing a forum “where the Committee can 
consult with representatives of organizations representing different groups to obtain input 
on its work program, project priorities and due process on major technical issues, and to 
receive feedback on its activities.” The comment was made that the role of the Ethics 
CAG was to protect the public interest and accordingly, the Ethics Committee should 
carefully consider its input. 
 
The Committee discussed the terms of reference noting the following points: 

• Promoting convergence was a strong word; 
• The objective of establishing high quality ethical standards and facilitating 

convergence could be merged; 
• It was difficult to see how one could separate the promotion of good ethical 

practices and the fostering of international debate; 
 
It was agreed that the Planning Committee should consider the comments from the 
Committee, and those received from the Ethics CAG, and present a further revision at the 
next Ethics Committee meeting. 
 
Strategic Plan 
Mr. George noted that the purpose of the draft strategic plan was to guide the direction 
and priorities of the Committee for the period ending December 31, 2007. He noted that 
one of the comments received from the Ethics CAG was that the activities of the 
Committee should not be constrained to only member of IFAC member bodies. There are 
many auditors who are not members of IFAC member bodies. 
 
The Committee discussed the terms of reference noting the following points: 

• Values – it was not clear from the draft strategic plan that the values are those of 
IFAC as an organization, and some may question how these values relate to the 
fundamental principles of ethics contained in the Code, consequently it would be 
preferable to delete the values or to make it clear that these were the values of 
IFAC as an organization; 

• The action relating to strengthening relationships with member bodies and 
international regulators was rather vague and it would be useful to have some 
specific action points to indicate how this was to be achieved; 

• The Committee should be proactive as well as reactive and accordingly, it would 
be useful for the Committee to track and monitor developments with respect to 
ethical issues. The Committee agreed that it had good mechanisms to monitor 
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such developments in the area of independence but it was not as strong with 
respect to other areas of the Code. 

 
It was agreed that the Planning Committee should consider the comments from the 
Committee, and those received from the Ethics CAG, and present a further revision at the 
next Ethics Committee meeting. 
 
5. Equivalent Standards 
Mr. George presented a paper that had been prepared to further the Committee discussion 
of the meaning of equivalent standards. The Committee questioned what the output of the 
project would be. Mr. George indicated that the Compliance Advisory Panel (CAP) 
oversees the implementation and operation of the IFAC Member Body Compliance 
Program and the Committee’s views on this area would be of interest to the CAP. 
 
The Committee discussed the paper noting the following points: 

• Unless a member body adopts the Code in its entirety it is difficult to say whether 
it has equivalent standards; 

• In many cases a member body would not be responsible for all parts of the Code – 
for example, in many jurisdictions, responsibility for establishing auditor 
independence requirements rests with regulators; 

• On one hand it could be argued that a member body would have to pick up the 
framework but another view could be that a member body could have a rules 
based approach if it was clear that the rules did not address all situations; 

• Some Committee members felt that a member body would have to pick up the 
majority of the examples if they were to have equivalent standards; 

• If equivalence means producing the same outcome, it is not appropriate to have a 
word by word translation because that would not work in certain jurisdictions; 

 
It was agreed that the Committee should encourage complete adoption of the Code, 
recognizing this might not be possible in the short term in many jurisdictions. It was 
further agreed that the Committee would provide CAP with assistance as requested. 
 
6. Planning Committee Terms of Reference 
Mr. George presented draft Planning Committee terms of reference for discussion and 
approval. It was noted that one of the responsibilities of the Planning Committee was to 
approve on behalf of the Ethics Committee, and Annual Report. It was agreed that as part 
of this process, a draft should be circulated to Committee members and their comments 
would be considered by the Planning Committee. 
 
The Committee unanimously approved the terms of reference of the Planning Committee. 
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7. Independence 
Mr. Cats presented the views of the Independence Task Force on the areas of the 
independence requirements contained in Section 290 that should be revised. 
 
Mr. Cats noted that, as agreed at the February meeting, the Task Force had reviewed the 
requirements contained within the section to determine whether they were sufficiently 
clear. In several cases the Task Force has reworded a requirement to make it more direct. 
 
Mr. Cats also noted that some further explanation had been added to the discussion of the 
safeguard communicating with the audit committee. It was noted that the Ethics CAG had 
questioned whether discussion with the audit committee was in itself a safeguard. The 
Committee discussed this point, noting the following: 

• It could be argued that if the threat is to independence in appearance, discussion 
with the audit committee can be a safeguard if the audit committee agrees that the 
safeguards eliminate or reduce the threat to an acceptable level; 

• The auditor cannot share the responsibility for reducing threats to independence; 
• Discussion with the audit committee, in itself, is unlikely to reduce a threat to 

independence but it could be a step to identify safeguards; 
• It is not only the discussion that is important; it is the action that the auditor takes 

as a result of the discussion. 
 
The Committee discussed the concept of whether a member of the assurance team can 
recuse themselves from a particular engagement. For example, can an individual who 
generally recommends the compensation of an engagement partner, step aside with 
respect to a particular engagement? It was noted that in many circumstances this would 
be very difficult, however it in theory it could be a safeguard. It was agreed that the Task 
Force should explore the concept and explain why it could be a safeguard. 
 
The Committee discussed the new example addressing the threat to independence created 
by a former engagement partner joining the financial statement audit client, noting the 
following matters: 

• The restriction should be limited to when the engagement partner joins that audit 
client in an accounting role; 

• The threat being addressed is the potential excessive influence the ex partner 
might have over the engagement; 

• Reconsider the period of time for the cooling off period – preferably before the 
engagement partner joins the audit client there should be at least one audit opinion 
with which the engagement partner was not associated. 

 
The Committee discussed the familiarity threat created by long association of the partner 
and the individual responsible for the engagement quality control review on audit clients 
that were listed entities. The Committee noted that Section 290 currently states that when 
a firm has only a few people with the necessary knowledge and experience to serve in 
these positions, rotation may not be an appropriate safeguard. The committee further 



IFAC Ethics Committee Meeting  Agenda Paper 1-A 
October 2005 – Brussels, Belgium 
 

  Page 9 

noted that under the proposed EU requirements rotation in such circumstances would 
likely be required. The Committee discussed whether the public interest is best served by 
providing some flexibility in this area, noting the following points: 

• If rotation is not practiced, it must be clear that the alternative safeguards 
adequately address the familiarity threat; 

• One such safeguard could be external practice inspection; consideration could be 
given to making this a mandatory safeguard in the absence of rotation. 

 
The Committee considered the guidance drafted by the Task Force to address a threat to 
independence that may be created by partner compensation schemes noting the following 
points: 

• The restriction should relate to engagement partners on financial statement audit 
clients; 

• The specified safeguards should be strengthened. 
 

The Committee provided the following additional guidance to the Task Force: 
• Review all the safeguards mentioned in the application to specific circumstances 

and particularly reference to discussion with the audit committee; 
• Consider whether the example relating to a financial interest obtained by way of 

inheritance, gift or merger needed to be strengthened (¶290.106); 
• Consider whether the example relating to an immediate family member who is an 

employee in a position to exert significant influence over the preparation of the 
accounting records should be extended to cover individuals in such a position in 
affiliates and investees (¶290.135a); 

• Consider whether the example relating to threats created by members of the 
assurance team who know they are to join the client should be strengthened 
(¶290.144); 

• Review the guidance contained in paragraph 290.158 regarding acting in the 
capacity of management, making management decisions and reporting in a 
management role to those charged with governance. 

• The guidance in paragraph 290.166 should be reviewed in light of the changes to 
paragraph 290.158; 

• Review the guidance contained in paragraph 290.169 related to preparing 
accounting records and financial statements for audit clients that are not listed 
entities, recognizing that the public interest is best served when, subject to the 
application of appropriate safeguards, practitioners provide such services to non 
listed audit clients. Such clients often do not have the expertise to perform such 
functions themselves. Also the term “magnitude” should be reviewed to determine 
whether the meaning is clear; 

• Consider whether paragraph 290.171 should refer to making management 
decisions rather than the exercise of professional judgment; 

• Consider whether the guidance regarding provision of legal services to audit 
clients should be extended to address other assurance clients. 
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The Committee considered and agreed with the Task Force recommendation that the 
section should be restructured to provide separate sections dealing with financial 
statement engagements and other types of assurance engagements. 

8. Accountants in Government 
Mr. Attwood presented a request from the Accountants in Government Task Force for an 
amendment to the scope of the project. The project will develop guidance on the 
application of the independence requirements in Section 290 for professional accountants 
in government that perform assurance engagements. When discussing this aspect of the 
project, the Task Force noted that there are contextual differences in the public sector that 
create differing levels of threats faced by accountants that perform assurance 
engagements. Many of these contextual differences would apply equally to professional 
accountants in public practice that perform assurance engagements. Therefore the Task 
Force is of the view that it would be useful to consider the application of Section 290 to 
assurance engagements performed in the public sector irrespective of whether the 
engagement is performed by a professional accountant in government or a professional 
accountant in public practice. 
 
The Committee unanimously approved the change to the scope of the project. 
 
9. Forum 
Mr. George provided an update on the arrangements for the Ethics Committee Forum to 
be held in Brussels on October 11th. He noted that the format of the day would consist of 
a plenary session followed by a presentation and break out groups to discuss the subject 
of the presentation with reporting back to a panel. The panel will act as a point person to 
receive the feedback and respond to questions. The first subject to be discussed will be 
the application of the conceptual framework and the proposed changes to the 
independence requirements. 
 
Invitations will be sent to representatives of member bodies, Ethics CAG members and 
other interested parties. 
 
10. Closing 
Mr. George thanked all attending for their participation and thanked the Consiglio 
Nazionale dei Dottori Commercialisti for hosting the meeting and closed the meeting. 
 
11. Future Meeting Dates 
 October 10-12, 2005 (Brussels) 
 February 21-22, 2005 (Location TBD) 
 June 13-14, 2005 (Location TBD) 
 October 17-18, 2005 (Sydney) 
  
 


