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A. Welcome, introductions, agenda and minutes 
Mr. George welcomed all participants to the meeting and noted that, as agreed at the 
previous meeting, he would continue to chair the CAG meetings until such time as the 
CAG appointed their own Chair.  
 
The minutes of the previous CAG meeting held on June 8, 2005 were reviewed and 
subject to an addition, approved. 
 
The agenda for the meeting was reviewed, no additional items were added.  
 
 
B. Ethics Forum 
Mr. George provided an overview of the Ethics Forum held in Brussels on October 11, 
2005. He noted that there were approximately 150 attendees at the forum, including 
several members of the CAG. One of the objectives of the forum was to raise awareness 
of the recently updated Code of Ethics and to seek feedback on experience with 
implementing the Code. He noted that the second objective of the forum, which was to 
solicit input on the independence project, would be addressed under item C on the Ethics 
CAG agenda. 
 
Mr. George noted forum participants, in responding to a question asking for their views 
and experiences with respect to the application of the framework in the Code, expressed 
general support for a framework approach. 
 
Mr. George further noted that forum participants had differing views on the meaning of 
convergence. Mr. Edwards questioned whether participants, when commenting that 
national requirements established by regulators are often stricter, felt that there were gaps 
in the Code or whether they were of the view that because the Code contained a 
conceptual framework the requirements were sufficient. Mr. George responded that the 
Code is quite detailed in places, particularly in the area of independence. Some forum 
participants had expressed a view that the independence requirements had fallen behind 
somewhat and, accordingly, it was appropriate to review all the requirements to assess 
whether changes were necessary. 
 
Ms. Koski-Grafer noted that the break-out group in which she participated comprised a 
diverse group of people from many different countries. The views expressed in the group 
were also diverse, ranging from those who felt that the Code could not be adopted 
because there were not enough restrictions with respect to independence to others who 
strongly supported a framework approach. 
 
Mr. Lerner noted that a significant number of differing additional restrictions with respect 
to independence requirements does not assist in establishing a global harmonized 
approach. Ms. Blomme noted that FEE was completing a survey on the implementation 
of the EU recommendation on independence. She hoped that the survey would be 
complete before the next CAG meeting. The preliminary results of the survey indicate 
that about three-quarters of member states have a principle based approach with about 
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one third of member states having a combination of a principles based approach and a 
rules based approach. 
 
Mr. George commented that forum participants had stated that clarity of language was 
important. The Committee had determined that some of the restrictions contained in the 
Code could be worded more directly. Also the Committee would be monitoring the 
progress of the IAASB clarity project. Mr. Beckerlegge stated that one could not merely 
adopt the IAASB approach without considering how it would be implemented in the 
Code. In addition, he would not wish to see the Code becomes a rules based standard.  
 
Mr. Carchrae stated that, without explanation, the terms “principles based” and “rules 
based” could be misunderstood. What was important was that the Code contain clear 
guidance on what was and what was not acceptable and that by using general terms 
someone could imply that a clear “rule” was not appropriate. Mr. Fleck agreed and noted 
that it was more useful if requirements were linked to the objective to be achieved rather 
than how the objective was to be achieved. He noted that the IAASB was taking this 
approach in the clarity project. Ms. Rothbarth noted that the Code could be viewed as a 
hybrid in that it contains principles and specific requirements which some may view as 
rules while others would view the requirements a logical application of the principles. 
Mr. George concluded by noting that the Forum participants were generally supportive of 
the approach taken in the Code. 
 
Mr. Gathinji noted it would be interesting in knowing the implications of the application 
of the Code in countries other than North America and Europe. Mr. George stated that 
compliance was within the remit of the Compliance Advisory Panel and not the IESBA.  
 
C. Independence 
Ms. Rothbarth, chair of the Independence Task Force, provided an overview of the 
considerations of the Task Force. She noted that, after considering the input received at 
the Forum, the IESBA had concluded that it was appropriate to step back and consider 
positions taken on several issues. Accordingly, the IESBA had asked the Task Force to 
prepare position papers on the certain subject matters. The position papers would 
examine the position taken in the Code, those taken in other jurisdictions and provide 
recommendations as to whether any changes were appropriate. The subject matters to be 
addressed were: 

• Definition of, and application to, public interest entities; 
• Partner rotation; 
• Cooling-off period before joining an audit client; 
• Compensation/remuneration of partners; 
• Provision of tax services; 
• Management functions; and 
• Split of Section 290. 

 
She noted that the Task Force had met on the two days before the CAG meeting and 
would be meeting again in early January. The Task Force had commenced its discussion 
of the issues. She emphasized that views that would be expressed were the tentative 
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positions of the Task Force which would be further refined at its next meeting and then 
presented to the IESBA at its February meeting. 
 
Public Interest Entities 
Ms. Rothbarth noted that the Code currently states that consideration should be given to 
the application of the framework in relation to the audit of listed entities and to the audit 
of other entities that may be of significant public interest. The Code does not define a 
public interest entity but does state that certain entities might 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. She stated that the Task Force has considered whether it 
would be possible to define a public interest entity. The Task Force noted that several 
jurisdictions had experienced difficulty in defining a public interest entity and if a 
definition is to have global application it is even more problematic because, for example, 
a size test that would be appropriate for one jurisdiction might be wholly inappropriate 
for another. Accordingly, the Task Force is of the view that it is not possible to provide a 
definition in the Code. It will, however, give public interest entities more emphasis, 
provide a qualitative guidance on the meaning of a public interest entity and in certain of 
the examples of the application of the Code indicate that the extent of public interest may 
influence the significance of a threat to independence. 
 
Mr. Damant noted that the International Accounting Standards Board had experienced 
difficulty establishing such a definition. 
 
Mr. Fleck stated that, while it would be difficult to establish a definition which had global 
application, it would be useful to at least provide some examples of where the line should 
be drawn. He further stated that he would be concerned if the requirements for listed 
entities were not extended to certain other entities. For example large pension funds and 
charities should likely be treated the same as listed entities. It is how the entity interacts 
with the community which is important in determining whether an entity is of significant 
public interest. 
 
Mr. Gathinji stated that defining a public interest entity should be left to each individual 
jurisdiction because it will differ from jurisdiction to jurisdiction. Furthermore, there are 
even different types of listed entities. Ms. Munro noted that in Canada there were a 
significant number of very small listed entities – for example many with total market 
capitalization and total assets under $10,000,000. 
 
Mr. Pickeur noted that the European Eighth Directive differentiates between all entities 
and public interest entities which include all listed entities, banks and insurance 
companies. He further noted that if this was not incorporated into the Code there would 
be issues with convergence. 
 
Mr. Edwards noted that a federal act which pre-dates the Sarbanes-Oxley Act, established 
a requirement for management to report on the effectiveness of controls and for auditor 
attestation on the management’s assertion. The threshold established was banks with over 
$500,000,000 in total assets. 
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Mr. Lerner noted that the broader the definition of a public interest entity the more 
entities which would be affected. There was a tension between the ease of application and 
the breadth of the definition. 
 
Ms. Rothbarth noted that with a principles-based conceptual framework the onus was on 
the practitioner to justify why an entity was not being treated as a public interest entity 
for independence purposes. 
 
Ms. Koski-Grafer noted that it was important that practitioners had guidance to know 
where the line should be drawn. Accordingly, it would be useful if the Code could 
contain qualitative guidance that would result in a robust application to public interest 
entities. 
 
Mr. Edwards noted that it might be appropriate to have some presumptive inclusions – for 
example, all entities which would have significant impact on the financial stability of a 
jurisdiction. 
 
Mr. Fleck stated that it was important to focus on the distinctions between the 
requirements for listed entities and the requirements for other entities because this would 
identify the pressure points if the listed entity requirements were to be extended to all 
public interest entities. It was noted that the distinctions were predominantly related to 
partner rotation, the cooling-off period and the provision of non-audit services. 
 
Mr. Beckerlegge cautioned that the IESBA should not make frequent changes to the Code 
because from a user’s perspective it needs to be stable. Mr. Lerner agreed with this point 
but noted that the public interest has heightened in the four years since the independence 
requirements were issued. 
 
Ms. Rothbarth agreed that the Task Force should reconsider defining public interest 
entities. 
 
Partner rotation 
Ms. Rothbarth indicated that the Task Force had reviewed the existing partner rotation 
requirements in the Code. The existing requirements are that the engagement partner and 
the individual responsible for the engagement quality control review rotate after a fixed 
period, usually no more than seven years, and do not return to the engagement until a 
further period, usually not less than two years, has passed. The Task Force continues to 
believe that the seven year period is appropriate but believes that a three year “time-out” 
period would be more appropriate. Such a time out period would ensure that there would 
be two audit reports when the former engagement partner and engagement quality control 
reviewer were not part of the engagement team or involved in any aspect of the audit 
engagement. Ms. Rothbarth further stated that the Task Force had considered the 
exemption for small firms and had concluded that the exemption was not in the public 
interest and should be removed. 
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Ms. Koski-Grafer noted that the SEC provides an exemption for small firms and further 
noted that requiring partner rotation in all sizes of firm could be seen by some as anti-
competitive. She asked whether the Task Force had considered whether there would be 
adequate safeguards to reduce the familiarity threat if there was not partner rotation, for 
example external inspection as is required by the SEC requirements. Ms. Munro indicated 
that the Task Force had considered this and other safeguards but was of the view that on a 
global basis external practice inspection might not be sufficiently robust a safeguard. Mr. 
Beckerlegge noted that eliminating the exemption for small firms might have the effect of 
preventing such firms from auditing listed companies.  
 
Mr. Sekiguchi noted that in Japan the regulation required a seven/two cycle and that the 
professional body had implemented a rule requiring the big firms to adopt a five/five 
cycle. 
 
Ms. Blomme noted that the European Eighth Directive has a two-year “time-out” period 
and if the IESBA adopted a three year period this would not further convergence. 
 
Mr. Fleck stated that consideration should be given to rotation of a partner responsible for 
a significant subsidiary. Ms. Rothbarth noted that the Code does require an assessment of 
the threat created by long association of all senior personnel on the engagement team. 
 
Cooling-off period 
Ms. Rothbarth reported that the Task Force had considered the issue of whether there 
should be a cooling-off period before a member of the engagement team accepted 
employment with an audit client. The Task Force was of the view that there should be 
such a period if the engagement partner joined a listed audit client in a position to exert 
significant influence over the financial statements. The Task Force was of the view that 
the period of time should be such that there was one set of audited financial statements 
for which the individual had not been part of the engagement team. The Task Force was 
also of the view that while there should be an exemption if, subsequent to accepting 
employment a merger or other re-organization put the individual in such a position, 
because the requirement only applied to the lead engagement partner no exemption was 
necessary for emergency situations. 
 
Mr. Beckerlegge noted that FEE had not taken a position on this matter. 
 
Compensation/remuneration of partners 
Ms. Rothbarth reported that the Task Force had considered whether the compensation 
issues could create a threat to auditor independence. The Task Force was of the view that 
it could create a threat and accordingly the Code would recognize that compensation for 
matters such as selling services to clients and achieving efficiency targets could create a 
threat to independence.  
 
Mr. Damant noted that there was distinction between how a firm would view a 
compensation structure and how an individual would view the structure. 
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Mr. Fleck stated that this issue was a good example of where the Code should be written 
from the perspective of the objective to be achieved as opposed to the procedures to 
achieve that objective. 
 
Ms. Sucher stated that it is difficult to argue that compensation for selling non-audit 
services does not impair independence in all circumstances. Ms Rothbarth questioned 
whether there was a threat when only two percent of a partner’s compensation came from 
the selling of non-audit services. Mr. Carchrae questioned what safeguards could be put 
in place to reduce or eliminate the threat created by the selling of non-audit services and 
that perhaps this was an absolute threat. He noted that this might be an example of a 
situation where the public’s perception of the threat is different from an auditor’s 
perception– i.e. an absolute threat to independence in appearance. 
 
Mr. Fleck noted that it would be useful if the Code could describe the threat that is 
created. He stated that there is a tendency to talk about independence but the issue is one 
of objectivity. Independence is a way of demonstrating to the public that objectivity has 
not been impaired. 
 
Mr. Carchrae and Ms. Koski-Grafer noted that it was important that the compensation 
system fosters and compensates for audit quality. 
 
Tax Services 
Ms. Rothbarth reported that while the Task Force was still considering this issue it had 
concluded that the existing statement that tax services are generally not seen to create a 
threat to independence was not appropriate. 
 
Management Functions 
Ms. Rothbarth reported that the Task Force was developing guidance on what would be 
considered a management function. 
 
Mr. Fleck commented that the deciding factor was whether the auditor is exercising 
judgment which would normally be exercised by management. Mr. Edwards noted that 
there is a direct relationship between the auditor undertaking management functions and 
becoming part of the internal control of the company which then creates an issue with 
respect to a self-review threat. 
 
Mr. Damant stated that it was important that any position taken was workable for small 
entities. 
 
Ms. Sucher noted that the APB guidance incorporated a management threat. Mr. Fleck 
elaborated that the APB had felt it was important from a perspective of clarity to 
separately identify a management threat. 
 
Mr. Gielen noted that as accounting standards become more complex small entities are 
looking to their auditors for more assistance in this area. Mr. Edwards noted that this is an 
issue which has arisen at the Standing Advisory Committee of the PCAOB. Mr. Fleck 
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agreed that this was an issue – there needs to be the appropriate balance between 
protecting auditor independence and providing assistance to ensure appropriate financial 
reporting. Mr Beckerlegge agreed that the challenge is to find a satisfactory, workable 
solution for small entities. 
 
Non-audit services 
Ms. Rothbarth reported that while the IESBA had not asked the Task Force to prepare an 
issues paper on non-audit services the Task Force was benchmarking the Code against 
other jurisdictions and considering whether any changes might be appropriate. The Task 
Force had tentatively made the following conclusions which it would review at its next 
meeting before taking a recommendation to the IESBA in February: 

• Internal audit services – in addition to benchmarking against other jurisdictions 
the Task Force would consider whether the newly issued ISA 315 which requires 
the auditor to obtain an understanding of the entity, its environment including 
internal control had any implications with respect to auditors providing internal 
audit services to audit clients. 

• IT services – the existing requirement provides for specific safeguards if a firm 
designs and implements certain IT systems. The Task Force is considering 
whether such safeguards should be required if the firm designs or implements 
certain IT systems. 

• Loaned staff – the Task Force is of the view that such assignments should be short 
in duration and it should be clear that a service that is otherwise restricted cannot 
be provided by a loaned staff. 

• Litigation support – the Task Force is of the view that if this support involves a 
valuation, the valuation services provisions would apply. 

• Actuarial services – The Task Force is of the view that the Code should provide 
guidance on the provision of these services – likely similar to that provided for 
valuation services which restricts providing such services if they involve a 
significant degree of subjectivity and are material to the financial statements. 

• Recruiting senior personnel – The Task Force is of the view that these services 
should be restricted for listed audit clients if the position is an individual in a 
position to exert significant influence over the financial statements. 

 
Mr. Carchrae questioned what was meant by a valuation which involved “a significant 
degree of subjectivity.” Mr. Lerner responded that an example of a valuation without a 
significant degree of subjectivity was when the client provided all of the assumptions and 
the auditor merely applies the formula or methodology. Mr. Carchrae noted that was not 
how valuation services are described in the Code and indicated that it would be useful to 
provide more guidance on what is meant by a significant degree of subjectivity. 
 
Other matters 
Ms. Rothbarth reported that the Task Force was considering whether additional guidance 
was needed for corporate finance services and for transaction related services. 
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Mr. Brown noted that it in some jurisdictions there was a view that auditor 
indemnification impaired independence. Ms. Rothbarth indicated that this was under 
consideration by the Task Force. 
 
D. Due Process 
Mr. George tabled the due process and operating procedures document which had been 
approved by the PIOB for all of the Public Interest Activity Committees (PIACs). He 
noted that the IESBA Planning Committee will discuss the document at it January 
meeting to confirm that the IESBA is conforming to the requirements and to determine 
whether any additional operational guidance is necessary for the IESBA. 
 
Ms. Koski-Grafer noted that while the project Task Force meetings were not open to the 
public it might be useful to add a point to indicate that the Task Force may wish to invite 
individuals to a Task Force meeting to discuss a particular matter. She also commented 
that while the document stated that the Task Force members read the comments and 
suggestions received within the comment period she would encourage the Board 
members to read all of the comment letters to ensure that the Board members are making 
decisions on the most informed basis possible. 
 
Mr. Brown provided an overview on the rationale for establishing the PIOB, its 
composition and mandate. 
 
Mr. George noted that the next Ethics CAG meeting was scheduled for April 3, 2006 in 
New York. Several CAG members noted the difficulty, due to time constraints, of 
separating the Ethics CAG and the IAASB CAG. Mr. Damant indicted that IAASB CAG 
was meeting in May 11-12, 2006 because this date would provide the IAASB CAG with 
sufficient time to consider the agenda papers of the IAASB and provided the best 
opportunity for feedback to the IAASB. Ms. Munro indicated that the IESBA next meets 
at the end of February and an Ethics CAG meeting in early April would provide the 
Ethics CAG with the best opportunity to provide input to the projects, particularly 
independence, because it would be possible for a Task Force to meet after the CAG and 
consider the feedback before revising material for the June IESBA meeting. 
 
It was agreed that Ms. Munro would develop a short paper explaining the implication for 
moving the April 3, 2006 meeting. Ethics CAG members would consider this paper and 
then determine whether the Ethics CAG meeting remain in April or move to May to be 
held before the IAASB CAG. 
 
E. Network Firms 
Mr. Attwood, chair of the Network Firm Task Force, reported that in June 2005 the 
IESBA approved for exposure modifications to the definition of the network firm. The 
exposure period ended on September 30, 2005 and to date approximately 25 comment 
letters had been received. The Task Force will meet in January to discuss the comments 
received and proposes to bring revised wording for approval to the February IESBA 
meeting. 
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Mr. Attwood reported that respondents were generally supportive of the proposed 
approach and many respondents recognized that the existing definition should be revised. 
The existing language is too legalistic and focuses on legal structure and control without 
sufficient emphasis on how firms present themselves. 
 
Mr. Damant questioned whether the term “network” was the best term to describe such 
associations. Mr. Lerner indicated that it is a term used in the existing Code and also in 
the European Eighth Directive and as such it has obtained wide acceptance. 
 
Ms. Koski-Grafer noted that the big firms describe themselves in quite legalistic ways 
and quoted an example of a description. She noted that it was her interpretation that 
irrespective of the legalistic description the big firms would be viewed as networks. Mr. 
Lerner confirmed that was the case and certainly the big firms would be captured are 
networks under the definition.  
 
Mr. Fleck noted that it was appropriate that the proposed definition should focus on how 
firms present themselves and that the use of a common name would lead users to 
conclude that the firms were part of a network. 
 
F. Ethics CAG Chair 
Mr. George introduced the item. He reminded the CAG members that at the previous 
meeting it was agreed that steps should be taken to select a chair and that in October he 
had reported to CAG members that he had spoken with Stavros Thomadakis, PIOB chair, 
on this matter. Mr. Thomadakis had indicated that in his view, in addition to the skill set 
and time availability, the individual selected for chair should have the support of the 
CAG itself. Mr. George then canvassed all CAG members for their views on whether 
there was an obvious choice within the existing membership for chair.  
 
He reported that CAG members had indicated: 

• The time commitment for the chair is quite extensive given the need to attend not 
only the Ethics CAG meetings but also IESBA meetings, planning committee 
meetings and some meetings of the PIOB. 

• The initial CAG chair should be someone who is not a practising accountant in 
public practice and possibly someone from outside of the profession. 

• Before a CAG chair was selected it was important to explore some issues 
including: 

o The respective roles of the CAG and the IESBA 
o Whether the IESBA should have more than one output – for example 

should the independence requirements be separate from the rest of the 
Code 

o Whether the membership of the IESBA was appropriate – for example 
should individuals from some of the organizations represented on the 
CAG be members of the IESBA 

o Whether the IAASB and the Ethics CAGs should be combined 
o Whether the membership of the CAG should be enlarged. 
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He indicated that several members had indicated that in their view, until these issues had 
been explored it would be premature to select a chair. 
 
It was agreed that the CAG would have a private session to discuss these issues. The 
CAG asked Ms. Munro to assist the CAG by attending the session to take notes and 
minutes as needed. It was further agreed that until a permanent chair was selected Mr. 
George would continue to chair the CAG as an interim measure. 
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