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IESBA Code of Ethics  
 
Independence Provisions Applicable to Audits of Public 
Interest Entities 
 
 
 
Introduction to the Code and overview of the prohibitions.  
 
 
 
 
Please note that line references have been included in this document 
to facilitate the IESBA’s discussion 
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Introduction 1 

The IESBA Code of Ethics (the “Code”) establishes the fundamental principles of 2 
professional ethics, with which firms and professional accountants comply and 3 
addresses the independence requirements for audit engagements. The Code provides a 4 
conceptual framework that the accountant is required to apply to (i) identify threats to 5 
independence; (ii) evaluate the significance of the threats, and (iii) apply safeguards, 6 
when necessary, to eliminate the threats or reduce them to an acceptable level. The 7 
Code also prohibits certain interests and relationships because the threats created 8 
would be such that no safeguards could reduce the threats to an acceptable level. 9 
 10 
The principles-based approach in the conceptual framework, including the absolute 11 
prohibitions, protects the public interest more satisfactorily than solely a detailed list 12 
of rules. The conceptual framework addresses all situations and requires the 13 
professional accountant to apply professional judgment to actively consider the facts 14 
and circumstances faced. A strength of the Code lies in the fact that an interest or 15 
relationship cannot be considered permissible simply because it is not prohibited. If a 16 
situation is not described in the Code, the conceptual framework is to be applied in 17 
evaluation the threat to independence. 18 
 19 
The Code specifically addresses the independence provisions that apply to the audits 20 

of public interest entities (PIEs)1. The Code identifies the circumstances and 21 
relationships that are: 22 

1. Prohibited; 23 
2. Permitted only if certain conditions exist or specified safeguards are applied; 24 
3. Specifically identified in the Code as requiring an analysis of threats and 25 

application of safeguards when necessary. 26 
 27 
This summary document identifies, at a high level, those interests or relationships that 28 
are either prohibited or are permitted only if certain conditions exist or specified 29 
safeguards are applied. 30 
 31 
 32 
Summary of prohibitions 33 

Prohibitions apply to: 34 
 35 
Interests and relationships of individuals and the firm 36 
Financial interests of the firm and of the audit team, partners in the engagement 37 
office, and partners and managerial employees who provide non-audit services in the 38 

audit client, and in certain cases, their related entities2.  39 
 40 
Financial interests of the above in an entity in which the audit client also has an 41 
interest. 42 
 43 

                                                            
1 PIEs are listed entities and any entity defined by regulation or legislation as a PIE or for which the audit is 

required to be conducted in compliance with the independence requirements applicable to audits of listed 
entities. 

2 Prohibitions and provisions of the Code also apply to the individual’s immediate family members (unless 
otherwise stated). 
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Financial interests held by the above as a trustee in the audit client, and in certain 44 
cases, their related entities, if the interest is material to the trust. 45 
 46 
Loans to an audit team member or the firm (a) from an audit client that is a bank or 47 
similar institution that has not been made under normal lending procedures, terms and 48 
conditions and (b) from an audit client that is a not a bank or similar institution and is 49 
material to either party. 50 
 51 
Loans by an audit team member or the firm to an audit client that are material to either 52 
party. 53 
 54 
Deposits by an audit team member or the firm with a bank, broker or similar 55 
institution that are not held under normal commercial terms. 56 
 57 
Close business relationships with an audit client or its management if, in the case of 58 
the firm, any financial interest is material or the business relationship is significant to 59 
the firm or the client or its management and, in the case of the audit team member, 60 
any financial interest is material or the business relationship is significant to the 61 
member of the audit team.   62 
 63 
Audit team members having an immediate family member who is a director or officer 64 
of the audit client, or an employee in a position to exert significant influence over the 65 
preparation of the audit client’s accounting records or financial statements, or was in 66 
such a position during any period covered by the engagement or the financial 67 
statements. 68 
 69 
Former audit team members or a partner of the firm joining an audit client if 70 
significant connections remain with the firm. 71 
 72 
A “key audit partner” or the firm’s senior or managing partner joining an audit client 73 
unless a defined period of time has elapsed. 74 
 75 
An individual being on the audit team if they served, during the period covered by the 76 
audit report, as a director or officer of the audit client, or an employee in a position to 77 
exert significant influence over the preparation of the client’s accounting records or 78 
financial statements. 79 
 80 
Partners and employees being a director or officer of any firm audit client. 81 
 82 
The time that a key audit partner can fulfil that role for an audit engagement (seven 83 
years, with two years off). 84 
 85 
Non assurance services 86 

The following non-assurance services are prohibited: 87 
• Assuming a management responsibility. 88 
• Subject to an exception for emergency situations, providing accounting and 89 

bookkeeping services, including payroll services, and preparing the financial 90 
statements (and related financial information). 91 
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• Valuation services that are material, separately or in the aggregate, to the 92 
financial statements. 93 

• Preparing tax calculations of current and deferred tax liabilities (or assets) for 94 
the purpose of preparing accounting entries that are material to the financial 95 
statements.   96 

• Providing certain tax and corporate finance advice where the effectiveness of 97 
the advice depends on a particular accounting treatment or presentation in the 98 
financial statements, over which there is reasonable doubt, and which are 99 
material to the financial statements. 100 

• Acting as an advocate for an audit client before a public tribunal or court in the 101 
resolution of a tax matter that is material to the financial statements. 102 

• Providing internal audit services that relate to: 103 
a. A significant part of the internal controls over financial reporting; 104 
b. Financial accounting systems that generate information that is, 105 

separately or in the aggregate, significant to the client’s accounting 106 
records or financial statements; or  107 

c. Amounts or disclosures that are, separately or in the aggregate, 108 
material to the financial statements. 109 

• Designing or implementing IT systems that (a) form a significant part of the 110 
internal control over financial reporting or (b) generate information that is 111 
significant to the client’s accounting records or financial statements.   112 

• Estimating damages or other amounts, as part of litigation support services, 113 
that are material to the financial statements.   114 

• Acting in an advocacy role for the client in resolving a dispute or litigation 115 
when the amounts involved are material to the financial statements.   116 

• A partner or employee accepting an appointment as General Counsel.   117 
• Negotiating on the client’s behalf in recruitment activities.   118 
• Certain executive recruitment services with respect to a director or officer of 119 

the entity or senior management in a position to exert significant influence 120 
over the preparation of the client’s accounting records or the financial 121 
statements. 122 

• Providing corporate finance services involving promoting, dealing in, or 123 
underwriting the client’s shares.   124 

 125 
Other Matters 126 

A contingent fee must not be charged, directly or indirectly, in respect of an audit 127 
engagement, or for non-assurance services where certain conditions exist 128 
 129 
A key audit partner must not be evaluated or compensated based on that partner’s 130 
success in selling non-assurance services to the partner’s audit client.   131 
 132 
A firm or audit team member must not accept gifts or hospitality from an audit client 133 
(unless the value is trivial and inconsequential).   134 
 135 

Overarching Provisions 136 

Engagement Period 137 

Independence is required both during the engagement period and the period covered 138 
by the financial statements. 139 
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 140 
Networks 141 
All network firms are required to be independent of the audit clients of the other firms 142 
within the network.   143 
 144 
Related Entities 145 
The Code's provisions apply to all related entities of listed audit clients. In the case of 146 
other audit clients, they apply to related entities that are controlled by the client and in 147 
some situations to other related entities. 148 
 149 
Communication with Those Charged with Governance 150 
Regular communication is encouraged between the firm and those charged with 151 
governance of the audit client regarding relationships and other matters that might, in 152 
the firm’s opinion, reasonably bear on independence.   153 
 154 
Documentation 155 
The professional accountant is required to document conclusions regarding 156 
compliance with independence requirements, and the substance of any relevant 157 
discussions that support those conclusions and:  158 

• When safeguards are required, the nature of the threat and the safeguards in 159 
place or applied that reduce the threat to an acceptable level. 160 

• When a threat required significant analysis to determine whether safeguards 161 
were necessary and the professional accountant concluded that they were not 162 
because the threat was already at an acceptable level, the nature of the threat 163 
and the rationale for the conclusion.  164 

 165 
 166 


