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Independence 
 

Objectives of Agenda Item 

1. To provide feedback to the Task Force on the proposed wording of Section 290.  
 

Background 
At its September 2004 meeting, the Ethics Committee approved a project to consider 
whether any parts of the independence section should be revised. 
 
The independence provisions in the Code were issued in November 2001 with an 
effective date for assurance reports issued after December 31, 2004. Since issuance, 
several failures have led to a loss in credibility in aspects of the financial reporting 
process and many jurisdictions have taken steps to restore credibility. Some of these steps 
have related to auditor independence requirements. Therefore, the Committee concluded 
that it was appropriate to consider whether any parts of the independence requirements 
should be revisited.  
 
At the June 2005 Ethics Committee meeting, the Committee considered a revised draft of 
Section 290 and provided feedback to the Task Force1. 
 
The Task Force has met once since the June meeting and has reviewed drafts by Email. 
 

                                                 
1 Jean-Francois Cats, Neil Lerner, Tony Bromell, Jean-Luc Doyle, Geoff Hopper, Jean Rothbarth, Andrew 
Pinkney, Volker Rohricht, Sandrine Van Bellinghen (TA to Jean-Francois Cats). 
 
Jean-Francois Cats chaired the TF up to and including the TF meeting in August 2005. Given Jean-
Francois’s departure from the Committee after the October 2005 meeting, Jean Rothbarth has assumed the 
chair of the TF. 
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Discussion 
Revised Section 
Agenda Paper 2-A contains a mark-up showing the proposed changes to Section 290. The 
mark-up is a “true mark-up” from existing Section 290. A true mark-up has been 
maintained so that the Committee can keep track of the changes proposed to Section 290 
and to facilitate discussion at the forum.  
 
Many of the changes noted were discussed and agreed to at the June 2005 Committee 
meeting. Therefore, to facilitate discussion at the October meeting, certain paragraphs are 
presented in shadowed text. It is these paragraphs that the Task Force presents for 
discussion. Of course this does not mean that the Committee may not comment on other 
paragraphs – rather this approach has been taken to permit the Committee to focus their 
discussion on the matters that were noted for follow-up at the June meeting. 
 
Structure of Section 
At its June meeting, the Committee agreed that Section 290 should be restructured to 
separately deal with financial statement audit engagements and other assurance 
engagements. The Task Force has not yet split the section pending feedback from the 
forum.  
 
User Friendly Guide 
At a previous meeting, the Committee reviewed two examples of user friendly guides to 
independence. The Committee was of the view that such a guide was useful. It was 
agreed that the Task Force would prepare such a guide when the changes to the final 
changes to Section 290 were approved and issued. 
 
Recusal 
In June 2005, 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? The Committee noted that in many 
circumstances this would be difficult but it could in theory be a safeguard. The 
Committee agree that the Task Force should explore the concept and explain why it 
should be a safeguard. 
 
The Task Force discussed the concept of recusal noting that it is a concept is perhaps 
more commonly used in North America than in Europe. A dictionary definition of to 
recuse is: 

“to disqualify somebody from judging or participating in something because of 
bias or personal interest, or withdraw for that reason” 

 
For example: 

“The judge recused herself because she knew the plaintiff socially.” 
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The Task Force considered whether an individual who would otherwise be a member of 
the assurance team could recuse themselves from a particular engagement, such that 
independence from that client was not necessary. 
 
The assurance team is, in effect, comprised of two categories of people: 

• Individuals performing the assurance engagement; and 
• All others within the firm who can directly influence the outcome of the assurance 

engagement. 
 
It would not be possible for an individual who is performing the assurance engagement to 
recuse themselves from the engagement. Either an individual is performing the assurance 
engagement or they are not. This leaves all others within the firm who can directly 
influence the outcome of the engagement which include: 

• Those who recommend the compensation of, or who provide direct supervisory, 
management or other oversight of the engagement partner in connection with the 
performance of the assurance engagement. For the purposes of a financial 
statement audit engagement this includes those at all successively senior levels 
above the engagement partner through the firm’s chief executive; 

• Those who provide consultation regarding technical or industry specific issues, 
transaction or events for the assurance engagement; and 

• Those who provide quality control for the assurance engagement, including those 
who perform the engagement quality control review for the assurance 
engagement. 

It would not be possible for any individuals in the second and third bullet points above to 
recuse themselves from the client – you either consult or do not consult on technical 
issues – if you do not consult there is no need to recuse yourself you are not part of the 
assurance team. Either you provide quality control or you do not – if you do not there is 
not need to recuse yourself as you are not part of the assurance team. 
 
This leaves the first bullet which, with respect to non-audit assurance engagements, 
comprises those who recommend the compensation of, or who provide direct supervisory, 
management or other oversight of the engagement partner in connection with the 
performance of the assurance engagement. The Task Force was of the view that if such 
an individual recused themselves they are not part of the assurance team. For example: 

The engagement is a non-audit assurance engagement. A partner on the 
compensation committee has a financial interest in the client (or a spouse who is 
on the board of directors of the client). If the partner excuses himself from the 
discussion of the compensation of the engagement partner, then he is not part of 
the assurance team. He is not in a position to recommend the compensation of the 
engagement partner in connection with the performance of the assurance 
engagement. 
 

In the same way that we do not characterize selling a financial interest as a safeguard, 
removing yourself from the assurance team is not a safeguard. Accordingly, the Task 
Force is of the view there is no need to discuss recusal in such situations. 
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For audit engagements, the requirement includes those at all successively senior level 
above the engagement partner through to the firm’s chief executive. In considering 
whether recusal would work in an audit situation the Task Force considered the following 
scenarios: 

• The spouse of the Chief Executive of the firm is on the board of directors of an 
audit client of the firm. 

• The Chief Executive of the firm has a direct financial interest in an audit client of 
the firm. 

The Task Force was of the view that recusal would not work in such situations 
irrespective of whether the audit client was a listed entity or not. 
 
Accordingly, after consideration the Task Force was of the view that it was not necessary 
to address the issue of recusal within the Code. 
 
 
Action requested 
Committee members are asked to consider the above scenarios and the views of the Task 
Force. 
 
 
Discussion with the Audit Committee 
In June 2005, the Committee discussed the issue of whether discussion with the audit 
committee was in itself a safeguard. This issue had been raised by the Ethics CAG. The 
Committee discussed the point and the question was raised if there was a threat to 
independence that was other than clearly insignificant, discussion with the audit 
committee does not in itself address a threat to independence. “How can discussing a 
threat reduce the threat?” 
 
The CAG made two other comments on this matter:  

• the auditor cannot delegate responsibility for ensuring independence to the audit 
committee; and 

• just because an auditor can "convince" an audit committee that there is no threat 
to independence does not mean that the threat is reduced. 

 
The Ethics Committee made the following comments in June 2005: 

• 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 applied 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. 
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The Task Force considered the views expressed and reviewed how other jurisdictions 
address this area. It also noted that the IAASB in its exposure draft ISA 260 The 
Auditor’s Communication with Those Charged with Governance contained the following 
requirement: 

"In the case of listed entities, the auditor should communicate, at least annually, in 
writing to those charged with governance: 

(a) A statement that the engagement team and others in the firm as appropriate, the 
firm and, when applicable, network firms are independent in accordance with 
relevant ethical requirements that apply to the engagement; and 

(b)(i) All relationships and other matters between the firm, network firms and 
the entity that in the auditor's professional judgment may reasonably be 
thought to bear on independence…; and 

(ii) The related safeguards that have been applied to eliminate threats to 
independence or reduce them to an acceptable level." 

 
In light of these revisions to ISA 260, the Task Force was of the view that paragraph 
290.30 in the Code was no longer needed. 
 
With respect to the issue of whether discussing matters with those charged with 
governance is a safeguard, the Task Force concluded that in some circumstances such 
discussion could be seen as a safeguard for example, with respect to intimidation and 
familiarity threats. The Task Force was, however, sympathetic to the view that discussing 
a threat does not in itself diminish the threat.  
 
Accordingly, the Task Force proposes deleting paragraph 290.30 and revising paragraph 
290.29 to state that communication with those charged with governance is important, it 
enables those charged with governance to consider the judgments made by firm and it can 
be particularly helpful with respect to intimidation and familiarity threats. The Task Force 
also proposes deleting all references in 290.100 onwards to communication with those 
charged with governance. 
 
 
Action requested 
Committee members are asked to consider the appropriateness of the additional language 
in ¶290.29, the deletion of 290.30 and the deletions in ¶290.100 onwards of 
communication with those charged with governance as a safeguard. 
 
 
Disposal of Financial Interests 
In June 2005, the Committee asked the Task Force to review the example in paragraph 
290.107 relating to the disposal of a financial interest received by way of inheritance or 
merger. The Committee asked the Task Force to consider whether the requirement was 
sufficiently robust. 
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The Task Force reviewed this paragraph, and also the following paragraphs: 
• ¶290.111 – An inadvertent violation; 
• ¶290.115 – A member of the assurance team, an immediate family member or the 

firm holding a material financial interest in an entity that has a controlling interest 
in the audit client; 

• ¶290.117 – Partners and immediate family members in the office in which the 
engagement partner practices holding a financial interest in the audit client; 

• ¶290.119 – Partners or managerial employees providing non-assurance services to 
a financial statement audit client holding a financial interest received by way of 
inheritance or merger. 

 
The Task Force considered these paragraphs and whether the requirement should be to 
dispose of the financial interest “immediately” or “as soon as possible”. The Task Force 
recognized that it might not always be possible to dispose of a financial interest 
immediately. After consideration, the Task Force was of the view that: 

• If a member of the team or an immediate family member held a financial interest 
by way of inheritance or merger the financial interest should be disposed of 
immediately. An individual should not be on the assurance team if he or his 
immediate family member holds a financial interest in the client, irrespective of 
whether that financial interest was obtained through inheritance or merger, or not– 
if immediate disposal is not possible the person should be removed from the team 
¶290.107; 

• If there is an inadvertent violation the financial interest should be dispose of 
immediately after the violation is discovered – if this was not possible the person 
should be removed from the team ¶290.111; 

• If, through inheritance or merger, a member of the team or an immediate family 
member has a financial interest in an entity that has a controlling interest in the 
audit client the financial interest should be disposed of immediately – if this was 
not possible the person should be removed from the team ¶290.115; 

• If, through inheritance or merger, a partner or immediate family member in the 
office in which the engagement partner practices holds a financial interest in an 
audit client the financial interest should be disposed of as soon as possible. It 
might not be possible to dispose of the interest immediately – and in such cases 
the threat created would not be such that the partner should be moved to another 
office. Accordingly, because the individual is more distant from the audit 
engagement it is appropriate that the interest be disposed of as soon as possible. 
During the period prior to disposal consideration would be given to whether any 
safeguards are necessary to reduce the self-interest threat to an acceptable level 
¶290.117; 

• If, through inheritance or merger, a partner and other managerial employee who 
provides non-assurance services has a financial interest in an audit client, the 
financial interest should be disposed of as soon as possible. It might not be 
possible to dispose of the interest immediately. Accordingly, because the 
individual is not involved in the audit and is therefore distant from the audit team, 
it is appropriate that the interest be disposed of as soon as possible. During the 
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period prior to disposal consideration would be given to whether any safeguards 
are necessary to reduce the self-interest threat to an acceptable level ¶290.119. 

 
 
Action requested 
Committee members are asked to consider the appropriateness of the positions proposed 
by the Task Force. 
 
 
 
Employment with an Audit Client 
In June 2005, the Committee discussed the nature of the threat created when a former 
engagement partner joins a financial statement audit client. The Committee noted that: 

• The restriction should be limited to when the engagement partner joins an 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 Task Force debated whether the “cooling off” period should be a defined period of 
time or should be tied to the filing of a set of financial statements. On balance, the Task 
Force concluded that there would not be an unacceptable threat to independence for the 
audit of a listed entity if, prior to joining the client, a period of one year had elapsed since 
the engagement partner was a member of the assurance team. 
 
 
Action requested 
Committee members are asked to consider the appropriateness of the revised language in 
290.144a. 
 
 
Rotation of Audit Partners 
In June 2005, the Committee discussed the familiarity threat created by long association 
of the engagement 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 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; 
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• One such safeguard could be external practice inspection; consideration could be 
given to making this a mandatory safeguard in the absence of rotation. 

 
The Task Force considered this area and concluded that, in rare circumstances, the public 
interest is best served by some limited degree of flexibility when the person’s continuity 
is especially important to the quality of the financial statement audit. In addition, the Task 
Force was of the view that in a small firm rotation might not constitute an appropriate 
safeguard. The Task Force was of the view that in such circumstances, provided one of 
two specific safeguards has been applied the threat to independence would not be 
unacceptable. The two safeguards are either involving a professional accountant from 
outside of the firm who has the necessary knowledge to review the work done or 
otherwise advise as necessary or conducting the audit jointly with another firm. 
 
 
Action requested 
Committee members are asked to consider the appropriateness of the revised language in 
290.156 and 290.157. 
 
 
Audit Partner Compensation 
In June 2005, 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 Task force reviewed and amended paragraph 290.212a to address the points raised 
by the Committee. When further discussing the issue, the Task Force explored the issue 
and concluded that the guidance could be structured in two different ways. The Task 
Force concluded that it should present both alternatives for the consideration of the 
Committee. 
 
Version 1 (presented in Agenda paper 2-A) 

Firm remuneration systems that remunerate an engagement partner for the act of 
selling non-assurance services to the partner’s financial statement audit client may 
create a self-interest threat. The significance of the threat will depend on the 
proportion of the partner’s remuneration that is based on the sale of non-assurance 
services to the financial statement audit client. 
 
The significance of the threat should be evaluated and, if the threats are other than 
clearly insignificant, the firm should apply safeguards to reduce the threats to an 
acceptable level. Such safeguards might include: 
• Involving an additional professional accountant who did not take part in the 

assurance engagement to provide advice or review the work performed; or 
• External quality control reviews. 
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If safeguards are not available to eliminate the threat or reduce it to an acceptable 
level the remuneration plan should be revised such that the engagement partner is 
not remunerated for the selling of non-assurance services to the financial 
statement audit client. 
 
This does not preclude a partner from sharing in the profits of the audit practice 
and those of the overall firm. In addition, a partner’s evaluation could take into 
account a number of factors directly or indirectly related to selling services to a 
financial statement audit client. 

 
Version 2 

The structure of the firm’s remuneration system may create a self-interest threat. 
The significance of the threat will depend upon factors such as whether the system 
remunerates the engagement partner for: 
• The act of selling non-assurance services to the partner’s assurance client; 
• Achieving specific efficiency targets for an assurance engagement; and 
• Retention of recurring assurance clients; 
The significance of the threat should be evaluated and if the threat is other than 
clearly insignificant safeguards should be considered and applied as necessary to 
reduce the threat to an acceptable level. Such safeguards might include involving 
an additional professional accountant who was not a member of the assurance 
team to review the work done or otherwise advise as necessary. 
 
If safeguards are not available to eliminate the threat or reduce it to an acceptable 
level, the remuneration system should be restructured to eliminate or reduce the 
threat to an acceptable level. 
 

 
 
Action requested 
Committee members are asked to consider the appropriateness of the revised language for 
212a and consider the two alternatives presented. 
 
 
Other matters 
At the June 2005 meeting, the Committee provided other additional guidance to the Task 
Force. Each point is noted below, followed by the Task Force’s action on the guidance: 

• 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 – the Task Force reviewed a draft paragraph that would 
address this issue, and also considered whether the requirement should be 
extended, for example, to material investees of the client and other entities whose 
financial information is contained in the consolidated financial statements. After 
consideration, concerned with the extra level of complexity that was being 
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introduced into the Code, the Task Force was of the view that the issue is 
adequately addressed by the general requirement to reduce threats to an 
acceptable level. Accordingly, the Task Force was of the view that no additional 
guidance was needed in this area. 

• 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 
¶290.145. The Task Force reviewed this paragraph and has developed wording to 
strengthen the guidance; 

• Review the guidance contained in paragraph 290.159 regarding acting in the 
capacity of management, making management decisions and reporting in a 
management role to those charged with governance. The Task Force reviewed this 
paragraph and had developed wording to strengthen the guidance; 

• Review the guidance contained in paragraph 290.170 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. The Task Force reviewed this paragraph and has 
added “involving an additional professional accountant who was not a member of 
the assurance team to review the work done or otherwise advise as necessary” to 
the list of safeguards; 

• Consider whether paragraph 290.172 should refer to making management 
decisions rather than the exercise of professional judgment. The Task Force 
considered this paragraph and proposes to drop the reference to an exercise of 
judgment; and 

• Consider whether the guidance regarding provision of legal services to audit 
clients should be extended to address other assurance clients. The Task Force 
considered this issue and was of the view that no additional guidance was needed 
because the issue is adequately addressed by the overall requirement that threats 
to independence must be reduced to an acceptable level by the application of 
safeguards and, if such safeguards are not available the activity creating the threat 
must be eliminated. 

 
 
Action requested 
Committee members are asked to consider the Task Force’s views on the matters noted 
above. 
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Material Presented 
Agenda Paper 2 This Agenda Paper 
Agenda Paper 2-A Revised 290 – mark-up 
Agenda Paper 2-B Revised 290 - clean 
 
While a clean and mark-up copy have been provided for the convenience of Committee 
members, the discussion at the October meeting will focus on the mark-up copy. 
 

Action Requested 
1. Ethics Committee members are asked to consider the changes made by the Task 

Force. 
 
 


