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1. Opening Remarks 

WELCOME AND INTRODUCTIONS 

Mr. Kwok welcomed all participants and public observers to the meeting. He welcomed, in particular, Mr. 
Wymeersch, observing on behalf of the PIOB; Mr. Koktvedgaard, Chair of the IESBA CAG; and Ms. 
Helouise Burger as Technical Advisor to Ms. Soulier. Ms. Burger briefly introduced her background. 

Apologies were received from Messrs. Mihular, Leung, Dairaku, and Arteagoitia. 

Mr. Kwok noted the retirement of Jim Sylph, former IFAC Executive Director, Professional Standards and 
External Relations at the end of June 2014, and welcomed his successor, Mr. Gunn, Managing Director, 
Professional Standards. Mr. Gunn briefly introduced his background, noting that his role will be slightly 
different from Mr. Sylph’s in that he will not have internal reporting responsibilities to IFAC. 

Mr. Kwok noted that Shirley Sommer from the Institute of Chartered Accountants of Manitoba, who was 
assisting staff in the redrafting work on the Structure of the Code project, would observe the Structure of 
the Code discussion by teleconference. 

TASK FORCE COMPOSITIONS 

Mr. Kwok noted that Ms. Spargo had assumed key appointments in Australia and would be retiring from 
the Board at the end of December 2014, a year ahead of the completion of her second term. He 
congratulated her on her new appointments. 

Mr. Kwok also highlighted that he, Messrs. Gaa, Hughes and Thomson, and Mss. Gardner and Orbea 
would be completing their second term on the Board at the end of 2015. Among those members, four 
were current Task Force Chairs. He reported that he had flagged to the IFAC Nominating Committee the 
upcoming retirements. He anticipated that the Long Association project would be complete by the end of 
2015 but that the work on the Part C, Responding to Suspected Non-Compliance with Laws and 
Regulations (NOCLAR) and Structure projects would carry over into 2016. Succession planning was in 
hand. In this regard, he noted that IESBA members may be asked to lead or join Task Forces before the 
end of 2015 while the retiring members were still available to assist with transition. 

Mr. Kwok noted that Ms. Spargo had chaired the Non-Assurance Services (NAS) Task Force and been a 
member of the Emerging Issues and Outreach Committee (EIOC) and a Member of the Planning 
Committee (PC). As a consequence of her increased workload, Ms. Spargo was stepping down from all 
those positions. Mr. Kwok advised that Mr. Hannaford had accepted his invitation to chair the NAS Task 
Force. To rebalance his workload, Mr. Hannaford had stepped down as EIOC Chair. Mr. Milhuar had 
accepted Mr. Kwok’s invitation to chair the EIOC.  

Mr. Kwok also noted that Ms. Haustermans had accepted his invitation to join the EIOC to replace Ms. 
Spargo. He added that Ms. Haustermans would be a valuable addition to the EIOC given her proximity to 
developments in Europe and her deep knowledge and experience of the European context. 

Mr. Kwok also noted that Mr. Hannaford had joined the International Auditing and Assurance Standards 
Board’s (IAASB’s) ISA 7001 Drafting Team as a correspondent member to represent the Board in relation 
to the matter of including a statement of independence in the auditor’s report. 

1 International Standard on Auditing (ISA) 700, Forming an Opinion and Reporting on Financial Statements 
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Mr. Kwok indicated that with Ms. Spargo’s retirement, there would be a need to recruit a new public 
member to the IESBA. He confirmed that he had been assisting the Nominating Committee in 
interviewing candidates for the vacancy in this regard.  

Mr. Gunn highlighted the importance of orienting the six new IESBA members to be appointed in 2015 as 
soon as practicable after they are appointed but that this may be a challenge given that the first meeting 
of the Board in 2016 would be in mid-January. At Mr. Kwok’s invitation, he also gave a brief update on the 
search for the new IESBA Chair, noting that the interview process was well advanced and that he 
anticipated that an announcement would be made in this regard before the next IESBA meeting.  

OUTREACH ACTIVITIES  

Mr. Kwok thanked all IESBA members and other representatives who had participated or agreed to 
participate in outreach activities. He highlighted that the proposed Strategy and Work Plan, 2014-2018 
(SWP) referred to closer cooperation with the academic community. He noted that this would be important 
for the Board in terms of research capability, and thanked Mr. Gaa for his recent outreach efforts in this 
regard. He anticipated that once the new IESBA Chair had been appointed, suitable memoranda of 
understanding could be explored with the European Academic Association and other key academic 
organizations.  

Looking forward to Phase 2 of the Part C project addressing facilitation payments and bribes, Mr. Kwok 
highlighted the relevance of the visit he and staff had made to the Hong Kong Independent Commission 
Against Corruption (ICAC). He noted the ICAC Commissioner’s open invitation to the Board to explore 
collaboration opportunities on this topic, especially with respect to awareness raising and education. 

MAY 2014 IESBA-NSS MEETING 

Mr. Kwok thanked Mr. Thomson for chairing the meeting. He also thanked Mss. Gardner and Snyder and 
Messrs. Hannaford and Thomson for leading the discussions on the NOCLAR, Part C, Long Association, 
and Structure projects, respectively. Mr. Kwok indicated that the relevant Task Force Chairs would report 
back on the main outcomes of the NSS discussion during their respective sessions.  

Mr. Thomson briefly reported that the NSS discussions had been lively and had generated valuable 
feedback. Mr. Siong indicated that thirteen jurisdictions participated in the discussions, represented by 18 
organizations solely or partially responsible for setting ethics standards in their jurisdictions. Mr. Siong 
added that the next IESBA-NSS meeting had been scheduled for May 6, 2014 in New York. 

JUNE 2014 CAG TELECONFERENCE 

Mr. Kwok briefly reported on the CAG teleconference in June 2014 to discuss the Long Association 
project. Ms. Orbea would give the IESBA an update on the teleconference during her presentation on 
Long Association and Mr. Koktvedgaard would be invited to share his remarks during the discussion. 

WORKING PROCEDURES 

Mr. Kwok noted that if during the Board deliberations the direction on a particular issue was unclear, he 
would seek each IESBA member’s views on the matter so that the Task Force could receive a clear steer 
from the Board on the way forward. In addition, he encouraged Board members to provide feedback 
(including editorial suggestions) on Board agenda material to the relevant task forces via email in 
advance of each Board meeting. This would enable the task forces to reflect on the issues and better 
prepare for the discussions at the Board meeting. 
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OTHER MATTERS 

Mr. Kwok advised that the 2014 IESBA Handbook would be shipped to IESBA participants after the 
meeting. 

MINUTES OF THE PREVIOUS MEETING 

The minutes of the April 7-9, 2014 Board meeting and April 29, 2014 Board teleconference were 
approved as presented. 

2. Long Association 

Ms. Orbea introduced the topic, summarizing the previous Board discussions on the issues. She then led 
the discussion of the matters for consideration and the proposed changes to the Code. 

COOLING-OFF PERIOD FOR KEY AUDIT PARTNERS (KAPS) ON AUDITS OF PUBLIC INTEREST ENTITIES (PIES) 

Ms. Orbea recapped on the IESBA’s deliberations on this topic at its April 2014 meeting when it 
concluded that the engagement partner on the audit of a PIE should be subject to a five-year cooling-off 
period (which would apply whether he or she had served only one year as engagement partner during the 
seven year time-on period), and all other KAPs would continue to be subject to a two-year cooling-off 
period. She then outlined feedback that had been received from various stakeholders. The IESBA Small 
and Medium Practices (SMP) Committee (SMPC) did not support the extension to the cooling-off period 
for the engagement partner from two to five years. The National Standard Setters (NSS) participants were 
generally supportive of the proposed cooling-off period for the engagement partner; however, participants 
considered that the longer cooling-off period should also apply to engagement quality control reviewers 
(EQCRs). Concerns had been raised by the SMPC and others about the impact of the proposed cooling-
off period on SMPs. The CAG had been supportive of the extension of the cooling-off period for audit 
partners but were evenly divided on whether the longer cooling-off period should also apply to the EQCR, 
with the representatives of the investor community being most supportive of this view. 

The following matters were raised, among others: 

The Impact on SMPs of the Proposed Changes to the Cooling-Off Period 

• Whilst supporting the proposed extension of the cooling-off period for the engagement partner, an 
IESBA member suggested that it might have a significant impact on SMPs and wondered whether 
or not special transitional provisions, such as a later implementation date, could be considered for 
SMPs to alleviate this impact. 

• Rotation was a challenge for SMPs whatever the period and so the longer transitional provisions 
would assist in this regard. Whatever the length of the cooling-off period, an SMP would have to 
find a substitute partner when rotation was required.  

• SMPs, if they wished to carry out audits of PIEs, would adapt their working methods perhaps by 
forming loose associations with other SMPs in their locality. 
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Should the EQCR be Subject to the Same Cooling-Off Period as the Engagement Partner? 

The majority of IESBA members were supportive of the engagement partner being subject to a longer 
cooling-off period than the EQCR and, among other matters, expressed the following views: 

• The role of the engagement partner is distinctly different. The Task Force’s reasoning in terms of 
the familiarity of the engagement partner with the audit client being greater than that of the EQCR 
was a logical explanation. 

• The role of an EQCR may not be widely understood and accordingly it may be helpful to explain in 
the explanatory memorandum that often the client is not even aware of the identity of the EQCR. 
Also, in many firms the EQCR may not even work in the same office as the engagement partner. 
Both of these considerations lessened the familiarity threat.  

• As the two roles are already subject to rotation there is little additional complexity. 

• There is benefit to differentiating between the EQCR and the engagement partner because if the 
EQCR were to be subject to the same five-year cooling-off period as the engagement partner, this 
would have a greater impact on firms’ ability to appropriately resource audit engagements. 

• Potential investors were seeking credible, reliable and transparent financial reports and someone 
with fresh eyes, which these provisions could accomplish. Companies were alert to the existing 
rotation provisions and so the bifurcated approach would not cause as much difficulty as was 
perhaps being anticipated. 

• The explanatory memorandum needed to give a clear justification for the proposed changes and a 
clear articulation of the rationale for the extension of the cooling-off period for just the engagement 
partner. It should also emphasize that the proposed changes were intended to address perception 
of a lack of independence and a familiarity threat and were in the public interest. 

All PIEs or Just Listed Entities 

The majority of IESBA members supported the proposal that the extended cooling-off provisions for 
engagement partners should apply to all PIEs rather than just listed entities. 

PERMISSIBLE ACTIVITIES DURING THE COOLING-OFF PERIOD 

Ms. Orbea summarized the Task Force’s revised proposals made at the April 2014 Board teleconference, 
when the majority of IESBA members supported there not being an overall prohibition on the provision of 
non-assurance services but rather a principle that such activities that should be restricted only if they 
impact the audit. Suggestions from IESBA members included: 

• Adjusting the wording of the text so that it could not be construed as prohibiting a KAP from 
becoming the managing partner of a firm during the cooling-off period.  

• Adjusting the wording of the proposals allowing consultation to remove a possible inconsistency 
with the proposed principle, given that by being permitted to consult after a two-year period had 
elapsed, the former engagement partner would be in a role where that individual could influence the 
audit. 

• The term “lead audit engagement partner” might be used instead of “engagement partner”. 

• Clarifying the term “other services” so as to confirm that it was intended to include non-audit 
services. 
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Ms. Orbea also summarized the feedback received from stakeholders. The SMPC had expressed its 
reasons for supporting the approach that further restriction on permissible activities was unnecessary. On 
the other hand, some NSS participants and CAG Representatives had expressed the view that there 
should be no permissible activities or interaction between KAPs and the audit client during the cooling-off 
period. 

Whilst generally supporting the amendments, IESBA members raised the following matters, among 
others: 

• Whilst it is appropriate for the provisions not to prevent an individual from assuming a management 
role in the firm, the individual should not be able to recommend the engagement partner’s 
compensation. The text of the proposal was adjusted to take account of these concerns. 

• Whilst supporting the amendments to enable consultation between the engagement partner and the 
engagement team, IESBA members did not support the use of the phrase “in rare circumstances” 
in the proposal. It was felt that this phrase lacked clarity and might require additional guidance to 
explain the true nature of “rare circumstances.” An IESBA member did not consider that the 
circumstances referred to were rare. After further deliberation, the Board agreed that the words 
“rare circumstances” should be deleted from the proposal. 

• Noting the concerns raised by stakeholders concerning allowing consultation on technical or 
industry-specific issues after two years, the Board considered that this should not be prohibited as 
a prohibition might adversely restrict the availability of resource, and consequently be detrimental to 
audit quality and put smaller firms at a disadvantage in the market place. 

Ms. Orbea reported that the Task Force had considered the use of the phrase “lead audit engagement 
partner” and had concluded that the use of “engagement partner” should remain in the proposal because 
engagement partner is the defined term in the Code, i.e., the individual who is responsible for the audit 
engagement and its performance, and for the report that is issued on behalf of the firm. Whilst the Board 
supported that there be no change in the wording in this regard, an IESBA member asked that it might be 
reviewed during the Structure of the Code project. 

Ms. Orbea confirmed that the Task Force had adjusted the wording of the text to make it clear that the 
term “other services” included non-audit services. 

STRENGTHENING OF OVERALL FRAMEWORK AND GENERAL PRINCIPLES 

Ms. Orbea summarized the discussions at the April 2014 Board meeting concerning the overall 
framework and the general provisions. Initially, the Task Force had proposed a minimum one year 
cooling-off period in these provisions if rotation was applied as a safeguard. The Board had indicated that 
this might be too prescriptive. In response, Ms. Orbea reported that the Task Force was now proposing a 
requirement that the firm determine an appropriate period, of sufficient duration to allow the familiarity and 
self-interest threats to be eliminated to an acceptable level.  

The Board supported the Task Force’s proposal. 

INVOLVEMENT OF THOSE CHARGED WITH GOVERNANCE (TCWG) 

The majority of IESBA members and stakeholders supported the Task Force’s proposal that the 
concurrence of TCWG be obtained with regard to the application of exception provisions which permit the 
continuation of service by the KAP beyond the rotation requirements in certain circumstances. 
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Ms. Orbea acknowledged that the Board had asked the Task Force to consider whether the word 
“concurrence” in relation to TCWG was the right word to use and whether it gave a clear indication of 
what was expected, for example whether such concurrence should be obtained orally or in writing. She 
confirmed that the Task Force proposed no change to the use of the word “concurrence” as its meaning 
includes agreement, whether obtained orally or in writing, and is consistent with the wording used in the 
breaches provisions in the Code. 

Upon completion of a detailed review of the material, with some minor editing, the Board was in 
agreement with the proposed changes to the long association provisions concerning audit clients. 

CORRESPONDING CHANGES TO SECTION 291  

Ms. Orbea confirmed that following the April 2014 Board teleconference, the Task Force had adjusted the 
proposals to reflect the Board’s comments on the distinction between the intrinsic nature of audit and 
review engagements as opposed to other assurance engagements. The revised proposals took account 
of the fact that other non-audit assurance engagements tend to be of a shorter duration and often not 
recurring, unlike audit engagements where familiarity threats tend to arise from the length of the 
engagements and their recurring nature. The Task Force had proposed changes to the provisions to 
reflect this discussion. In addition the Task Force had recommended wording to limit the application of the 
provisions to assurance engagement of a recurring nature. It also proposed general corresponding 
changes to emphasize the nature of the assurance engagement rather than the nature of the person 
performing the engagement. 

Upon completion of a detailed review of the material, with some minor editing, the Board was in 
agreement with the proposed changes to the long association provisions for assurance clients. 

OTHER MATTERS 

IESBA members also raised the following: 

• An IESBA member wondered how, assuming the IESBA accepted the proposals, the proposed 
rotation periods would blend with the position in some jurisdictions where there were varying 
lengths of mandatory firm rotation as well as partner rotation. It was felt that implementing the 
current proposals may be disruptive in those jurisdictions. 

• Specific provision could be made in the proposals to allow for regional variation in the adoption of 
the proposals.  

• Whilst sympathetic to jurisdictional differences, the IESBA’s proposals were reasonable and should 
be taken forward as drafted. The IESBA’s role was to set standards with an appropriate balance in 
an international context. 

TRANSITIONAL PROVISIONS 

Ms. Orbea presented the Task Force’s initial view on appropriate transitional provisions (based on an 
assumption of approval in 2015) which was that the five-year cooling-off period would become effective 
for audits beginning on or after December 15 2016. The Task Force proposed that the provisions 
concerning the permissible activities during the cooling-off commence a year later because of the 
consequences of transitioning to the new provisions. 

IESBA members who expressed a view indicated that the proposal was complex. An IESBA member 
commented that the proposal was confusing as it was based upon the number of years that the 
engagement partner had served.  
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Another IESBA member wondered whether transitional provisions were necessary, suggesting that a 
simpler approach could be achieved by giving a slightly later effective date for all the provisions. Other 
IESBA members supported the simplicity of this suggestion. An IESBA member commented that this 
approach would give everyone involved in the rotation process time to plan, which made the 
implementation of the provisions manageable. 

Mr. Koktvedgaard commented that the IESBA should reflect on how the proposals would affect 
companies, whether it might then be a problem to the service provider and what was in the public interest.  

After discussing various options, the majority of IESBA members agreed with the proposal that all the 
provisions be effective for the audits of financial statements for years beginning on or after December 15, 
2017. If an individual was in the middle of a two-year cooling-off period when the provisions became 
effective, the old provisions would apply in the first year of cooling-off and the new provisions in the 
second. 

APPROVAL AND WAY FORWARD 

After agreeing all necessary changes to the document, the IESBA approved the proposed changes to the 
Code for exposure with 16 affirmative votes out of the 16 IESBA members present. The comment period 
will be for a minimum of 90 days from the date of issuance of the exposure draft (ED). The IESBA asked 
the Task Force to provide a clear rationale for all the proposed changes in the explanatory memorandum. 

3. IESBA Strategy and Work Plan 2014-2018 

Mr. Kwok introduced the session, noting the objective of seeking Board approval of the proposed SWP. 
Mr. Siong then outlined the main changes to the draft SWP in the light of the feedback received from the 
April 2014 Board and CAG discussions, and at the May 2014 IESBA-National Standard Setters (NSS) 
meeting.  

PROPOSED THOUGHT LEADERSHIP FOCUS 

In response to feedback from NSS, the PC proposed that the SWP explicitly articulate a Board 
commitment to speaking out more on ethics-related developments that have the potential to lead to 
greater divergence in standards, and seeking to influence debates towards greater international 
convergence. The intention was not to stay completely silent on issues of relevance to the Board’s 
mandate but to generate ideas and debate on how to address them. Accordingly, there was discussion 
that there should be a clear link to the Board’s work on emerging issues. 

Mr. Gunn noted that the anchor is relevance and that the Board would have greatest relevance where the 
Code is as robust and practical as it can be. He encouraged the Board to participate in debates on issues 
of public interest where the Board can make meaningful contributions. He noted that the IAASB has been 
careful not to commit resources to developing positions on broad policy matters, but instead chose to 
focus on outreach to and collaboration with stakeholders on matters of relevance to its standards. 

Mr. Koktvedgaard commented that the IESBA should be conscious of the messages it is sending with 
respect to emerging issues such as outsourcing and big data so that stakeholders can see that the Board 
is actively monitoring and considering the ethical implications of such issues. 

The IESBA agreed to the SWP making clear that the Board recognizes the importance of its engaging in 
dialogue with stakeholders on specific topics or issues that have implications for the global relevance of 
the Code and the Board’s work. The SWP should also, as part of the Board’s commitment to increasing 
engagement and cooperation with stakeholders, indicate that the Board will speak out more on ethics-
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related developments that have the potential to lead to greater divergence in standards, and seek to 
influence debates towards greater international convergence. 

PIOB Observer’s Remarks 

Mr. Wymeersch commented that this is an existential question and that there is a need for broad dialogue 
with stakeholders such as investors, the International Forum of Independent Audit Regulators (IFIAR), the 
Financial Stability Board (FSB), the Organization for Economic Cooperation and Development (OECD), 
etc. He wondered, however, whether this would detract from the Board’s work, noting that the Board’s first 
priority should be to develop standards. He encouraged the Board to liaise with other standard setters 
that are in similar situations, and to have the resources to support the Board’s work. 

OTHER MATTERS 

In addition to editorial comments, the IESBA agreed the following: 

• The SWP should be less definitive regarding a potential work stream on the fee-related matters 
described in the agenda material as it would be necessary to first understand the specific concerns 
raised by the regulatory community. Accordingly, the Board agreed to explore a number of fee-
related matters in response to regulatory feedback with a view to determining whether there is a 
need for further enhancements to the Code or the commissioning of staff guidance. 

• The commitment to monitor and, if necessary, further discuss the topic of a professional 
accountant’s (PA’s) responsibility to act in the public interest should not be linked to the MG Rover 
case as this anchors the Board’s considerations at a point in time. In addition, questions concerning 
the topic have been raised in other contexts, including the Board’s project on responding to 
suspected NOCLAR. 

• It is premature to indicate a work stream on responsibility for compliance with the Code as this will 
depend on stakeholder feedback from the Structure of the Code consultation paper. Accordingly, 
this should be deleted from the SWP. 

• Care should be taken in describing the commitment in the SWP for the Board to seek a better 
understanding of the nature of regulatory concerns regarding the definition of a PIE in the Code 
given that the Board extensively deliberated the topic in arriving at the extant definition in the Code.  

• The reference to the extent of global uptake of the Code should reflect  the recent finalization of the 
regulatory proposals in the EU concerning the independence of audit firms, which will lead to some 
divergence with the Code. 

CONSIDERATION OF FURTHER ISSUES 

The IESBA considered and concluded that there were no further issues raised by respondents, in addition 
to those summarized by the PC, which should have been discussed by the Board. The IESBA also noted 
the PC’s confirmation that the significant matters the PC had identified as a result of its deliberations 
since it started work on developing the SWP, and the PC’s considerations thereon, had all been reflected 
in the issues papers, draft consultation paper, and draft SWP presented to the Board. The IESBA also 
acknowledged the PC’s confirmation that there were no significant matters discussed within the PC in 
developing the SWP that had not been brought to the Board’s attention. 

APPROVAL 
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After agreeing all necessary changes to the document, the IESBA approved the SWP with the affirmative 
votes of 16 out of the 16 IESBA members present. 

The IESBA assessed whether there was a need to re-expose the document or seek further input on any 
specific matter, and concluded neither was necessary. Mr. Siong advised the IESBA that it had adhered 
to due process in finalizing the SWP. 

4. Responding to Non-Compliance with Laws and Regulations 

Ms. Gardner and Mr. Siong briefed the Board on recent activities on the project, including the main 
feedback received at the May 2014 IESBA-NSS meeting, the key highlights from the roundtables held in 
Hong Kong in May 2014 and Brussels in June 2014, and the preparations for the third and final 
roundtable in Washington DC the day after the Board meeting. 

Mss. Soulier and Agélii and Messrs. Kwok and Hughes briefly shared observations from their participation 
in the roundtables in Hong Kong and Brussels. Ms. Gardner added that the roundtables have been helpful 
in conveying the Board’s latest thinking on the project and in enabling the Board to hear from 
stakeholders, and participants to hear from each other. She then outlined the way forward on the project. 

PIOB Observer’s Remarks 

Mr. Wymeersch commented that the PIOB has been closely monitoring the project as it is an important 
one from the point of view of not only substance but also visibility with respect to both the Board and the 
profession. He indicated that he was not supportive of the current direction of the project. In particular, he 
felt that the proposed scope was too wide and that the current climate would not support an auditor 
turning his or her back on a significant issue such as fraud. He suggested that it would be a better 
formulation for the Code to specify a requirement to report NOCLAR to an external authority, subject to 
the appropriate conditions. He felt that the Board would face a challenging task of finalizing the standard if 
it maintained the current direction of the proposals. 

Mr. Kwok thanked Mr. Wymeersch for his comments. 

5. Review of Part C of the Code 

Mr. Gaa introduced the topic, outlining the issues and Task Force proposals for the Board’s consideration. 
He then led the Board through the proposed changes to Part C of the Code. 

PREPARATION AND PRESENTATION OF INFORMATION (SECTION 320)2 

Misuse of Discretion 

At its meeting in April 2014, the Board had tentatively supported the development of enhanced guidance 
to help PAIBs better understand their responsibilities regarding the misuse of discretion under the 
applicable reporting framework. Accordingly the Task Force proposed four categories in which discretion 
could be misused, with an example of each.  

The Board generally supported the proposed categories and examples, noting their usefulness in 
illustrating the concept addressed. Among other matters, IESBA members suggested the following for the 
Task Force’s further consideration: 

2 Section 320, Preparation and Reporting of Information 
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• Whether there should be a “disclosure” category as the examples in paragraph 320.3 appeared all 
related to preparing information rather than presenting it as indicated in the preamble. 

• Reviewing the level of detail and specificity in the examples to minimize the potential for them to 
become outdated if financial reporting standards change.  

• Whether the examples could be broadened as PAIBs are involved in more than just accounting and 
bookkeeping. 

An IESBA member noted that the use of discretion is a matter of professional judgment and it may be 
better to refer to this rather than discretion. It was noted in particular that intent requires a much higher 
standard of evidence to prove than information prepared in a way that may be misleading. A few IESBA 
members also noted the guidance does not acknowledge that the PAIB often has incomplete information 
and it was suggested that this factor could be reflected in the wording. Mr. Gaa reminded the Board about 
the ample research regarding the misuse of discretion. He reported that the Task Force had concluded 
that the misuse of discretion would be unprofessional and therefore the Task Force had avoided using the 
term. It had also considered using the term judgment without the adjective “professional” but believed that 
this may cause users to question whether the Board intends there to be a difference between professional 
judgment and judgment in the Code.  

Other IESBA members noted that referring to professional judgment would not be appropriate as the real 
focus of this project is on the misuse of discretion and not on the inadvertent misapplication of judgment. 
It was noted that while the preparation of information that is misleading can be accidental, it would be 
important to address the concept of intention to mislead. It was also noted that the Board is setting ethics 
standards and these should deal with behavior and intention and not errors, which would be addressed 
under the ISAs. After further deliberation, the Board asked the Task Force to further consider the 
suggestion to refer to judgment. 

Dissociation from Misleading Information 

Because of the lack of guidance as to how a PAIB could dissociate from misleading information the Task 
Force proposed practical guidance on this matter.  

The Board was generally supportive of the proposed guidance. However, an IESBA member felt that 
there was a lack of connection between the guidance on presenting information and the guidance on 
dissociation from misleading information. It was suggested that it may be helpful to add the steps that a 
PAIB could take to seek to resolve the problem of being associated with misleading information rather 
than starting the guidance with a bald prohibition. It was also felt that the guidance lacked proportionality 
and that it may be helpful to introduce the concept of materiality. The IESBA asked the Task Force to 
further consider these matters. 

The Board considered the use of “may” and “shall” in different paragraphs but agreed that it is not 
appropriate for each provision to be all requirements or all guidance.    

Other Comments 

In addition to editorial matters, IESBA members suggested the following for the Task Force to consider: 

• Whether the Section could be linked to the fundamental principles of integrity and objectivity. 

• In the context of paragraph 320.4 regarding what information may be necessary to assist users, 
considering guidance issued by the Institute of Chartered Accountants in England and Wales 
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(ICAEW) on the topic of pro forma financial information and profit forecasts, which deals among 
other matters with avoiding providing misleading information.  

PRESSURE TO BREACH THE FUNDAMENTAL PRINCIPLES (PROPOSED SECTION 370) 

Language of Threats and safeguards 

Because of the differences of views on the Board regarding whether or not proposed Section 370 should 
be drafted in the language of threats and safeguards, the Task Force had re-considered the merits of both 
sides of the argument. The Task Force presented its recommendation that Section 370 not be drafted in 
the language of threats and safeguards even though the section is consistent with the conceptual 
framework.  

An IESBA member noted that “threats and safeguards” are not about the use of language but represent a 
methodology that is used throughout the Code and, together with the fundamental principles, constitute 
the conceptual framework. It was argued that it would not serve the public interest to weaken the 
conceptual framework in such a way. It was noted that a number of jurisdictions use the threats and 
safeguards approach, for example, in EU regulation and US Securities and Exchange Commission (SEC) 
rules, and that it is a powerful method to analyze situations. It was also noted that proposed Section 3603 
does not use the language of threats and safeguards because it is addressing a right to depart from a 
fundamental principle.  

Other IESBA members supported the Task Force proposal. Among other matters, the following points 
were made: 

• There is an issue of clarity as to what a safeguard is generally understood to mean. Until this issue 
is comprehensively addressed through a separate project, it would be better not to use the threats 
and safeguards language. 

• What is important is whether the section is understandable to PAIBs, and the threats and 
safeguards language may get in the way. The guidance is helpful to PAIBs and the linkage to the 
fundamental principles is sufficient. 

• The guidance reads well from a non-accountant perspective, and the Board should go for simplicity 
and clarity. 

An IESBA member wondered about the need to identify a safeguard for an intimidation threat, noting that 
the Conceptual Framework recognizes that in some circumstances there may be no safeguards. Mr. 
Koktvedgaard suggested the addition of an introductory paragraph that explains how pressure leads to an 
intimidation threat as what is intended is for the pressure to be addressed as opposed to the threat itself. 

Mr. Koktvedgaard also noted that Section 370, drafted without the language of threats and safeguards, 
appeared to be easier to read than sections that use it. He wondered whether this approach should be 
applied to other sections of the Code.  

After further deliberation, the IESBA asked the Task Force to proceed with its proposed approach to 
drafting the Section, subject to recognizing the point about intimidation threat upfront. 

Other Matters 

3 Proposed Section 360, Responding to Suspected Non-Compliance with Laws and Regulations 
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In addition to editorial comments, IESBA members made the following suggestions for the Task Force to 
consider: 

• The suggestion that a PAIB may consult a trusted friend may reflect reality but it may be 
inappropriate in the Code given the fundamental principle of confidentiality.  

• The examples of pressure related to conflicts of interest do not explain what the PAIB is being 
pressured to do.  

• Revisiting the categorization of the examples so that they are more logically grouped together, such 
as by the relevant action to be taken by the PAIB.   

• In paragraph 370.6, the position or role of the individual exerting the pressure may not be a relevant 
factor when determining whether pressure would lead to a breach to the fundamental principles.  

• The construct in the preamble to 320.6 appeared to be incorrect because it is not the pressure that 
leads to a breach. A PAIB must take an action for the breach to occur. 

• The requirement to decline or discontinue the professional activity is introduced in paragraph 370.8. 
It may be more helpful to introduce it earlier in the Section. 

WAY FORWARD 

The IESBA asked the Task Force to present revised proposals for all Sections of Part C, excluding 
Section 350,4 for consideration with a view to approval for exposure at the October 2014 Board meeting. 

6. Structure of the Code 

Mr. Thomson introduced the topic and presented the preliminary draft of the Consultation paper (CP), 
illustrative examples to be included in the CP, and issues arising from the work of the Task Force. 

PROPOSED CP 

The Board broadly supported the direction of the proposed CP. In addition to a number of drafting and 
editorial suggestions, the Task Force was asked to consider: 

• Aligning the title of the CP more closely with the title of the project. 

• Ordering the questions to reflect more logically the thinking process for the CP. 

ILLUSTRATIVE EXAMPLES 

The Board was generally supportive of the illustrative examples. Among other matters, IESBA members 
commented as follows: 

• The headings in relation to threats in the section on objectivity might be misleading. In the 
requirements section, threats were referred to as “specific threats to objectivity” and in the 
application material section “other threats to objectivity.” It was suggested that the reference to 
“specific threats” might lead a reader to infer that there were no other threats to objectivity. It was 
therefore suggested that the wording be reconsidered. 

4 Section 350, Inducements 
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• Although the link to the conceptual framework is important throughout the Code, the way in which 
this link was presented, at the start of each section, made the text repetitive. It was questioned 
whether such repetition could be avoided. 

• It was unclear whether decoupling coded words such as “audit” and “firm” into “audit and review”5 
and “firm and network firm”6 throughout the Code would help as the repetition would become 
cumbersome. It was suggested that the Task Force explore a middle ground, such as putting the 
word “review” in parentheses. It was also noted that it would be important to be mindful that users 
may not be as familiar with coded words as the Board is. Accordingly, clarity would be important. It 
was suggested that one possibility could be a separate section just dealing with review 
engagements. 

• A judgment may have to be made on the minimum expectation of a user’s understanding of certain 
terms in the Code. Possible ways to improve clarity include using an asterisk to denote that a term 
is defined, or using footnotes or parentheses to denote the full meaning of terms used within the 
Code. 

Mr. Thomson explained that the Task Force’s aim was for clarity. The way in which the current definitions 
appeared at the front of the independence section meant that users of the Code might miss the full import 
of a coded word’s meaning. He did not believe it would be helpful if users had to follow a trail of definitions 
to find out what exactly a word meant, a concern that that the SMPC and regulators had expressed. 

Mr. Koktvedgaard welcomed the examples, noting that they served the purpose of illustrating the 
proposed approach to the restructuring.  

SAFEGUARDS AND ALIGNMENT OF TIMING WITH OTHER PROJECTS 

The Task Force noted that some regulators have questioned whether all safeguards identified in the Code 
are effective and enforceable. Given the pervasiveness of safeguards throughout the Code, it 
recommended that this matter be addressed before the Structure project is completed. 

IESBA members broadly supported the Task Force’s recommendation. It was noted in particular that 
addressing safeguards would be critical to the success of the Structure project but that taking on this 
additional work would be beyond the remit of the Task Force. It was therefore suggested that cooperation 
with another Task Force would be the best way forward. In this regard, it was suggested that 
consideration be given to ensuring cross-over in the membership of the two task forces. A concern was 
expressed that there have been a number of suggestions to include additional issues within the Structure 
project. Accordingly, it was cautioned that it would be important to carefully manage the scope of the 
project.  

The Board discussed the alignment of the timing of the Structure project with other current projects and 
agreed that this matter should be further considered by the PC. It was also suggested that the Task Force  
refine the drafting conventions so that these can be applied to projects already in progress. 

Mr. Koktvedgaard did not think it necessary to address safeguards before completing the Structure 
project as the project is more about the structure of the Code. He also noted that the requirements 
appeared to be mixed with the prohibitions and suggested that it be made clear upfront that both are 
covered. 

5 As noted in paragraph 290.3(a) 
6 As noted in paragraph 290.3(b) 
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RESPONSIBILITY 

In response to regulatory concerns about the need for clarity as to who within a firm should have 
responsibility for compliance with the Code’s provisions, the Task Force proposed that it be made clear in 
the Code when responsibility is at the firm level. It also proposed that the Code include a requirement for 
the firm to have policies and procedures to assign responsibility for its provisions to particular individuals 
in the firm. The Task Force proposed that the Board seek stakeholders’ views on the proposals regarding 
this specific matter through the CP.  

The Board generally supported the Task Force’s proposals. Among other matters, IESBA members 
commented as follows: 

• The proposals would be consistent with a “think small first” approach and help address the need for 
flexibility for smaller firms. 

• It is unclear how responsibility could be allocated more finely than what is currently in the Code. 
Doing so would be a change of substance to the Code. In addition, the concept of an “ethics 
partner” would be another topic. 

• While assigning responsibility to specific job titles would not be appropriate, there is a question as 
to what is meant when the Code refers to “the firm.” 

Mr. Gunn noted that the IAASB planned to revise ISQC 1 as part of its next strategy and work program. 
He highlighted the potential for overlap between that work stream and the IESBA’s consideration of the 
matter of responsibility, and noted the need to coordinate efforts in that regard.  

DEFINITION OF FIRM AND OTHER DEFINITIONS 

The Task Force had identified that the definition of the term “firm” may also be an issue that should be 
addressed in the project. The Code is written for individual PAs but the Independence section refers to 
firms. The definition of “professional accountant in public practice” includes firms, and therefore it is 
unclear whether references to a PA in public practice are to an individual or to the firm. Additionally, the 
Task Force highlighted that the definition may need to be reviewed to consider whether it should include 
related firms involved in professional services that have no connection with accountancy, and whether 
and how employees of auditing firms who are not PAs have responsibilities under the Code. 

An IESBA member did not believe that there is a problem with the definition within Section 290, noting 
that the question is more a matter of clarity than of concept.  

Mr. Thomson reported that the Task Force had identified a number of differences between definitions in 
the ISAs and corresponding ones in the Code and that this could be confusing for users. An IESBA 
member felt that there should be a comprehensive review of definitions within the project. Another IESBA 
member, however, noted that there are good reasons for the differences in definitions between the Code 
and the ISAs, and that the IAASB has defined the relevant terms in the context of its remit to address 
audits of financial statements. 

After further deliberation, the Board agreed that the Task Force should review the differences and make a 
judgment as to whether they are intentional or whether alignment would enhance clarity. The Board asked 
the Task Force to present in due course its recommendations regarding those differences it believes 
should be changed. 
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SEPARATION OF SECTIONS 290 AND 291 

Section 290 addressing independence for audit and review engagements and Section 291 addressing 
independence for other assurance engagements are currently separate sections in the Code. In a 
previous version of the Code they were combined. The Task Force had considered the merits of 
combining the sections again, but recommended that they remain separate.  

An IESBA member explained that in Canada, the approach had been to combine the sections and that 
this had worked out well. Another IESBA member thought that keeping the sections separate was 
advantageous because Section 291 provides a framework for regulators setting standards for non-
financial assurance engagements (such as carbon emissions) and avoids any implication that auditor 
independence provisions could relevant to such engagements. The Board agreed that the matter should 
be included in the CP and respondents asked if they have a preference.  

NUMBERING OF SECTIONS 

The current paragraph numbering of the Code is not conducive to changes to Section 290 and the Task 
Force proposed a new numbering system.  

The Board generally supported the proposed change to facilitate future development of the Code. An 
IESBA member suggested placing Part C before Part B so that the Independence Sections can remain at 
the end of the Code and not disrupt the flow by their volume. This would keep all the sections relevant to 
PAs in public practice together.  Another IESBA member suggested numbering the sections 1, 2, 3 etc. 
rather than 100, 200, 300 etc. The Board asked the Task Force to consider these suggestions further. 

DRAFTING CONVENTIONS 

In anticipation of the alignment of the timing of the Structure project with the timing of other projects, the 
Task Force was asked to present drafting conventions for approval by the Board, which could then be 
used by other Task Forces when drafting new sections. An IESBA member asked what the due process 
would be for the approval of drafting conventions. Mr. Siong advised that changes to advance plain 
English can be implemented without due process but that it would be necessary to consult with 
stakeholders on substantive changes to the structure of the Code. Accordingly, the Board should not 
issue an ED of a restructured Code until it has completed the consultation process regarding the structure 
proposals. 

WAY FORWARD 

The IESBA asked the Task Force to present a revised draft of the CP with a view to approval at the 
October 2014 IESBA meeting.  

7. Auditor Reporting – Independence and Ethical Requirements 

Mr. Kwok welcomed Mr. Bruce Winter, member of the IAASB and Chair of the IAASB’s ISA 700 Drafting 
Team (DT-700), to lead this session. 

Mr. Winter introduced the topic, recapping the background to the IAASB’s Auditor Reporting project and 
summarizing the matter for consideration regarding the proposed statement of compliance with 
independence and other ethical requirements in the auditor’s report. He noted that at the April 2014 
IESBA meeting, the majority of IESBA members had directionally expressed a preference for referencing 
the geographic origin of the relevant ethical standards in the auditor’s report. The IAASB also 
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unanimously supported this approach at its June 2014 meeting, also taking into account input from the 
IAASB CAG.  

Mr. Hannaford briefed the Board on his involvement as a correspondent member on DT-700, noting that 
the Board’s input had been duly reported to DT-700 for its consideration. 

Mr. Winter presented two illustrative wording options that could be used to implement the requirement for 
the auditor to state within the Basis for Opinion section in the auditor’s report that the auditor is 
independent of the audited entity, together with revised application material for ISA 700. One option 
referred to the jurisdiction of origin of the relevant ethical requirements and the other to the IESBA Code. 
Mr. Winter emphasized that there was an element of flexibility the IAASB was endeavoring to incorporate 
into the proposals to allow for appropriate tailoring to national circumstances.   

There was broad support from IESBA members for the IAASB’s proposals and for their simplicity and 
flexibility. In additional to editorial suggestions, the following matters were raised: 

• It is helpful to provide the option for auditors to specifically reference the IESBA Code in their 
reports. Doing so would help to raise awareness of the Code. 

• The enhanced auditor’s report promulgated by the UK Financial Reporting Council had been well 
received in the UK. The revised structure, which among other things includes the audit opinion up 
front, is helpful. 

• Whether a third option that combines both the jurisdiction and the IESBA Code had been 
considered.  

• It is generally a given for investors that auditors are independent. However, the proposal to refer to 
the IESBA Code is welcome. Where the IESBA Code is more impactful is in fact when it is referred 
to in the audit plan presented to TCWG. 

• The proposed approach clarifies that independence is in accordance with a given framework. It is a 
good compromise to refer to the jurisdiction of origin of the relevant ethical requirements. However, 
where there are multiple sources, a footnote could be considered. 

• The wording “in accordance with” works well with the Code as it does not create a conflict if a 
breach of an independence requirement has been appropriately addressed. 

• Whether the second option with respect to referring to the IESBA Code could be placed first. 

Mr. Koktvedgaard congratulated DT-700 on the proposals, noting that it had taken into account the input 
from the IESBA and the IAASB CAG. He expressed support for the third option suggested above. He 
added that referring to the IESBA Code would convey confidence to the investor community. 

Mr. Kwok thanked Mr. Winter for presenting the revised proposals and IAASB staff for the supporting 
work. 

8. Non-Assurance Services 

Mr. Kwok introduced the topic, thanking Mr. Hannaford for agreeing to chair the project. 

Mr. Hannaford outlined the Task Force’s thinking regarding the way forward for the proposed NAS 
position paper. He noted that the Task Force had further reflected on this in the light of the discussions on 
the topic of safeguards in the context of the Structure project and the SWP. The Task Force had come to 
the conclusion that a review of safeguards pertaining to NAS in the Code would be necessary before 
proceeding with the paper. He explained that safeguards constitute a significant part of the Board’s 
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position on NAS. He also indicated that the scope of the examination would include the definition of a 
safeguard, how safeguards are described, and how they are applied in the provisions pertaining to NAS. 
The Task Force therefore recommended deferring finalization of the position paper until such a review is 
completed. 

IESBA members raised the following, among other matters: 

• The concerns raised by regulators were more on the aspect of materiality with respect to valuation 
and taxation services. Accordingly, the focus should be more on explaining the differences between 
PIEs and non-PIEs, and why materiality is the most appropriate filter for those services.  

• A paper could be developed addressing materiality but it would be seen as an artificial separation 
without safeguards also being addressed. In addition, safeguards are significant in describing the 
Board’s position in relation to NAS. 

• It would be important to have all the pieces, including safeguards, in place before the paper is 
finalized. In addition, materiality should be addressed, especially given that there is no materiality 
threshold in the new EU regulation with respect to the provision of NAS. Focusing on materiality 
would be important as some within the regulatory community see its use in the Code as a 
weakening of the Code. 

• There should be clarity regarding the purpose of the paper and its status as a Board-approved 
document. In this regard, it was noted that the original intention was to articulate the Board’s 
arguments for the various positions it has taken on NAS given some regulatory concerns about the 
robustness of the Code in that area. 

• The value to the paper would be to explain why the Board’s approach to NAS, including its 
approach to materiality, is appropriate, why the Board has put together a list of prohibitions, and 
why the EU and other jurisdictions do not need to regulate in this area as they have done. 

• The nature of the relationship between materiality and the definition of a safeguard may need to be 
clarified. 

A few IESBA members wondered about the impact of a review of safeguards in the Code on the timing of 
the position paper. It was noted that this would depend on the scope of the review and whether this would 
encompass the whole Code or only a part of it. 

Mr. Koktvedgaard expressed a concern about deferring the release of the position paper and wondered 
whether undertaking a review of safeguards now would imply that the paper would not be released until 
2016. Mr. Hannaford noted that even a brief position paper would need to address safeguards, thus 
making the examination necessary.  

Noting the link to the Board’s strategic commitment to undertake a review of the appropriateness, 
effectiveness and clarity of safeguards in the Code, Mr. Kwok noted that there would be greater benefit in 
reviewing safeguards first so that the Board would be better placed to explain the robustness of the 
approach taken on NAS.  

After further deliberation, the Board agreed to defer further work on the position paper until a review of the 
safeguards in the Code has been undertaken. The IESBA asked the NAS Task Force to explore the 
scope of the review, including the interaction with materiality, and present its recommendations to the 
Board in due course. 

Mr. Koktvedgaard wondered whether there should be just one version of the position paper or different 
versions tailored for different audiences. Mr. Kwok noted that the paper would be most useful for those 
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jurisdictions that have not yet adopted the Code and that it would help to enhance the credibility of the 
Code and public trust in its robustness in dealing with independence in relation to NAS.  

PIOB Observer’s Remarks 

Mr. Wymeersch noted the PIOB’s interest in the authoritative nature of the position paper and that it 
would want to review its content.  

9. PIOB Observer’s Remarks 

Mr. Wymeersch commented that the meeting had been a very interesting, well-organized and well-
managed one. He remarked that excellent and effective outcomes had been produced, a tribute to the 
hard work of Board members and staff. He complimented the Board on the approval of its Strategy and 
Work Plan, 2014-2018 and the Long Association ED. In addition, he welcomed the progress made on the 
Part C project, on which he felt a breakthrough had been achieved. 

Mr. Wymeersch indicated that he was looking forward with interest to the outcome of all the consultations 
currently being undertaken and the Board’s various work streams. He commented that the PIOB is very 
supportive of the Board’s work, even if at times there are differences of views. He also commented that 
the PIOB wanted to make sure that the oversight structure functions well and in the public interest. In 
addition, he noted that the world is changing rapidly and that unethical conduct is no longer acceptable. 

On practical matters, Mr. Wymeersch suggested that it would be useful if the Board’s presentation slides 
were distributed in advance of, or during, the meeting. He also suggested that some matters discussed 
might be better dealt with in writing rather than being considered during the meeting. Finally, he noted that 
there was little discussion of concepts and principles, for example, in relation to the topics of safeguards 
and materiality. 

Mr. Kwok thanked Mr. Wymeersch for his compliments, advice and insights. 

10. Next Meeting 

The next meeting of the IESBA is scheduled for October 13-15, 2014 in New York, USA. 

11. Closing Remarks 

Mr. Koktvedgaard thanked the Board for taking into consideration the comments from the IESBA CAG on 
the various items on the agenda. He noted the upcoming September 2014 CAG meeting and encouraged 
task forces and staff to plan for timely distribution of the meeting material. 

Mr. Kwok thanked the participants and staff for their hard work and contributions to the meeting. He then 
closed the meeting. 
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