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Opening Remarks 

WELCOME AND INTRODUCTIONS 

Dr. Thomadakis welcomed all participants and public observers to the meeting. He welcomed, in particular, 

Mr. Bhave, observing on behalf of the PIOB; Mr. Koktvedgaard, Chair of the IESBA CAG and Mr. Sonoda, 

the Japanese FSA observer. Apologies were received from Dr. Arteagoitia and Ms. Burger who would be 

absent from the meeting.  

NEW APPOINTMENTS 

Dr. Thomadakis congratulated Mss. Gibson, Haustermans and Snyder on their appointment to the Board 

from January 1, 2016. He also congratulated incoming IESBA member Robert Juenemann, who would be 

observing the meeting. He noted that two other incoming IESBA members, Michael Ashley and Ian 

McPhee, would not be observing the meeting due to prior commitments, and that the final incoming IESBA 

member, Patricia Mulvaney, would observe from Wednesday onwards. 

Dr. Thomadakis also welcomed Jason Evans, who will be Technical Advisor to both Mr. Caswell and Ms. 

Snyder, and Denise Canavan, who will be Technical Advisor to Ms. Haustermans. Both would assume their 

positions from January 2016. 

RECENT OUTREACH ACTIVITIES  

Dr. Thomadakis thanked Mr. Kato and the Japanese Institute of CPAs (JICPA) for their assistance in 

organizing the comprehensive outreach activities in October 2016. He noted that meetings had been held 

with the JICPA leadership and Ethics committee, the Japanese FSA, the Japanese audit oversight body 

and preparers and investors. The JICPA had arranged a seminar for the IESBA representatives that had 

been attended by over 140 delegates as well as a few media interviews, including one with the Nikkei. Dr. 

Thomadakis thanked JICPA Board member Mineo Kambayashi and staff Emi Goto, who were observing 

the meeting, for their hospitality and efforts in arranging the meetings. 

Dr. Thomadakis also thanked Mr. Kwok for his assistance and hospitality in organizing outreach meetings 

in Singapore. He noted that meetings had been held with the leadership of the Singapore Institute of 

Chartered Accountants (ISCA) and the Singapore audit oversight body (ACRA). A roundtable had also 

been held with a variety of Singapore stakeholders. 

Dr. Thomadakis concluded that the outreach meetings had been very useful and had allowed the Board 

representatives the opportunity to discuss the projects on the Board’s agenda and current external 

developments of relevance to the Board’s work. He thanked all IESBA representatives who had participated 

or intended to participate in outreach. 

INTOSAI CODE OF ETHICS 

Dr. Thomadakis reported that INTOSAI had approved its revised Code of Ethics for exposure in November 

2015 with the comment period ending in January 2016. The Planning Committee would consider whether 

the Board should comment on the exposure draft. He noted that Jim Sylph, former IFAC Executive Director, 

Professional Standards and External Relations and now a consultant to the Board, had been representing 

the Board as an observer on the working group tasked with leading the development of the revised INTOSAI 

code. Mr. Sylph’s contributions had been acknowledged and appreciated by INTOSAI.   
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MINUTES OF THE PREVIOUS MEETING 

The minutes of the September 2015 Board meeting and the two October 2015 Board teleconferences were 

approved as presented. 

1. Safeguards 

Mr. Hannaford introduced the topic, recapping the objective of the project, i.e., to improve the clarity, 

appropriateness and effectiveness of safeguards in extant Sections 1001 and 2002 of the Code. He noted 

the Task Force’s aim to seek Board approval of an exposure draft of the proposed revisions at this 

meeting(ED-1). He also noted that proposed revisions to the safeguards that pertain to non-assurance 

services (NAS) in Section 290 and any necessary conforming amendments would be presented at future 

IESBA meetings and would form part of a separate exposure draft. He then set out to lead the discussion 

of the key issues and Task Force proposals. 

CLARIFICATIONS TO THE CONCEPTUAL FRAMEWORK 

Mr. Hannaford drew attention to the further refinements that were made to the proposed revisions to the 

conceptual framework in response to Board and CAG input in September 2015. He reminded the Board 

that the intent of the proposed revisions was to re-focus the conceptual framework to better emphasize that 

the PA’s key objective is to eliminate threats to compliance with the fundamental principles or reduce them 

to an acceptable level. In addition to editorial matters, the Board broadly supported the Task Force’s 

refinements to its proposals, including with respect to the following:  

Use of Umbrella Term “Facts and Circumstances” 

An IESBA member questioned whether the proposed use of the umbrella term “facts and circumstances” 

as a way of introducing consistency would be appropriate in the context of applying the conceptual 

framework to threats to independence. The IESBA member suggested that threats to independence should 

be described as being created by “circumstances and relationships.” The Board agreed to retain the use of 

the umbrella term in its proposals and to explain its rationale in the Explanatory Memorandum to ED-1. Mr. 

Hannaford explained that as part of the Task Force’s Phase II work, it would consider the implications of 

using the umbrella term on the rest of the Code and whether there are situations that would call for more 

specificity.  

Identifying and Evaluating Threats 

Matters that Might Impact the PA’s Evaluation of the Level of a Threat 

Some IESBA members questioned the placement of the Task Force’s proposals under the sub-section 

titled “Matters that Might Impact the PA’s Evaluation of the Level of a Threat” and suggested that this 

material would be more appropriately placed under the section titled “Identifying threats.” The Board 

deliberated the varying viewpoints on the issue and ultimately agreed that the conditions, policies and 

procedures that are established by the profession, legislation or the firm not only affect the likelihood of 

identifying threats to compliance to the fundamental principles but also could impact the PA’s evaluation of 

the threats. The Board therefore asked the Task Force to make the appropriate changes to the proposed 

provisions.  

																																																								
1  Section 100, Introduction and Fundamental Principles 

2  Section 200, Introduction (Part B – Professional Accountants in Public Practice) 
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Definition of “Acceptable Level”  

The Board expressed mixed views about the Task Force’s proposed definition of the term “acceptable 

level.” Some IESBA members questioned the intended meaning of the word “likely.” Others, however, 

supported it, noting that there is an element of forward looking judgment that a PA is expected to exercise 

in determining whether a threat is at an acceptable level, given that there is no 100 percent certainty. Some 

IESBA members also raised the following matters: 

 The focus placed on the reasonable and informed third party test in the proposed definition seemed to 

detract from taking the PA’s professional judgement into account.  

 The PA’s evaluation of what is at an acceptable level should not be described in the past tense.  

After further deliberation, the Board agreed to revise the definition to read: “An acceptable level is a level 

at which a reasonable and informed third party would likely conclude that the PA complies with the 

fundamental principles.”  

Use of the Terms “Material”, “Significant” and “Significance” 

An IESBA member questioned the Task Force’s proposal to replace the words “material,” “significant” and 

“significance” in articulating the PA’s responsibility to evaluate threats in proposed Sections 120 and 300. 

The IESBA member was of the view that the concept of “significance” is important to the PA’s evaluation of 

whether a threat is at an acceptable level.  

The Board deliberated the question and ultimately agreed with the Task Force’s view that those terms, the 

meaning of which is consistent with the auditing concept of materiality as described in the IAASB’s 

International Standards on Auditing (ISAs), are not appropriate for establishing the overarching 

requirements and principles for the conceptual framework in the Code. The Board agreed that those terms 

may be relevant in describing how the conceptual framework is applied in the context of independence and 

the provision of a NAS to an audit client as part of Phase II of the project.  

Addressing Threats 

The Board supported the Task Force’s proposed re-focus on taking action to address threats to compliance 

with the fundamental principles rather than simply applying safeguards. However, some IESBA members 

commented that the proposed requirements for addressing threats in paragraphs R120.7 and R120.8 were 

unclear. For example, some IESBA members were of the view that the proposed wording in the first 

sentence of paragraph R120.8 (“A PA might apply safeguards……”) seemed to be application material and 

not a requirement. Several IESBA members questioned whether PAs would be required to apply 

safeguards under the Task Force’s proposals.  

An IESBA member suggested that the PA’s responsibility for addressing threats might be clearer if the two 

requirements were merged. After some deliberation, the Board agreed to the following requirement for 

addressing threats:  

If the PA determines that the identified threats to compliance with the fundamental principles are 
not at an acceptable level, the PA shall address the threats by eliminating or reducing them to an 
acceptable level. The PA should do so by: 

(a) Eliminating the circumstances, including interests or relationships, that are creating the 
threats; 

(b) Applying safeguards, where available and capable of being applied; or  

(c) Declining or discontinuing the specific professional activity or service involved. 
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Re-evaluating Threats 

Some IESBA members questioned the meaning of the proposed requirement for re-evaluating threats and 

suggest the need for a better explanation of the interaction between the evaluation and re-evaluation of 

threats. Consequently, the IESBA agreed to include in ED-1 additional application material to explain that 

the PA should re-evaluate threats only when new information becomes available, or when there are 

changes in facts or circumstances that might either: 

 Impact the level of a threat; or  

 Affect the PA’s conclusions about whether safeguards applied continue to be appropriate to address 

identified threats.  

REASONABLE AND INFORMED THIRD PARTY  

Mr. Hannaford presented the further revisions to the proposed description of the term “reasonable and 

informed third party.” IESBA members generally supported the Task Force’s proposals but agreed to further 

refinements. The Board agreed that the concept of a reasonable and informed third party is a test which 

involves an objective evaluation:  

 By a hypothetical person who possess skills, knowledge and experience to objectively evaluate the 

appropriateness of a PA’s judgements and conclusions; and 

 That entails weighing all the relevant facts and circumstances that the PA knows, or could reasonably 

be expected to know, at the time that the evaluation is made to determine whether the PA complies 

with the fundamental principles.  

The Board also agreed to emphasize in the Explanatory Memorandum to ED-1 that the concept of the 

reasonable and informed third party supports the PA’s appropriate application of the conceptual framework.  

DESCRIPTION OF SAFEGUARD 

In response to questions raised by some IESBA members, the Board agreed to simplify and improve what 

some IESBA members described as a circular description of the term safeguards as follows:  

Actions, individually or in combination, that the PA takes to effectively eliminate threats to 
compliance with the fundamental principles or reduce them to an acceptable level.  

NEW PROPOSED REQUIREMENT FOR OVERALL ASSESSMENT  

Some IESBA members questioned whether appropriate consideration had been given to the calls for a 

“step-back” provision in the Code. IESBA members had split views about whether the clarifications to the 

provisions about a “reasonable and informed third party” and the need to re-evaluate threats was a sufficient 

response to concerns that had been raised by some stakeholders, in particular IOSCO.   

After a lengthy deliberation, the Board concluded that it is important to include—as part of, and not distinct 

from, the application of the conceptual framework—a new requirement for the professional accountant to 

perform an overall assessment by reviewing the judgments made and overall conclusions reached. Under 

the proposal, the professional accountant is required to determine, through an objective lens, that threats 

to compliance with the fundamental principles are eliminated or reduced to an acceptable level, and that 

no further action is needed. The proposed requirement notes that the reasonable and informed third party 

test is relevant when performing the overall assessment. 
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APPLICATION OF THE CONCEPTUAL FRAMEWORK APPROACH BY PROFESSIONAL ACCOUNTANTS IN PUBLIC 

PRACTICE  

Mr. Hannaford walked the Board through the Task Force’s revised proposals in Section 300 (i.e., proposed 

revisions to Section 200 of the extant Code).  

The Board continued to be supportive of the approach that had been taken in Section 300 to better describe 

how the conceptual framework set out in proposed Section 120 applies to professional accountants in public 

practice. The Board agreed to revisions to proposed Section 300 during the meeting to align to the changes 

that were made to proposed Section 120 earlier in the meeting.   

Examples of Safeguards 

The Board generally agreed with the Task Force’s proposals to streamline the examples of safeguards in 

the Code, and its decision to carry forward as safeguards only the engagement-specific safeguards in the 

extant Code.3 The Board was also supportive of the Task Force’s revisions to better link the examples of 

safeguards to the type of threat that they could address. However, on further discussion, the Board agreed 

to reinstate the example of a safeguard in the extant Code regarding the “use of different partners and 

engagement teams with separate reporting lines for the provision of NAS to an assurance client to address 

self-review and familiarity threats.”  

OTHER MATTERS 

Mr. Koktvedgaard complimented the Task Force on its work. He recalled that the agenda material for the 

June 2015 meeting included a table that illustrated the linkages between threats and the fundamental 

principles. He suggested that the IESBA consider how to incorporate this table and other visual aids in its 

outreach activities as a way of explaining the linkage between threats and the fundamental principles in the 

Code. An IESBA member questioned whether the suggestions that had been made in the Long Association 

project to expand the description of the term “familiarity threat” to refer to familiarity with the audit issues 

should be reflected in ED-1. The IESBA noted the suggestion, but agreed that it would be more appropriate 

for the Task Force to consider this proposed change as part of Phase II during consideration of safeguards-

specific conforming amendments to the Long Association proposals.   

Some IESBA members highlighted the important role that professional judgment plays in applying the Code 

and questioned whether more prominence could be given to the topic in the Code. The Board acknowledged 

the point, but concluded that this issue went beyond the scope of the Safeguards project.  

An IESBA member suggested that the use of the phase “…detection of unethical behavior…” be replaced 

with the phrase “detection of actions that would violate the fundamental principles.” The IESBA member 

was of the view that such a change would better align with the IESBA’s current thinking in its Part C project. 

The IESBA considered the suggestion and concluded that it would be more appropriate to consider this 

change as part of conforming amendments in the context of the Part C project.  

APPROVAL 

After agreeing all necessary changes to the document, the Board approved the proposed changes 

pertaining to Safeguards in 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 ED-1.  

																																																								
3  See paragraph 200.13 of the extant Code. 
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The Board asked the Task Force to provide a clear rationale in the Explanatory Memorandum for the 

proposed changes that form part of Phase I of the project and to indicate the areas of the Code that will be 

impacted in future phases. The Board also asked the Task Force to consider proposed revisions that will 

form part of Phase II, including proposed revisions pertaining to NAS for consideration at the March 2016 

IESBA meeting.  

2. Structure of the Code 

Mr. Thomson introduced the topic, recapping the aims of the project and the key features of the 

restructuring, including the matters for future Board consideration, a topic of interest to the CAG. He then 

outlined recent Task Force activities and the objectives of the session, thanking IESBA participants who 

had provided comments concerning the draft exposure draft (draft ED) prior to the Board meeting. 

GENERAL COMMENTS 

IESBA members commended the Task Force on its tremendous efforts in developing the draft ED. Among 

other matters, the following general comments and suggestions were made: 

 Feedback from a recent IESBA outreach meeting with Alain Deckers, the recently appointed Head 

of Audit Unit at the European Commission (EC), indicated that when the EC considers whether to 

adopt the International Standards on Auditing (ISAs), it may also consider whether to adopt the Code. 

Accordingly, there is interest within the EC in the Structure of the Code project. One of the matters 

they would consider in this regard is whether the requirements of the Code are at the same level as 

the EU requirements. The EC representative seemed to understand that this may not be achievable 

because of the need for the Code to be globally operable. He felt, however, that it would be important 

to make clear that EU requirements take precedence over the Code if there were a difference 

between the two. 

 Given that C1and C24 refer to international independence standards, consideration should be given 

to changing the title of the Code to “Code of International Ethics and Standards.”  Dr. Thomadakis 

commented that the term “Code” had been in use for a significant period of time and had a utility in 

terms of both the profession and other stakeholders. He was of the view that if a change were to be 

made, it would need to be soundly based rather than just founded on semantics. Mr. Koktvedgaard 

commented that simplicity was important, not only in the title, but also in its acronym. Messrs. 

Thomson and Siong agreed. 

 Overall, the draft ED seemed much improved compared with earlier drafts, and had a better flow and 

readability. However, there was still room for further improvement in the later sections as these are 

more about practical implementation. Mr. Thomson explained that there is a need to balance tailoring 

for users in some of the later sections of the draft ED, for example in the section on financial interests, 

against other important considerations such as avoiding potential changes in meaning. Accordingly, 

the Task Force had been focusing more on the electronic Code to enhance navigability.  

PREFACE AND GUIDE TO THE CODE 

Mr. Thomson summarized that in response to comments at the September 2015 IESBA meeting, the Task 

Force had made refinements to the Preface; incorporated the Guide to the Code (the Guide) into the body 

																																																								
4  C1, Independence – Audit and Review Engagements; and C2, Independence – Other Insurance Engagements  
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of the Code; fine-tuned the Guide’s description of application material; and included the guidance on ethical 

dilemmas in the body of the Guide. He then led the Board through those changes.  

The following matters were raised for the Task Force’s further consideration, among others: 

 There is a concern within the regulatory community about professional accountants (PAs) not 

documenting the rationale for decisions they have taken. Consideration could therefore be given to 

addressing this concern in paragraph 16 of the Guide, which currently only encourages PA to 

document issues. Mr. Thomson noted that the draft ED reflected the position in the extant Code and 

addressing this matter would be outside the project’s scope. He observed that the Board might wish 

to consider the matter of documentation more holistically in the future.  

 Consideration should be given to using a consistent approach with respect to the term “audit” to avoid 

user confusion, as paragraph 3 of the Guide refers to “audit and review” whereas in C1, the term 

”audit” is defined to include ”review. In this regard, consideration could be given to not having “audit” 

include “review” and to instead have a separate review section in the Code. Mr. Thomson noted that 

the Board had previously decided against creating a new review section. 

 Whether paragraph 11 of the Guide, which encourages a PA to consult with a regulator when 

following the Code would result in a disproportionate outcome, made the judgment about not applying 

the Code contingent on consulting with the regulator. Mr. Thomson explained that the paragraph was 

intended to be read simply as an encouragement to consult if there were a potential for a 

disproportionate outcome, and not that a regulator would drive a particular outcome.  

 While the introduction to the Guide is helpful, the remainder did not appear to really address how to 

use the Code in terms of explaining the layout, the Glossary, the Code versus standards issue, the 

drafting and numbering conventions, the fact that laws and regulations can be stricter than the Code, 

etc.  

 Consideration should be given to using an approach similar to that in the ISAs to make it compulsory 

for PAs to have an understanding of application material for a proper application of the requirements; 

and to emphasize the need for professional judgment in applying the conceptual framework.  

 Consideration should be given to whether the guidance on ethical dilemmas would better belong in 

the body of the Code vs. the Guide. 

 Consideration should be given to reinstating in the Preface the requirement for a firm not to apply 

less stringent standards than those stated in the Code as the concept is important. It was also 

suggested that there be an explicit statement that the Code does not override laws and regulations. 

Mr. Thomson noted that paragraph R100.3 effectively already required compliance with laws and 

regulations. He added, however, that the Task Force would consider the matter further. 

 Whether the glossary might be better placed at the beginning of the Code. Mr. Thomson noted that 

the Task Force had considered positioning the glossary at the front but decided against doing so 

because it was too long to sit comfortably at the front. 

ENHANCEMENTS TO THE DRAFT ED FOLLOWING THE SEPTEMBER 2015 IESBA MEETING 

Part A 

Mr. Thomson noted paragraph R100.4 was drafted to be consistent with the corresponding provision in the 

extant Code. He added that the extant provision could be read as covering not only the individual PA’s 

breach of the Code but also a breach by another PA. A few IESBA members disagreed, noting that it was 
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not the Board’s intention in the Breaches project for a PA to be responsible for other PAs’ breaches. These 

IESBA members commented that this intention should be reflected in the draft ED if it was not clear in the 

extant Code.  

Referring to paragraph R112.1, an IESBA member wondered if the replacement of the phrase “not to 

compromise compliance with the fundamental principles” in the extant Code with the phrase “shall comply 

with the fundamental principles” represented a change in meaning. Mr. Thomson confirmed that the change 

was intentional and did not change the Code’s meaning. 

Part C 

Mr. Thomson explained the changes made to take account of comments from the September 2015 Board 

meeting and advance input received from IESBA participants. The following matters were raised, among 

others, for the Task Force’s further consideration as appropriate: 

 Why in certain areas of the Code, for example paragraphs 320.3 A1 and 320.3 A4, it appears that 

there is application material where previously there would have been a requirement. Mr. Thomson 

explained that the requirements in those sections were contained in the general requirement to apply 

the conceptual framework and that there was no change in meaning. For example, the requirement 

for paragraphs 320.3 A1 and 320.3 A4 was contained in R320.3. 

 Whether there should be a requirement in paragraph 320.3 A3, which refers to a PA being 

“encouraged” to conduct periodic reviews. Mr. Thomson explained that the reference to “encouraged” 

was consistent with the meaning of the extant Code. 

 Whether paragraph 320.1, which refers to the section setting out requirements and applying the 

conceptual framework to new appointments, should refer to new and recurring engagements 

because paragraph 320.3 A3 in the draft ED also refers to client continuance.  

In relation to C1: 

 The draft ED appeared to create a change in emphasis regarding responsibility for independence. It 

was accepted that it should be the responsibility of the firm to have policies and procedures in place 

to maintain independence. However, in the extant code a PA in public practice (PAPP) is defined to 

include an individual PA and a firm. The change in emphasis made it appear as if the PAPP is 

excluded from responsibility for independence. In addition, the wording seemed to imply that it is only 

an audit firm that can be appointed as an auditor. However, in some jurisdictions it is common that 

individuals are appointed as auditors and in such jurisdictions the draft ED would not be applicable.  

Mr. Koktevedgaard suggested that paragraph 400.1 should state that independence is required and 

should note that an auditor could be a person or a firm.  

After lengthy deliberation, the Board asked the Task Force to amend the draft ED to reflect that 

responsibility rests with both firms and professional accountants. The wording retained the reference 

to ISQC 15 contained in the extant Code. Mr. Thomson explained that the Task Force believed that 

ISQC 1 should address those individuals who are designated to be responsible for the policies and 

procedures of the firm to maintain independence. 

																																																								
5 International Standard on Quality Control (ISQC) 1, Quality Control for Firms that Perform Audits and Reviews of Financial 

Statements, and Other Assurance and Related Services Engagements  
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 In the independence sections of the extant Code, the term “firm” is defined in a note to include a 

network firm. In the draft ED, however, the extant notation had been removed and the draft ED refers 

to a firm and a network firm separately. It was felt that this change did not operate correctly where 

materiality is being considered, as it is unclear whether the materiality test applies at the entity level 

or at the individual firm level. Mr. Thomson commented that the structure of firms and network firms 

varies and that this had been taken into account in the wording in the draft ED. The Task Force also 

considered that separating the terms reduced the ambiguity that currently existed in the extant Code. 

He added that the Task Force would flag the matter in the explanatory memorandum to obtain 

feedback from respondents. 

 The guidance in the draft ED concerning the topic of company secretary appeared to create an 

exception rather than reflecting the prohibition in the extant Code, thereby potentially leading to a 

weakening of the Code.  

Following lengthy debate, Mr. Thomson explained that the wording had been revised to remove the 

apparent exception in order to retain the meaning of the extant Code. 

 The wording in paragraph 410.7 regarding overdue fees did not appear to be consistent with the 

extant Code. In the draft ED, the requirement had been split into two parts and made fees appear 

equivalent to a loan. In addition, the requirement in the draft ED appeared to be simply about 

determining an issue and not about addressing it.  

 In the business relationships section in the draft ED, the flow of the Code did not seem to be as clear 

as in the extant Code. In addition, the linkage to why a business relationship creates a threat 

appeared to have been lost. 

 Whether there was a need to reference a section within a section; for example, whether the Code 

should have in C1 a reference to a requirement to maintain independence as stated in C1. Mr. 

Thomson explained that the Task Force had used cross references in this way to enable 

requirements to stand alone.  

 Whether to take a consistent approach to cross-referencing from the Glossary, given that certain 

phrases such as “audit engagement” and “audit team” are cross referenced from the Glossary but 

not other terms such as “related entities” or “PIE.” Mr. Thomson explained that certain words are 

cross-referenced from the Glossary where they are susceptible to misinterpretation. In this example, 

he indicated that it was because audit is defined to include review. 

THE GLOSSARY 

An IESBA member inquired if the Code’s definition of engagement partner (EP) might be changed to reflect 

the practice in certain jurisdictions where there might be multiple EPs on one engagement. It was noted 

that in those jurisdictions, it is necessary to refer to a “lead engagement partner.”  

Mr. Thomson explained the EP definition was linked to an ISA definition and that it was outside the scope 

of the Structure project. However, he indicated that the Task Force would include it in the list of matters for 

future Board attention.  

APPROVAL 

Following debate on a number of topics, the Board agreed all necessary changes to the document and 

approved it for exposure with 15 affirmative votes out of the 16 IESBA members present, and one 

abstention.  
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In abstaining from the vote, Ms. Soulier acknowledged the tremendous work of the Task Force and its 

general responsiveness to the feedback received. However, she was of the view that stakeholders would 

not appreciate all the thought and hard work of the Task Force and the Board in developing the draft ED, 

nor the incremental improvements that have been made between drafts. She felt that stakeholders would 

instead only focus on the document on which their input is being sought. She did not believe that it would 

serve the public interest or be respectful of stakeholders’ time to issue an ED that she perceived to contain 

some fatal flaws. She indicated that she would have been prepared to vote in favor of an ED limited to the 

Guide, Part A and Part C (despite having some concerns about the section on conflicts of interest). She 

noted that her understanding of the criterion for a Board member to vote in favor of an ED is that the Board 

member be satisfied that the material would be acceptable to be issued as exposed as a final 

pronouncement if no comments were received. She felt that the draft ED did not meet that standard. She 

also was not prepared to vote for issuing an ED that she felt contained many late changes which in her 

view Board members did not have an adequate opportunity to properly consider. She nevertheless 

emphasized that she would continue to fully support the overall direction of the project. She added that she 

was convinced of the merits of the restructuring work and would continue to assist the Task Force as she 

has done previously, and that the eventual product would be a very good document. 

Other IESBA members expressed the following views: 

 Not all Board member comments have been reflected in the ED. However, the process could be 

endless. Also, the Board has just approved to issue the Safeguards ED under the proposed new 

structure. So, while it is accepted that the Structure project is a continuing process, it is timely to issue 

an ED now. 

 This could be a project that could have an indefinite end. However, it has reached a stage now when 

it is important to obtain stakeholder feedback as to whether the restructuring work done so far is 

meeting their expectations. The Board is bound to learn from the exposure process and accordingly, 

this is a continuing exercise. 

 It would be important to be clear that stakeholder feedback would be particularly welcome on the 

proposed structure format and approach. 

 It is important to issue an ED now to obtain stakeholder feedback on whether the proposed 

restructuring promotes clarity, understandability and, importantly from a regulatory perspective, 

enforceability. 

Dr. Thomadakis shared his perspective that there is an experimental aspect to the project in terms of a new 

structure that sets it apart from other projects. He was of the view that the Board was not aiming to converge 

to the perfect ED but instead aiming to reach an acceptable ED that would present the main improvements 

from the new structure. He highlighted the need to proceed in a disciplined way so that input can be sought 

from stakeholders while work can continue on other portions of the Code, and eventually for all outstanding 

input to be addressed in totality in the final document. Mr. Siong noted that unlike other projects, the 

Structure project is not setting out to change the meaning of the Code and, for that reason, it would be 

important to obtain timely stakeholder feedback on the direction taken. Mr. Gunn shared the IAASB’s 

experience when it undertook its Clarity project, which also involved testing a new structure and approach 

to drafting IAASB standards. 

The comment period will be for a minimum of 120 days from the date of issuance of the exposure draft 

(ED).  
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Following a discussion of the matters to be covered, and questions to be included, in the explanatory 

memorandum (EM), the Board asked the Task Force to circulate the draft EM electronically to IESBA 

members for their comments. Dr. Thomadakis congratulated Mr. Thomson and the Task Force for reaching 

this milestone in the project. 

IESBA Update, “Restructuring the Code of Ethics for Professional Accountants” 

The Board considered the draft IESBA Update and supported issuing it at the same time as the ED. Among 

other matters, the IESBA Update will inform stakeholders about the progress of the Structure project, the 

Board’s plans for coordination of the restructuring work on the other work streams, and the anticipated 

forward timelines for the different projects on the Board’s current agenda. 

3. Responding to Non-Compliance with Laws and Regulations (NOCLAR) 

Ms. Gardner introduced the topic, summarizing the background to the project and highlighting recent 

activities on the project. Dr. Thomadakis and Messrs. Fleck and Siong then briefed the Board on the main 

outcomes of the discussion of the project in October 2015 with the International Forum of Independent Audit 

Regulators’ (IFIAR’s) Standards Coordination Working Group, the European Audit Inspection Group 

(EAIG), and the Forum of Firms. Ms. Gardner also briefed the Board on the main feedback from the IFAC 

SMP Committee on the agenda material. She then provided an overview of the Exposure Draft (ED) 

responses and outlined the significant comments from respondents, including significant matters raised by 

Monitoring Group members. 

IESBA members broadly supported the Task Force’s proposed responses to the significant comments on 

the various elements of the response framework. In addition to editorial matters, IESBA members made 

the following comments or suggestions for the Task Force’s further consideration: 

Proposed Section 2256 

 In relation to the proposed scoping in of an act of NOCLAR committed by individuals working under 

the direction or oversight of the client, not referring to individuals under the client’s oversight as this 

could mean those under the client’s control and therefore scope in many people, including those 

providing routine services. 

 In response to input from the EAIG, making it clear that laws and regulations that govern how PAs 

should address NOCLAR may specify requirements that differ from or go beyond the provisions in 

the Code. 

 With respect to professional accountants in public practice, whether guidance should be provided for 

junior members of engagement teams to escalate the matter within the firm. 

 With respect to the proposed requirement for the professional accountant (PA) to communicate the 

matter with the group engagement team in the case of a group audit, whether there was a risk that 

the matter would simply be elevated to the group level and not addressed at the component level. 

Ms. Gardner explained that the two levels are not mutually exclusive and that communication to the 

group engagement team should not be a substitute for responding to the matter at the component 

level. She also indicated that the Task Force would coordinate with the IAASB’s NOCLAR Task Force 

to ensure a consistent approach with respect to communication within a group. 

																																																								
6 Proposed Section 225, Responding to Non-Compliance with Laws and Regulations 
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 With respect to PAs in public practice other than auditors, whether it is appropriate to refer to “tipping 

off” as an example of restrictions about disclosure imposed by a regulatory agency or prosecutor 

when considering whether to communicate the matter to the entity’s external auditor, as tipping off 

would not be relevant in those circumstances. 

 In relation to relevant factors for PAs in public practice other than auditors to take into account when 

considering whether to disclose the matter outside the client:  

o Making clear to which parties outside the client the PA would be making such disclosure. 

o With respect to the factor as to whether the purpose of the engagement is to investigate 

potential NOCLAR within the entity to enable it to take appropriate action, clarifying whether or 

not this means the disclosure can be made, as articulating this factor neutrally leaves it open 

to misinterpretation. 

Proposed Section 3607 

 With respect to a senior professional accountant in business (PAIB) disclosing the matter to the 

employing organization’s external auditor, considering whether there should be a requirement to 

disclose in all circumstances or whether the PAIB should be required to evaluate the need to disclose; 

and making it clear that such disclosure would not be a substitute for complying with the rest of the 

section. 

 Reconsidering the use of the term “professional activities” in referring to circumstances where the 

PAIB may come across or be made aware of NOCLAR, as this could limit the scope of the section, 

especially on translation. 

 In relation to the escalation process for senior PAIBs, making clear that the next higher level of 

authority within the employing organization for senior PAIBs can include those charged with 

governance (TCWG). 

 With respect to senior PAIBs, in relation to informing the parent entity of the matter as a possible 

course of further action in a group context, making it clear that the communication would be with the 

management of the parent entity.  

Section 1408 

 In relation to the proposed statement that confidentiality serves the public interest because it 

facilitates the free flow of information between a PA and the PA’s client or employing organization, 

the statement should refer more to the free flow of information from the client or employing 

organization to the PA. 

In relation to a regulatory respondent’s suggestion that the Board consider requiring the auditor to 

communicate the matter to significant or “sizable” shareholders, IESBA members agreed with the Task 

Force that such a requirement could give rise to complications. This is because securities laws often 

preclude selective disclosure of information to particular shareholders. It was also noted that TCWG are 

often proxies for significant shareholders and, accordingly, the auditor would generally effectively reach the 

latter through communication of the matter to TCWG. 

																																																								
7 Proposed Section 360, Responding to Non-Compliance with Laws and Regulations 

8 Section 140, Confidentiality 
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COMMUNICATION BETWEEN EXISTING AND PROPOSED AUDITORS 

Ms. Gardner highlighted a regulatory respondent’s concern that where the existing auditor has determined 

to withdraw from the client relationship as a result of a NOCLAR issue, the auditor should communicate 

any relevant information to the proposed auditor, unless prohibited by law. The respondent argued that 

client consent should not be a precondition to such communication. Ms. Gardner explained that the Task 

Force had acknowledged those concerns and saw merit in strengthening this communication requirement. 

Accordingly, the Task Force proposed to amend the ED proposal in Section 2109 to remove the precondition 

that there be client consent, with the only condition being that communication is permissible under law or 

regulation. 

A few IESBA members expressed concern about removing client consent as a precondition to the 

communication. They felt that this could lead to the communication of matters not related to NOCLAR and, 

unlike in NOCLAR situations, the Code would provide no criteria for overriding confidentiality in those other 

situations. They argued that this proposal would extend beyond what the Board had originally intended in 

relation to NOCLAR. Other IESBA members were of the view that it would be important for the proposed 

auditor to clearly understand the circumstances surrounding the change of appointment. They were 

therefore concerned about limiting the exception to client consent to NOCLAR situations only. It was noted, 

for example, that if the existing auditor disagrees with management on a particular accounting treatment, 

management could justify the change in auditors on good governance grounds. An IESBA member noted 

that in practice, consent generally comes with a “hold harmless” commitment from the client. Accordingly, 

if the communication requirement is to be effective, it should come with some protection for the existing 

auditor. However, if such protection cannot be guaranteed, it may be appropriate to seek client consent. It 

was noted that in any event, if consent is not obtained this would be a “red flag” for the proposed auditor.  

After further deliberation, the Board asked the Task Force to consider whether to reinstate the requirement 

to seek client consent but to still permit communication of relevant information to the proposed auditor in 

the case of NOCLAR even if such consent is not obtained. In the latter case, it was suggested that 

consideration also be given to whether there would be a need to be more explicit in Section 140 regarding 

circumstances where disclosure of confidential information may be appropriate. 

PIOB Observer’s Remarks 

Mr. Bhave drew attention to the comment from the International Organization of Securities Commissions 

(IOSCO) on this topic. He commented that while the IOSCO response notes that confidentiality is in the 

public interest, it is also in the public interest for the existing auditor to share information concerning 

NOCLAR with the proposed auditor. He felt that this point did not come across clearly in the Board 

discussion. 

DISCLOSING NOCLAR TO AN APPROPRIATE AUTHORITY WITHOUT FOLLOWING SPECIFIED RESPONSE PROCESS 

Ms. Gardner briefed the Board regarding a concern from a regulatory respondent as to whether PAs would 

be free to take relief from the duty of confidentiality under the Code and legitimately report an instance of 

NOCLAR to an appropriate authority without completing the response process set out in the Code. A few 

IESBA members noted that there was nothing in the proposed provisions that would preclude the PA from 

taking an accelerated approach to responding to the matter. Other IESBA members noted the importance 
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of following due process given that there can be differences of views regarding the significance of a 

particular NOCLAR matter.  

Some IESBA members noted their support for allowing PAs not to be constrained by the due process set 

out in the Code only in serious and exceptional circumstances where the time taken to follow the process 

would be detrimental to the public interest. It was felt that disclosure to an appropriate authority should be 

permissible without following the process where, in the PA’s judgment, the breach of a law or regulation is 

imminent and such a breach could have far-reaching consequences for stakeholders. In those 

circumstances, it was argued that the Code should not preclude an immediate response from the PA. In 

this regard, to distinguish between the responsibilities of the PA and those of an ordinary good citizen, it 

was noted that the PA should still determine whether the matter falls within the scope of the proposed 

section. It was also argued that the Code should not provide an unfettered right for the PA to disclose the 

matter to an appropriate authority without a proper understanding of the issue. 

After further deliberation, the Board supported addressing this issue and asked the Task Force to develop 

the appropriate provision for further consideration at the next meeting. 

INTERNATIONAL AUDITING AND ASSURANCE STANDARDS BOARD (IAASB) NOCLAR EXPOSURE DRAFT 

Mr. Fleck provided an update regarding a teleconference with IAASB staff earlier in the day regarding the 

main themes from the responses to the IAASB’s NOCLAR Exposure Draft, including: 

 Whether ISA 25010 should be fully and substantively revised as opposed to merely reflecting 

consequential and conforming changes to align with the Code. 

 Making sure that the scope of matters to be addressed under the Code and the ISAs are aligned. 

 The need to balance the potential chilling effect of requiring auditors to disclose NOCLAR to 

appropriate authorities on the free flow of information between auditors and their clients, and 

therefore on audit quality, against societal expectations that auditors act in the public interest when 

they come across or are made aware of NOCLAR. 

 The need for proportionality of work effort, depending on the nature of the particular engagement. 

 The interaction between requirements under the ISAs and “relevant ethical requirements” (as defined 

in the ISAs) in the context of NOCLAR. 

 The need for the ISAs and the Code to be aligned with respect to auditors’ response in the case of 

group audits. 

An IESBA member emphasized the need for the ISAs and the Code to be fully consistent on the topic, 

including use of terminology. Dr. Thomadakis thanked Mr. Fleck for the update. 

TIMING OF ISSUANCE OF FINAL PROVISIONS 

The Board discussed the timing of issuance of the provisions, assuming final approval by the first half of 

2016. The Board noted the Planning Committee’s recommendation to issue the final provisions under the 

current structure and drafting conventions, without waiting for the provisions to be restructured. The 

Planning Committee had noted some urgency in releasing the final provisions given that they had taken 

over six years to be developed, and stakeholders were awaiting their issuance. Waiting until the provisions 

are restructured would mean that it might not be before early 2018 when they could be released. It was 
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also noted that the Board was still in the process of finalizing the new structure and drafting conventions, 

and there could therefore be some further changes to those conventions. The Board supported the Planning 

Committee’s recommendation. Mr. Koktvedgaard concurred. 

WAY FORWARD 

The Board asked the Task Force to present a revised draft of the proposed text with a view to approval at 

the March 2016 IESBA meeting. Dr. Thomadakis thanked Ms. Gardner for her effective leadership of the 

project and conveyed his best wishes for her future endeavors. Ms. Gardner thanked the Task Force and 

Dr. Thomadakis for their work and support in moving the project forward. 

4. Long Association 

Ms. Orbea introduced the topic, reporting back on the September 2015 CAG discussion on the topic and 

summarizing the Board’s consideration of the issues presented during the October 14, 2015 teleconference. 

She then led the Board through the matters for consideration, including the Task Force’s further analysis 

and proposals on the issues and the final proposed changes to the long association provisions. 

COOLING-OFF PERIOD FOR THE ENGAGEMENT QUALITY CONTROL REVIEWER (EQCR) 

Ms. Orbea summarized the various considerations concerning the cooling-off period for the EQCR. She 

outlined the current “middle-ground” position that the Board had reached and which required that the EQCR 

cool off for five years on audits of listed PIEs, and for three years on audits of PIEs other than listed entities. 

The IESBA reaffirmed its support for the position. 

RESTRICTIONS ON ACTIVITIES THAT CAN BE PERFORMED DURING THE COOLING-OFF PERIOD 

Ms. Orbea summarized the Board’s previous considerations regarding the proposed allowance for limited 

consultation on technical issues for the outgoing engagement partner (EP) and EQCR after two years, 

under specified circumstances. She then led the Board through the Task Force’s proposed refinements to 

the related provision in response to comments received during the October 2015 IESBA teleconference. 

Specifically, Ms. Orbea explained that in the first sub-bullet point of paragraph 290.150E, the Task Force 

was proposing a change by adding the words “or the individual responsible for the engagement quality 

control review.” This was to scope in the EQCR given the proposal that the EQCR cool off for five years on 

audits of listed entities. The IESBA supported the change. 

Ms. Orbea then explained that in the second sub-bullet point of paragraph 290.150E, there were two 

proposed changes: the substitution of the word “partner” for “individual”; and the addition of the words 

“expressing the audit opinion” to qualify the word “firm.” 

With regard to the use of the word “partner,” an IESBA member commented that (a) there could be someone 

with the expertise on the particular topic but who is not a partner; and (b) the proposed change might carve 

out an exception for partners to return to an engagement when there was in fact other available expertise. 

Another IESBA member expressed the view that the matter could be better addressed by referring to “a 

partner or partner equivalent” because in some jurisdictions, partners might not be restricted to individuals 

who are professional accountants. Other IESBA members noted that the Code already acknowledges a 

partner equivalent given that the definition of EP uses the phrase “partner or other person.” Ms. Orbea 

indicated that the proposed change was to address concerns about broadening the category of the 

individual. Doing so could result in a firm undertaking complicated assessments to demonstrate that there 

was no suitable individual anywhere in the firm who had the relevant expertise. Another IESBA member 
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was of the view that the proposal was appropriate as the expertise will generally be with a senior individual 

within the firm. After further deliberation, the Board supported the Task Force’s proposal. 

With regard to the use of the phrase “the firm expressing the audit opinion,” an IESBA member inquired 

about the appropriateness of the use of the term, given that in a group audit context this term refers to the 

group auditor. The IESBA member wondered whether this wording could mean that a key audit partner 

(KAP) could provide consultation at a local level. Ms. Orbea explained that the term “the firm expressing 

the audit opinion” is used in the Code when specifically referring to a firm and not to a network firm. She 

added that the intent was that individuals within the firm responsible for the audit opinion would only consult 

within the firm itself.  

RECOGNIZING DIFFERENT LEGISLATIVE OR REGULATORY SAFEGUARDS 

Ms. Orbea summarized the proposal that there be one specific alternative to the EP and EQCR five-year 

cooling-off period in restricted circumstances. She explained that these circumstances were where 

jurisdictions have established different but robust legislative or regulatory safeguards to address the threats 

to auditor independence created by long association. She noted that the proposal is that in those 

circumstances, the cooling-off period may be reduced to a minimum of three consecutive years. Ms. Orbea 

then summarized the Task Force’s proposed refinements to the related provision in response to the 

discussion during the October 2015 IESBA teleconference. 

An IESBA member wondered whether consideration should be given to treating the ten-year term for the 

firm as a maximum where the jurisdiction allows retendering after ten years. The IESBA member felt that if 

the firm were otherwise able to extend its tenure on the audit for another ten years, the firm could be serving 

the audit client for a total of twenty years, thus weakening the safeguard. Ms. Orbea explained that firm 

rotation and partner rotation are different ways of managing the threats created by long association. 

However, the Task Force believed that in combination, they serve to provide a robust framework to address 

the threats. Other IESBA members agreed, noting that if the proposal was intended to recognize the 

regulatory provisions in the EU, then the provision should allow for a possible ten-year extension for the 

firm on retendering. Some IESBA members noted the need to recognize the practical reality that many 

member states in the EU will implement the retendering option. Mr. Koktvedgaard concurred. After further 

deliberation, the Board expressed overall support for the Task Force’s proposal.  

Joint Audits 

Ms. Orbea explained the Task Force’s considerations regarding whether the provision should 

accommodate joint audits, and invited views on this matter. IESBA members made the following comments, 

among others:  

 The provision need not refer to joint audits because many countries that have implemented joint 

audits have partner rotation periods under seven years. Accordingly, those countries would meet the 

first condition in the provision relating to a time-on period shorter than seven years. 

 Different countries define joint audits differently. Accordingly, it would add even further complexity to 

try to address joint audits. 

 A joint audit cannot be a safeguard against threats created by long association although it is a 

legitimate safeguard with respect to other threats. Another IESBA member, however, expressed the 

view that a joint audit can be a “control” to a familiarity threat as the participating firms can rotate on 

specific areas of the audit periodically.  



Final Minutes November/December 2015 IESBA Meeting 

 

Page 18 of 27 

Supporting the view that a joint audit is not a safeguard against long association threats, Mr. Koktvedgaard 

commented that it is the engagement partner who takes overall responsibility for the audit regardless of 

whether there is another firm doing part of the work. Accordingly, while the audit engagement teams may 

have responsibility for different areas of the audit, the management of the overall audit would not change. 

Ms. Orbea explained that this provision was not an exception to partner rotation as partner rotation was still 

required. She indicated that the provision was a way of recognizing that if a jurisdiction has other 

requirements, such as mandatory firm rotation, then the cooling-off period might justifiably be shorter 

because there are other independence requirements in place that as a whole operate in a different manner. 

After further deliberation, the Board supported not addressing joint audits in the provision. 

CORRESPONDING CHANGES TO SECTION 29111  

Ms. Orbea explained that the Task Force had made corresponding changes to the provisions concerning 

other assurance engagements. Among other matters, she noted that the general provisions had been 

adjusted to refer to engagements that recur over a period of time.  

An IESBA member inquired how the provisions addressed the seniority of the individual on the team. Ms. 

Orbea confirmed that the changes concerning the seniority of personnel in Section 29012 had been reflected 

in Section 291. She explained that the provisions were not limited to senior personnel. She noted that 

although the provisions acknowledged that seniority might change the ability of an individual to influence 

the engagement, the principle was that long association of anyone on the team should at least be a 

consideration. 

FREQUENTLY ASKED QUESTIONS 

Ms. Orbea noted that the Task Force proposed to include, as an appendix to the explanatory memorandum 

(EM), some frequently asked questions (FAQs). She explained that the intention was that these FAQs 

would be issued as non-authoritative staff guidance on the IESBA website.  

The following matters were raised, among others: 

 An IESBA member noted that in certain jurisdictions, more than one engagement partner might sign 

the audit report, although only one of them would be considered to be the “lead audit engagement 

partner.” The IESBA member inquired whether an FAQ might be developed to explain the application 

of the provisions in these circumstances. Ms. Orbea explained that revised FAQs 6 and 7 had been 

drafted to address certain circumstances where there was more than one engagement partner.  

 Noting that the FAQs are important in supporting and explaining the revised rotation provisions, an 

IESBA member suggested that consideration be given to subdividing them by topic area. It was felt 

that such subdivision would assist users who may wish to focus on one topic rather than multiple 

topics in an FAQ. 

The Board agreed that the FAQs would be very useful and asked the Task Force to refine them, taking into 

account the comments received. 

																																																								
11 Extant Section 291, Independence – Other Assurance Engagements 

12 Extant Section 290, Independence – Audit and Review Engagements 
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APPROVAL 

After agreeing all necessary changes to the document, including editorial refinements, the Board approved 

the revised provisions with 16 affirmative votes out of the 16 IESBA members present.  

Ms. Orbea then explained the Task Force’s rationale for its view that there should be re-exposure of the 

provisions with regard to the following three specific matters:  

(a) The length of the cooling-off period for the EQCR on an audit of a PIE;  

(b) Circumstances where jurisdictions have established different legislative or regulatory safeguards 

addressing long association; and  

(c) Circumstances where an individual has served either as an EP or as an EQCR, or in a combination 

of roles, for part of the seven-year time-on period.  

The Board concurred and approved the re-exposure of the revised provisions on the limited basis outlined 

above 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 re-exposure draft 

(ED). Following a preliminary discussion of the questions that might be included in the EM, the Board asked 

the Task Force to:  

(a) Provide a clear rationale for all the proposed changes in the EM together with pertinent questions to 

respondents; and 

(b) Circulate the draft EM to IESBA members for comment. 

Dr. Thomadakis thanked Ms. Orbea and the Task Force for their tremendous efforts and hard work in 

achieving this outcome. 

5. Review of Part C of the Code – Phase 1 

Mr. Gaa introduced the topic, outlining the recent activities of the Task Force and the forward timeline for 

the Part C project. He then led the Board through the Task Force’s proposals in response to the feedback 

received during the October 2015 Board teleconference. 

EMPLOYING ORGANIZATION VS. ORGANIZATION  

At the October 2015 Board teleconference, the Task Force was asked to consider aligning terminology in 

the sections being reviewed under extant Part C to that in the NOCLAR proposals. In this regard, Mr. Gaa 

noted that the Part C Task Force had liaised with the NOCLAR Task Force regarding how best to address 

the term “employing organization” in the Code. This is because it is possible for a PAIB to work for an 

organization without necessarily being an employee, for example, as a volunteer, an external consultant, a 

non-executive director or under a non-employment contract for services. Mr. Gaa explained that the Part C 

Task Force had considered the option of simply changing “employing organization” to “organization.” 

However, the Task Force concluded that this would not be appropriate as deleting the word “employing” 

from “employing organization” would result in the guidance becoming difficult to understand or ambiguous 

in certain situations. The Task Force therefore came to the view that that it would be better to maintain the 

term “employing organization” but to clearly define it in Section 30013 as follows to encompass all forms of 

engagements that a PAIB could assume with that organization: 

																																																								
13 Extant Section 300, Introduction (PAIBs) 
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An employing organization is an entity that employs or engages the professional accountant on a contractual 

or voluntary basis, including in governance, advisory or administrative capacities, to perform professional 

activities or provide professional services. 

The Task Force felt that doing so would clarify the PAIB’s ethical responsibilities to the employing 

organization, irrespective of the PAIB’s legal relationship with the organization. 

While understanding the thrust of the Task Force’s proposal, a number of IESBA members expressed 

concern about the proposed definition. It was felt that the definition was overly broad as it would, in 

particular, lead to clients of firms being captured within the scope of the Code. It was also noted that many 

individuals provide their services voluntarily and the definition would have the effect of scoping them into 

the Code. An IESBA member pointed out that the definition missed an important criterion in terms of 

oversight of the individual. As a result, under the definition, an individual could have multiple employing 

organizations. There was also a concern about the definition potentially blurring the distinction between 

extant Parts B and C of the Code.  

Other IESBA members were of the view that a definition was unnecessary for purposes of closing off 

proposed Sections 320 and 370.14 In this regard, it was noted that a broader analysis of the impact of the 

proposed definition on the entire Code would be needed. After further deliberation, the Board asked the 

Task Force to delete the proposed definition. 

CROSS-REFERENCE TO OVERARCHING GUIDANCE IN PARAGRAPH 300.5 

Mr. Gaa noted that the Task Force had proposed adding at the end of proposed Section 320 a cross-

reference to the overarching guidance in paragraph 300.5 to highlight considerations relevant to the 

seniority of the PAIB. At the October 2015 Board teleconference, it was suggested that consideration be 

given to adding a similar cross-reference to paragraph 300.5 in proposed Section 370 for consistency. Mr. 

Gaa explained the Task Force’s view that while a similar cross reference in Section 370 might be 

appropriate, one could then argue that conforming cross-references should also be added to all other 

sections of Part C. The Task Force, however, was of the view that as paragraph 300.5 is only relevant to 

certain provisions within Part C, there would be no benefit to repeating the cross reference in all sections 

of Part C. The Task Force also felt that the importance of paragraph 300.5 might not be appreciated if it 

were positioned in the middle of the introductory section to Part C. Accordingly, the Task Force proposed 

two options to address the matter of cross-referencing: 

(a) Adding cross-references at the end of proposed Sections 320 and 370 to the relevant paragraphs of 

Section 300; and 

(b) Restructuring Section 300 into an introductory section and a “Key Provisions” section applicable to 

all of Part C.  

Mr. Gaa explained that the proposed change in structure would highlight the key provisions and eliminate 

the need to cross-reference overarching guidance in Section 300 in other sections of Part C. 

IESBA members broadly supported the Task Force’s recommendation for the second option for its simplicity 

and clarity, and also because the restructuring of Section 300 would emphasize the importance of the key 

provisions in the Section. Mr. Gaa indicated that the restructuring of Section 300 would likely obviate the 

need for the “Key Provisions” subheading, which would therefore be deleted in the restructured version.  

																																																								
14 Proposed Section 320, Preparation and Presentation of Information, and Section 370, Pressure to Breach the Fundamental 
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PROPOSED SECTION 370 

As an example of requesting restructuring or segregating certain responsibilities and duties to eliminate 

pressure to breach the fundamental principles, the Task Force had proposed a conflict of interest situation 

where the pressure could be eliminated if the PAIB avoids being associated with the matter creating the 

conflict. The Task Force had suggested that this disassociation would be in addition to the PAIB being 

replaced by another person who does not have that conflict of interest. At the October 2015 Board 

teleconference, it was pointed out that this latter provision could be interpreted to mean that it is the PAIB’s 

responsibility to ensure that he or she is replaced by another person who does not have the same conflict. 

Mr. Gaa explained that the Task Force agreed with this observation on the grounds that if the PAIB were 

expected to ensure that his or her replacement is not subject to the same conflict of interest, the provision 

would be more onerous than other parts of the Code. The Task Force therefore proposed to delete the 

reference to the PAIB being replaced by another person who does not have the same conflict. 

IESBA members broadly supported the revised proposal. It was noted in particular that it would be 

inappropriate and unreasonable to ask the PAIB to judge whether another person would be subject to the 

same pressure. This is because in practice there is often no access to information to enable the PAIB to 

make such judgment, and personal conflicts may preclude the PAIB from reaching a conclusion on such a 

matter.  

CONSEQUENTIAL AND CONFORMING CHANGES TO SECTIONS 310, 330 AND 34015 

Mr. Gaa reported that no substantive comments were received from respondents to the ED regarding the 

proposed consequential and conforming changes to Sections 310, 330 and 340. No comments were noted 

from the Board. 

OTHER MATTERS 

An IESBA member expressed a concern about the consistency of the revised provisions in the Part C 

Phase 1 project with the revised proposals to be issued for public comment as part of the Safeguards Phase 

1 ED, particularly the various examples of “safeguards” in the work environment included in paragraph 

300.14. The IESBA member suggested that consideration of the safeguards in extant Part C might need to 

be included within the scope of the second phase of the Safeguards project. The IESBA asked the Planning 

Committee to reflect on how best to coordinate the review of safeguards in Part C with the Safeguards 

project. 

CONSIDERATION OF THE NEED FOR FURTHER CONSULTATION 

The Board considered and concluded that there was no need to further consult on the close-off document 

through, for example, the issuance of a consultation paper, the holding of a public forum or roundtable, or 

the conduct of a field test of the proposed provisions. 

CONSIDERATION OF FURTHER ISSUES 

The Board considered and concluded that there were no further issues raised by respondents, in addition 

to those summarized by the Task Force, which should have been discussed by the Board. Mr. Gaa 

confirmed that all significant matters identified by the Task Force as a result of its deliberations since the 
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beginning of this phase of the project, and the Task Force’s considerations thereon, had been brought to 

the Board’s attention. 

DUE PROCESS 

Mr. Siong advised the Board that up to and including this meeting, the Board had adhered to its stated due 

process in closing off the document. 

APPROVAL 

After agreeing all necessary changes to the document, the Board approved the proposed changes to Part 

C of the Code as a close-off document under the extant structure and drafting conventions of the Code with 

the affirmative votes of 16 out of the 16 IESBA members present.  

The Board assessed whether there was a need to re-expose the close-off document. The Board agreed 

that the changes made to the ED were in response to the comments received from respondents and did 

not fundamentally change the principles in the ED or represent other changes of substance. The Board 

therefore determined that re-exposure was not necessary. A copy of the close-off document is attached as 

to this Agenda Item. 

EFFECTIVE DATE 

The IESBA deferred consideration of the effective date of the final pronouncement after the close-off 

document has been restructured under the proposed new structure and drafting conventions of the Code. 

Dr. Thomadakis congratulated Mr. Gaa and the Task Force in successfully closing off Phase 1 of the project. 

Mr. Gaa acknowledged the contributions of all the other members of the Task Force, including Ian Rushby 

from the IFAC PAIB Committee, and previous Task Force members Alice McCleary and Larry Kean, as 

well as staff. 

6. Fees 

STAFF PUBLICATION ON FEES 

Dr. Thomadakis introduced the topic, noting that the proposed staff publication, Ethical Considerations 

Relating to Audit Fee Setting in the Context of Downward Fee Pressure, was intended to raise auditors’ 

awareness of the relevant provisions in the Code pertaining to pressure over audit fees. He emphasized 

that the paper did not include all the guidance within the Code relating to the topic of fees but only the 

guidance pertinent to fee pressure. Mr. Siong then briefed the Board on the main changes to the paper in 

the light of the comments received during the September 2015 Board discussion. 

In broadly supporting the paper, IESBA participants made the following comments, in addition to editorial 

suggestions: 

 The paper should consider that a good quality audit is in the public interest as it can result in better 

financial reporting and better functioning of the financial markets.  Currently, an audit is viewed as a 

commodity, with an unmodified audit opinion sought at the minimum price attainable, with little 

consideration given to the benefits of a good quality audit. 

 In the U.S., a Federal Trade Commission investigation of State Societies of CPAs regarding a 

proposed rule against “low balling” led to the rule being withdrawn. It is now accepted that a high 

quality audit must be performed irrespective of the audit fee. The paper had captured the essence of 

the key considerations. 
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 Consideration should be given to emphasizing that TCWG should assume responsibility for 

determining the price of the audit as well as its scope. Often, it appears that responsibility for agreeing 

audit fees is delegated to the entity’s procurement department, with TCWG responsible for setting 

the audit scope, hence a disconnect between audit price and audit quality. In addition, regulators 

appear to be demanding increasingly more from auditors, creating further pressure on fees.  

 The central messages should be that (a) quality audit work must be performed regardless of the audit 

fee; and (b) the auditor should communicate with TCWG when faced with fee pressure. In addition, 

it is important to highlight that TCWG should take actions within the entity to address the issue. 

 The Chinese Institute of CPAs (CICPA) is concerned about the issue of fee pressure, particularly 

from state-owned enterprises which are able to demand significant discounts on audit fees given their 

dominant positions in the China market. CICPA would be willing to share information about the China 

market. 

Dr. Thomadakis noted that it was outside the scope of the paper to address issues of price competition. He 

was of the view that the auditor would approach the engagement with the intention of providing a good 

quality audit and not to offer low fees with the aim of cutting corners. He noted that there were a number of 

external considerations that were outside the scope of the paper. 

Mr. Bhave inquired what the Board’s expectation was regarding the aim of the paper and whether 

stakeholder responses would be received that would result in action points. Dr. Thomadakis noted that the 

aim of the paper was to raise awareness of the Code’s provisions that are particularly relevant to the issue 

of fee pressure. In addition, the paper was intended to signal to stakeholders that the Board was considering 

the topic of fees. He clarified that the paper was not an invitation to comment, so stakeholder responses 

would not be sought. Mr. Siong commented that the purpose of the paper was to highlight considerations 

in the Code that are relevant to fee pressure and provide guidance to auditors when setting audit fees. It 

was written partly to respond to the PIOB’s encouragement that the Board consider broader independence 

issues relating to fees and partly to respond to the perceived pressure on audit fees arising from external 

developments such as mandatory firm rotation. An IESBA member added that the paper was also 

developed in the context of concerns regarding audit quality noted during stakeholder outreach. Fee 

pressure was identified as one of the factors that might adversely impact time spent on the audit and hence 

audit quality. Further, the paper highlighted the need to emphasize the important role of TCWG in the 

process of setting audit fees to mitigate the effects of fee pressure. 

Way Forward 

The Board supported staff issuance of the paper. The Board asked that staff refine the paper in the light of 

the comments received and circulate a revised draft for a fatal flaw review prior to issuance early in the new 

year. Dr. Thomadakis thanked the Working Group members, Mr. Kato and Ms. Soulier, for their advice to 

staff in developing the paper. 

FEE-RELATED MATTERS 

Ms. Kateka introduced the topic, noting that a Working Group comprising some Board members and 

Technical Advisors had been established to undertake fact finding on the topic of fees. Mr. Siong 

summarized the particular fee-related matters that Committee 1 of the International Organization of 

Securities Commissions (IOSCO) had raised when it responded the SWP survey and consultation paper in 

2013 and 2014, including: 
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 Undue fee pressure – a concern that Section 24016 of the Code does not adequately address the 

threats and safeguards regarding setting audit fees for the engagement and the potential effect of 

the fee level on the quality of the audit. 

 Fee dependency – a concern that safeguards for fee dependency do not appear to be commensurate 

with the potential threats to independence that the Code seeks to address. 

 Level of non-audit services (NAS) – a concern that the level of NAS provided to an audit client may 

threaten independence and this has not been considered in the Code.  

Ms. Kateka noted that once the fact finding had been completed, the WG would submit a report to the Board 

summarizing the main findings and outlining the WG’s recommendations to assist the Board in determining 

the need for, and the scope and focus of, a project. Ms. Kateka then led the Board through the draft Terms 

of Reference (ToR) of the WG.   

In broadly supporting the initiative, IESBA members made the following comments, among other matters: 

 It would not be an appropriate approach to focus on audit quality as the Board’s remit is not audit 

quality. There has already been so much work done by others on audit quality indicators. In addition, 

the scope of the fact finding appears too broad and expectations should be tempered regarding 

information on fees that can be gathered. 

 In relation to the matter of unduly low fees, one can refer to anecdotal evidence. However, there is a 

question as to how to determine when a fee is low. The matter can be very complex as audit fees 

can be affected by a multitude of factors. 

 Academic research will be critical and there is extensive academic literature on the topic. Given the 

lead time needed, there should be an early start to the academic research. 

 The input to the public interest must be of value. Accordingly, it is appropriate to establish an 

evidential basis before starting any project on this topic. 

 The ratio of NAS fees in relation to audit fees is the factor that should be reviewed, not the actual 

level of NAS fees.  

 TCWG will be interested in the topic and seeking their views should be part of the fact finding. 

However, care should be taken to avoid broadening the scope of the fact finding too much.   

 Consideration should be given to understanding the safeguards that firms might have implemented 

to address threats created by fee-related issues.  

 There should not be any presumption regarding what the outcome(s) of the initiative will be. Instead, 

the ToR should be neutral through using phrases such as “establishing trends.” 

 Care should be taken in articulating the objectives so as not to create unrealistic stakeholder 

expectations, for example, to research the impact of fees on audit quality. Care should also be taken 

to avoid conveying the impression that the Board will be undertaking a large research exercise. In 

addition, there should be clarity as to the issues the Board would be endeavoring to address in the 

public interest. 

In response to a question as to why it would not be before December 2017 when the final WG report would 

be presented, Mr. Siong indicated that a high level summary of relevant academic papers could be 

completed in a relatively short time. However, if a deeper synthesis of the research were needed, more 
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time would be required. From preliminary conversations with the academic liaison who is currently working 

with IFAC, it was noted that the necessary research could take between nine to 18 months depending on 

the scope of the issues and the depth of the analysis required. Dr. Thomadakis indicated that his preference 

would be to survey pre-existing research on the topic rather than commission new research that would be 

more time consuming. 

Mr. Koktvedgaard supported a neutral approach to the objectives but suggested that consideration be given 

to establishing a link between fees and the fundamental principles. This would then provide the appropriate 

linkage to the Code rather than to audit quality. 

Dr. Thomadakis commented that the focal point for the Board is the Code, although it is not possible to 

completely separate out considerations relating to audit quality. He added that there was a need to consider 

external perceptions over the actions of the IESBA, especially as related to the extent of research that 

would be performed.  

Way Forward 

Ms. Kateka thanked Board members for their comments, noting that the working group would be reviewing 

the existing guidance within the Code and looking to establish what the regulatory responses to fee issues 

have been at the G20 countries. The initial indications are that some G20 countries have provisions that 

are not within the Code and hence there is a need to establish why they have stricter provisions. 

The Board asked the WG to present a revised ToR for its consideration with a view to approval at the March 

2016 meeting. The Board also asked the WG to present a draft of the call for the academic research for 

consideration at that meeting. 

7. Professional Skepticism 

Mr. Fleck and Ms. Sakshaug provided an update on their participation on the Professional Skepticism 

tripartite IAASB-IESBA-International Accounting Education Standards Board (IAESB) Working Group 

(WG). Among other matters, they shared the following: 

 The WG had held a number of conference calls to explore preliminary steps on the topic of 

professional skepticism. While the other standard-setting boards (SSBs) consider that professional 

skepticism is a key element within their standard setting remit, for IESBA professional skepticism 

relates more to the approach and mindset of a good auditor when performing an audit. It could 

therefore be considered a subset of the fundamental principle of objectivity and thus linked to 

independence. It is a skill set that is needed in performing audit work. 

 Good research has been undertaken which has highlighted the need to understand “soft skills.” This 

will inform the way forward. However, it is difficult to measure how professional skepticism directly 

affects independence. An emphasis on training auditors to understand biases that may impact their 

professional skepticism would certainly assist in improving a skeptical mindset. Professional 

skepticism is linked to an accountant’s personality and persona, an area that technical training does 

not address. 

 The IAESB has dedicated a significant focus on training and a need for firms to understand the 

character of an individual when recruiting. Firms currently recruit individuals based on academic 

results and their ability to manage clients, with perhaps little consideration given to their ability to 

challenge assertions and apply skepticism in their work. There is little to address this within the ISAs. 

Perhaps an angle to take in the Code is how the application of professional skepticism can 

demonstrate objectivity. In this regard, Mr. Fleck recounted that in the UK regulatory have been raised 
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over the process of valuing certain types of financial instruments. While several factors such as time 

to maturity could affect the value of the instrument, the range and breadth of the valuations suggested 

a lack of skepticism on the part of auditors over the valuation process. 

 The current definitions of professional competence and objectivity in the Code are very technically 

driven. There is little or no mention of the importance of an awareness of biases. 

 Professional skepticism is one of the topics addressed in the consultation paper the IAASB was 

currently developing. It is unlikely that any significant additional work on the topic would be 

undertaken until the IAASB has completed its consultation process. Mr. Siong informed the Board 

that the IAASB was scheduled to approve the consultation paper at the IAASB meeting the following 

week, and that the consultation period was expected to be five months. 

Mr. Fleck concluded the update, noting that there was a significant amount of work still to be performed, 

with all three SSBs supporting the process. 

IESBA members made the following comments, among others: 

 While auditors need to demonstrate professional skepticism in relation to clients that may intend to 

mislead them, TCWG should show a greater degree of professional skepticism when evaluating the 

work of the auditor. Ms. Sakshaug agreed, noting that professional skepticism does relate to persona 

rather than training in technical standards. 

 While much time is spent training auditors in how to perform an audit, more time should be spent 

training them on the higher level purpose of an audit, which would lead to better exercise of 

professional skepticism. A focus on the former does not move the bar much with respect to 

professional skepticism but a focus on the latter would. 

 The audit has become more of a process, with auditors being pulled in the direction of a “tick the box” 

approach. As a result, there is less exercise of professional judgment and professional skepticism. 

Also, training cannot replace experience, especially given market developments that require auditors 

to specialize in certain areas or industries. Experience forms a vital part of professional skepticism. 

Firms should therefore redirect their focus from training to staff retention. 

Dr. Thomadakis thanked Mr. Fleck and Ms. Sakshaug for the update. He noted that professional skepticism 

would be an important issue for consideration in the development of the next SWP, and that consideration 

would need to be given to whether professional skepticism should be addressed at the conceptual 

framework level or at the specific principle level. 

8. PIOB Observer’s Remarks 

Mr. Bhave congratulated the Board on its work. He commented that it was in the public interest for the 

Board to achieve a balance between unduly prolonging a project and taking sufficient time to develop high 

quality standards. He believed that the Board had managed to achieve this in its ongoing projects. 

He then informed the Board that this would be his last IESBA meeting as he would be stepping down from 

his position as PIOB observer in 2016. He expressed his gratitude for the opportunity to have worked with 

IESBA participants, who he felt were able to bring a wealth of experience and wide range of perspectives 

to debates that added significant value to the process of setting international standards. He thanked the 

Board and wished Board members, Technical Advisors, official observers and staff well for the future. 

Dr. Thomadakis thanked Mr. Bhave for this comments and the valuable contributions he had made to the 

Board’s work as a PIOB observer. 
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9. Next Meeting 

The next Board meeting is scheduled for March 14-16, 2016 in Madrid, Spain.  

10. Closing Remarks 

Dr. Thomadakis conveyed his sincere appreciation to the retiring IESBA members: Messrs. Gaa, Hughes, 

Kwok and Thomson, and Mss. Gardner, Orbea and Wu. In particular, he thanked Mr. Kwok for his significant 

efforts as interim Chair in 2014, and acknowledged his contributions to a number of Task Forces as well as 

the Planning Committee. He thanked Mr. Gaa for his efforts as the Chair of the Part C project, Ms. Orbea 

for her resolve and efforts on the Long Association project, and Mr. Thomson, for leading the Structure 

project. He also thanked Ms. Gardner for leading the NOCLAR project, and Ms. Wu for her contributions in 

her short time on the Board. In addition, he thanked Mr. Hughes, absent from the meeting, for his 

contributions. 

Dr. Thomadakis also thanked Ms. Dunning and Mr. Zhao for their assistance as Technical Advisors to their 

respective Board members. 

Mr. Kwok, on behalf of all the retiring Board members, conveyed his sincere thanks to Dr. Thomadakis and 

the Board for the opportunity to have worked with the IESBA. 

Dr. Thomadakis thanked IESBA participants for their contributions during the meeting. He also thanked 

IFAC for hosting the meeting and for its administrative support. He then closed the meeting. 


