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Emerging Issues and Outreach—Matters for Consideration 

A. Status of Global Adoption of the Code 

1. At its April 2014 meeting, the Board considered preliminary data regarding the status of global 
adoption of the Code as of March 2014. The information was compiled by IESBA staff with the 
assistance of staff of the IFAC Compliance Advisory Panel (CAP). Among other matters, the Board 
noted the following: 

• The compilation of the data is a good first step in providing tangible information to 
stakeholders regarding the global uptake of the Code, especially among the G-20 countries. 
There should be regular updates on further progress to the Board. In addition, it would be 
helpful to understand how jurisdictions have adopted the Code, especially where the 
differences exist; and if the Code has not been adopted, to understand why. 

• The data represents a snap shot in time and the information will evolve over time. In 
particular, it does not take into account the more recent developments in the EU concerning 
the regulation of the independence of audit firms with respect to statutory audits of public 
interest entities (PIEs), which have introduced some differences with the Code. 

• The disparate nature of how the Code is adopted in individual jurisdictions presents a 
challenge to compiling detailed information as there is often not one body that adopts the 
Code nationally. In particular, not all countries that have adopted the Code have adopted it for 
both PIEs and entities that are not PIEs. Thus, if an analysis of adoption for PIEs and other 
entities were to be performed, it would produce a different snapshot. It could thus be 
beneficial to refine the process with more granular data. However, maintaining adoption 
information at a granular level would be a resource-intensive endeavor. 

• There has been a broad discussion on the adoption of the Code with the PIOB. Consideration 
has been given as to who should take responsibility for overseeing adoption of the Code, 
especially given that the Board is fully occupied with standard setting. Arguments exist for 
and against this responsibility to be placed on any one of the following: the regulators, IFAC 
member bodies or the Board. While there is a role for the Chair of the Board to promote 
adoption, there is no clear answer as to how much time the Chair or the Board should spend 
in this area. 

2. The data were shared with the IESBA CAG at the September 2014 CAG meeting for noting. Among 
other matters, CAG Representatives raised the following: 

• It would be important to clarify the meaning of the different categories of adoption, i.e., 
“adopted,” “based on,” “process of convergence,” etc, to avoid any misunderstanding. In 
particular, different versions of the Code may have been adopted in different jurisdictions and 
it would be important for the definitions to take this into account.  

• Consistency of implementation of the Code around the world is important and should be part 
of the Board’s long-term objectives even if it might be difficult to achieve. 

• The methodology for measurement of adoption can be quite complex given the diversity of 
approaches to adoption of the Code around the world. Accordingly, the practical challenges 
and resource-intensive nature of this endeavor should not be underestimated. 
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• There is a need to better understand how jurisdictions adopt the latest changes to the Code. 

• The landscape for adoption of the Code around the world is quite different from that for 
adoption of the International Standards on Auditing (ISAs). Accordingly, full global adoption of 
the Code is likely to be a long journey. 

• It would be important to understand the nature and extent of pluses at the jurisdictional level. 
In particular, if there is a trend of many jurisdictions adding a significant number of pluses to 
the Code, this may give rise to a perception of the Code being on a “lowest common 
denominator” base. 

• The Board should aim to set a high bar for the Code to which jurisdictions around the world 
should aspire rather than a low bar to help jurisdictions adopt. Aiming for the highest common 
denominator, however, is not so simple given the huge diversity of independence standards 
and legal and regulatory frameworks around the world. Further, there will always be 
jurisdictions that will wish to go beyond the highest common denominator. 

• The concept of high quality standards does not mean that they are lowest common 
denominator. Otherwise, the ISAs could also be perceived to be a lowest common 
denominator set of standards. 

• It is one thing to have the highest standards but another to have compliance with them. There 
is anecdotal evidence indicating that if the bar is set too high, it is simply ignored. Accordingly, 
a balance needs to be struck. 

3. Since the September 2014 CAG meeting, information regarding the status of global adoption of the 
Code has been updated based on IFAC Member Bodies’ latest Action Plans under the IFAC 
Compliance Program. This updated information is set out in Agenda Item 9-D.  

4. For purposes of monitoring the progress of adoption of the IESBA Code, the following categories of 
approaches have been defined insofar as adoption relates to IFAC member bodies’ efforts to adopt 
or otherwise converge with the Code: 

Adopted: Parts A, B and C of the 2009 Code, effective January 1, 2011, as published, including all 
subsequent changes. The IFAC member body code may contain some additional or more restrictive 
provisions in certain areas. 

Committed to adopt: The IFAC member body has committed to adopt the 2009 Code or later versions. 
The member body may currently be on an earlier version of the Code. 

Based on IESBA Code: The 2009 Code (or earlier or later versions) has been used as the basis for 
developing the IFAC member body code. The resulting code may not be identical in content to the 
IESBA Code and may contain some additional or more restrictive provisions in certain areas. 

Process of convergence: An ongoing process to eliminate differences with the 2009 IESBA Code (or 
later versions), or to bring the IFAC member body code into line with the IESBA Code. The member 
body code may contain some additional or more restrictive provisions in certain areas. 

Not adopted: The IFAC member body has not adopted the provisions in the 2009 (or later) Code and 
there is no commitment to doing so in the future. 
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5. These categories differ from those developed by the CAP, which are focused more on the outcome 

of adoption vs. the approach to it: 

• Adopted: Professional Accountancy Body (PAO) has adopted the provisions of the IESBA 
Code of Ethics issued in 2009 or later for application by its members. If modifications are 
made, the resulting standards are no less stringent than those stated in the IESBA Code. 

• Partially adopted: (1) PAO has adopted the provisions of the IESBA Code of Ethics issued 
between 2004 and 2009; (2) modifications have been made to the 2009 (or later) version of 
the IESBA Code so that the resulting standards are less stringent than those stated in the 
IESBA Code; or (3) PAO is in the process of convergence/eliminating differences with the 
IESBA Code. 

• Not adopted: PAO has not adopted the provisions of the IESBA Code of Ethics or adopted a 
version of the IESBA Code of Ethics that precedes the 2004 version. 

Matters for Consideration 

1. IESBA members are asked whether they agree with the adoption categories as defined above for 
purposes of fulfilling the Board’s strategic commitment to monitor the progress of global adoption 
of the Code. If not, what refinements should be made? 

2. Recognizing that the Board last completed a major benchmarking exercise in mid-2011 that 
compared the independence provisions in Section 290 of the Code against those of a number of 
major jurisdictions, and recognizing the significant effort this entailed:1 

(a) Should the Board systematically monitor the nature and extent of differences between the 
Code and national ethical requirements around the world? 

(b) If so, how could such an effort be approached in a practical way, given the resource-
intensive nature of benchmarking work (e.g., focus only on G-20)? 

B. Recent Audit Inspection Reports 

International Forum of Independent Audit Regulators (IFIAR) Report 

6. In April 2014, IFIAR issued its report on its 2013 survey of inspection findings.2 IFIAR members 
reported findings from inspections of three categories of audit firm activities – audits of listed PIEs; 
audits of systemically important financial institutions (SIFIs), including global systemically important 
banks (G-SIBs); and internal systems for firm-wide quality control. In each category, the survey 
results generally revealed similarities in the nature and extent of inspection findings as compared to 
the results of the survey conducted in 2012. 

7. For audits of listed PIEs, the three inspection themes with the highest number of findings were: 

• Auditing fair value measurements; 

1 The 2011 benchmarking initiative covered eight jurisdictions: Australia, Brazil, France, Germany, Hong Kong, Japan, UK, and 
USA (SEC/PCAOB). See http://www.ifac.org/sites/default/files/meetings/files/6219.pdf.   

2 See https://www.ifiar.org/IFIAR/media/Documents/IFIARMembersArea/MemberUpdates/IFIAR-Inspection-Survey-9-April-
2014_1.pdf.  
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• Internal control testing; and  

• Procedures performed to assess the adequacy of financial statement presentation and 
disclosures. 

The first two themes above had the highest number of findings in both the 2013 and 2012 surveys. 

8. For audits of SIFIs and G-SIBs, the three inspection themes with the highest number of findings, 
consistent with the 2012 survey, were: 

• Auditing of allowance for loan losses and loan impairments,  

• Internal control testing and  

• Auditing of the valuation of investments and securities. 

9. Inspections of quality control systems revealed the same three themes with the highest number of 
findings in both the 2013 and 2012 surveys: 

• Engagement performance, 

• Human resources, and 

• Independence and ethics requirements. 

10. The report notes that the recurrence of inspection findings suggests that audit firms should take 
steps to develop a robust root cause analysis to gain a clearer understanding of the factors that 
underlie these findings and take appropriate remedial actions. 

Matters Pertaining to Independence 

11. The report notes that the survey format enables IFIAR members to report data on other notable 
themes identified in their respective oversight programs. New IFIAR members provided such 
information. According to the report, the audit topics not already included in the survey and most 
frequently submitted include engagement quality control reviews, independence considerations 
(e.g., the audit firm providing prohibited non-audit services to an audit client), and 
provisions/reserves. 

12. With respect to reviews of systems of quality control, the report notes that 30 IFIAR members 
provided information relating to their inspections of audit firms’ systems of quality control. The 
findings were organized using the six defined elements of a system of quality control as outlined in 
International Standard on Quality Control (ISQC) 1.3 

13. The 30 members responding to the survey inspected a total of 134 audit firms and reported 844 
findings. These findings, compared to 767 findings reported in the 2012 Survey associated with 
inspections of 109 audit firms, are as follows: 

  

3 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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Inspection Themes 

Number of Findings 

2013 2012 

Engagement Performance 380 261 

Human Resources 146 166 

Independence and Ethical Requirements 104 130 

Monitoring 93 77 

Client Risk Assessment, Acceptance and Continuance 78 100 

Leadership Responsibilities for Quality within the Firm (i.e., Tone at the Top) 43 33 

 844 767 

14. The report notes that in 2013, IFIAR members provided information regarding the number of firms 
inspected for each listed aspect of quality control. The following reflects the frequency of findings 
among firms inspected. 

 

Inspection Themes 

Number of Audit 
Firms in which the 
Topic was Inspected 

Audit Firms with at 
Least one Finding 

# % 

Engagement Performance 134 72 54% 

Independence and Ethical Requirements  134 53 40% 

Monitoring 134 53 40% 

Human Resources 134 50 37% 

Client Risk Assessment, Acceptance and 
Continuance 

134 38 28% 

Leadership Responsibilities for Quality within the 
Firm (i.e., Tone at the Top) 

134 30 22% 

15. The report states that the two IFIAR inspection findings surveys confirm the need for further 
targeted actions by audit firms to achieve the necessary improvements in audit quality. It notes that 
individual IFIAR members take action locally to address issues identified from their specific 
inspection findings and that they have the primary responsibility for improving audit quality and 
determining the adequacy of remedial actions taken by firms over which they have jurisdiction. The 
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report also notes that IFIAR collectively meets regularly with the leadership of the major firms 
individually and as a group.4 

16. The report, however, does not detail the precise nature of the findings concerning independence 
and ethics requirements. There is therefore a need for the Board to work more closely with IFIAR to 
obtain a better understanding of the findings, including: 

(a) How a finding is defined; 

(b) Whether the findings are related to the standards themselves or their enforceability, or related 
to poor compliance with, or inadequate implementation of, the standards;  

(c) Whether the findings appear concentrated on particular aspects of practice, which may 
suggest potential problem areas that may need to be investigated; and 

(d) Whether the findings are jurisdiction-specific or linked to the IESBA Code. 

17. Obtaining such an understanding would assist the Board in determining whether any specific 
standards-related actions would be warranted or whether actions already identified in its strategy 
and work plan would appropriately address the key issues identified. 

UK Financial Reporting Council (FRC) Report 

18. In May 2013, the FRC issued its Audit Quality Inspection Report for 2012/13.5 The main matters 
this report highlights include the following: 

• There has been an improvement in the overall standard of audit work subject to inspection. 

• There has been an increase in the proportion of audits of entities outside of the FTSE 350 
that are requiring significant improvements. 

• There is a need for firms to increase their focus on professional skepticism and the 
effectiveness of their independence and ethical policies and procedures. 

19. The report additionally noted the following key areas requiring improvement: 

• Focus on audit quality – there is a need to ensure there are appropriate controls and 
procedures in place to ensure that efficiencies in audits, largely a result of fee pressure, are 
not being made at the expense of audit quality.  The report questioned whether ‘offshoring’ 
adversely affected audit quality. 

• The need to maintain professional skepticism – initiatives to reinforce professional skepticism 
are working but more needs to be done to ensure that professional skepticism is fully 
embedded within audit procedures.  

4 Members of IFIAR’s Global Public Policy Committee (GPPC) Working Group meet to discuss audit quality matters together, as 
well as with representatives of the six largest audit firm networks. The GPPC Working Group meets at least three times 
annually with these six network firms on a collective and individual network basis. In addition, the network firms’ respective 
global CEOs participate in a portion of IFIAR’s annual plenary meetings. 

5 See         https://www.frc.org.uk/Our-Work/Publications/Audit-Quality-Review/Audit-Quality-Inspections-Annual-Report-2012-
13.aspx 
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• Audits of financial services entities – firms should strengthen their testing in respect of loan 

loss provisioning and general IT controls.  

• Group Audits – where work for group audits is performed predominantly by component 
auditors, there is generally a lack of control, supervision and review by the group auditor. 

• Auditor independence and ethical issues – firms continue to adopt a boilerplate approach to 
independence reporting and failures in the correct application of ethical procedures. The 
report recommended that firms should review the adequacy of their independence and ethical 
procedures and ensure that the training they provide to all levels of staff is sufficient.  

• Audit quality monitoring – monitoring of internal audit quality may not be as robust as it could 
be and may be performed to a lower set of standards and expectations than would be 
expected from an external provider.   

Matters Pertaining to Independence 

20. The report noted the following key points relating to auditor independence and ethical issues: 

• The nature and extent of independence and ethical issues continue to be of concern. 

• Audit committees are entitled to expect a good standard of independence reporting from their 
auditors and should seek additional information where it is not initially provided. Audit 
committees should also be prepared to challenge firms to demonstrate their independence, 
both in form and in substance, and to understand the specific safeguards the auditors have in 
place to protect their independence and the particular consideration given to the threats 
identified. 

Matters Pertaining to Ethics 

21. The FRC also noted that a number of specific issues relating to compliance with the requirements 
of the Ethical Standards were identified across all firms. These included:  

• References to targets for the cross-selling of non-audit services to audited entities in partner 
appraisal documentation;  

• Failure to consult the Ethics Partner on the appropriateness of contingent fee arrangements 
for certain tax services;  

• Key partners involved in the audit from other network firms not being identified as such or 
monitored for potential rotation; and  

• Instances where shareholdings in audited entities were not disposed of on a timely basis. 

Canadian Public Accountability Board (CPAB) Report 

22. In March 2014, CPAB issued its 2013 Annual Report “Thinking Differently about Audit Quality.”6 The 
report notes the following:  

6 See http://www.cpab-
ccrc.ca/Documents/Annual%20Reports/CPAB_2013_Annual_Report_EN.pdf#search=thinking%20differently%20about%20aud
it%20quality  
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• The trend in audit quality is positive. 

• Canadian firms are taking challenge to improve audit quality seriously. 

• Improvements are mainly due to action plans that the firms have adopted. 

• CPAB has not been granted access to audit work done in foreign jurisdictions. Firms may be 
acquiring foreign entities where the risks may not be fully understood and the auditor has little 
or no experience of that region. Use of competent audit work or foreign firms with loose 
network affiliations is high. 

• Audit committee should regularly have discussions with the auditors about quality. 

23. Generally, the report notes CPAB’s view that audit quality is improving, but highlights its concern 
over overseas audits. The report did not highlight any significant matters pertaining to 
independence and ethics standards. 

September 2014 IESBA CAG Meeting 

24. CAG Representatives noted the above summaries of inspection reports and did not make any 
substantive observations. However, Steve Harris, Chair of the IFIAR Investor and Other 
Stakeholders Working Group, indicated that he would share the questions above regarding the 
IFIAR inspection findings with the leadership of IFIAR for further consideration. Also, he highlighted 
a number of recent trends in the profession on which IFIAR and its investor working group would be 
focusing, including: 

• The increase in the provision of advisory or consulting services by audit firms and the related 
implications for audit quality. 

• The implications of further commoditization of the external audit, including questions around 
the value and relevance of the audit and auditors’ ability to detect fraud. 

• The increasing use of big data applications and the related implications for audit quality and 
investor protection. 

With respect to the banking sector, he noted a concern about maintaining the integrity of Chinese 
walls. 

Matters for Consideration 

3. IESBA members are asked to: 

(a) Share any reactions to the key inspection findings highlighted above, particularly those 
pertaining to independence and ethics;  

(b) Reflect on whether there are any particular themes from the inspection findings highlighted 
above that may be of global relevance for the IESBA; and 

(c) Advise what actions, if any, the Board should consider taking regarding the inspection 
reports. 
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C. Other Matters 

(i) Update on European Union (EU) Audit Reform 

25. Since the previous discussion of emerging issues at the April 2014 IESBA meeting, the following 
key events relating to the EU regulatory reforms concerning the statutory audit of PIEs have taken 
place: 

• The compromise agreement (endorsed by the EU Member States at the COREPER7 meeting 
of December 18, 2013) was adopted by the Committee on Legal Affairs of the European 
Parliament on January 21, 2014. 

• The two compromise texts were adopted by the European Parliament on April 3, 2014, and 
endorsed by the Member States in the Council on April 14, 2014.  

• The co-legislators formally signed the texts on April 16, 2014 which brought the legislative 
process to a close.  

• The amending Directive and the new Regulation on Statutory Audit were published in the 
Official Journal of the EU on May 27, 2014. The two texts entered into force on June 16, 
2014. 

26. On June 27, 2014, FEE released a briefing paper related to the implementation of the new EU audit 
legislation, highlighting the need for clarification and consistency regarding the provision of non-
audit services to statutory audit clients that are PIEs. The Briefing Paper is provided for information 
and reference as Agenda Item 9-C. 

Matter for Consideration 

4. IESBA members are asked to note the above update and the presentation from IESBA Technical 
Advisor Liesbet Haustermans regarding the audit reform in the EU. 

(ii) Other Developments 

27. IESBA members are asked whether there are any other significant developments internationally 
that may warrant consideration by the Board.  

D. Outreach 

28. IESBA members are asked to note the recent and upcoming outreach and related activities set out 
in Agenda Item 9-B, and to advise of any other outreach opportunities for the Board that could be 
explored. 

 

7  COREPER is the designation of the two working groups/committees of officials whose task is the preparation of meetings of 
the Council. COREPER is an acronym made up of the initial letters of the French title for the Committee of Permanent 
Representatives (Comité des Représentants Permanents). 
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