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Safeguards—Issues and Task Force Proposals 

How the Project Serves the Public Interest 

This project1 will address the clarity, appropriateness and effectiveness of safeguards in Section 1002 

and Section 2003 of the extant Code, as well as those safeguards that pertain to non–assurance services 

(NAS) in Section 2904 of the extant Code. Varying views exist on what constitutes a safeguard, as well 

as on the effectiveness and appropriateness of safeguards within the Code to eliminate threats to 

compliance with the fundamental principles or reduce them to an acceptable level.  

Through enhanced clarity and more robust application material relating to the conceptual framework 

(CF), the project aims to further promote appropriate use of the CF to assist professional accountants 

(PAs) in complying with the fundamental principles of the Code. These enhancements, including the 

more robust application material on threats to compliance with the fundamental principles, will support 

PAs in fulfilling their responsibility to act in the public interest, and with respect to audits of financial 

statements, contribute to supporting audit quality. 

Introduction  

1. At its September 2015 meeting, the Board considered a first-read draft of the proposed revised 

provisions in extant Sections 100 and 200 as they relate to the CF and safeguards. The Board 

generally supported the Task Force’s proposals, including the enhanced requirements and 

application material for the PA to identify, evaluate and address threats to compliance with the 

fundamental principles. 

2. Agenda Item 2-B (marked from September 2015 IESBA Discussion) and Agenda Item 2-C (Clean) 

set out the proposed text for the first Safeguards Exposure Draft (ED).  In addition to editing and 

drafting improvements to align the Task Force’s September 2015 proposals with the proposed re-

structured Code at Agenda Item 3, the revised draft at Agenda Item 2-B: 

 Contains enhancements to the requirements and application material on the CF, which 

involves the identification, evaluation and addressing of threats to compliance with the 

fundamental principles.  

 Contains an enhanced description of a “reasonable and informed third party.” This is the 

“stepping back” the PA performs by taking into account whether such a third party would likely 

                                                           
1  The January 2015 approved Project Proposal for the Safeguard project indicates that the project scope will encompass:  

• The subsection entitled Threats and Safeguards (paragraphs 100.12–100.16) in extant Section 100. 

• The subsection entitled Threats and Safeguards (paragraphs 200.3–200.15) in extant Section 200. 

• The section entitled Application of the Conceptual Framework Approach to Independence (extant paragraphs 290.100 to 

290.101). 

• The section entitled Provision of Non-Assurance Services to an Audit Client (extant paragraphs 290.154 to 290.216). 

• Necessary conforming changes to extant Section 291 resulting from any of the potential changes to extant Section 290. 

2 Extant Section 100, Introduction and Fundamental Principles 

3 Extant Section 200, Introduction (Part B – Professional Accountants in Public Practice) 

4 Extant Section 290, Independence – Audit and Review Engagements  
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conclude that the PA has complied with the fundamental principles.  

 Better explains, in an affirmative manner, the term “acceptable level.”  This relates to the PA 

evaluating whether a threat to the fundamental principles is at an acceptable level, and 

addressing a threat by eliminating or reducing it to an acceptable level. 

 Clarifies what constitutes a safeguard. In particular, actions are safeguards only when they are 

effective in eliminating threats to compliance with the fundamental principles or reducing them 

to an acceptable level.  

 Establishes a new requirement and corresponding application material relating to the PA’s re-

evaluation of threats when the PA becomes aware of new information that might impact 

whether a threat has been eliminated or reduced to an acceptable level. 

Matters Addressed in This Paper  

3. This paper provides the Task Force’s rationale for the significant changes since the September 2015 

Board discussion. The paper also addresses other matters that are relevant to the approval and 

release of the Safeguards ED.  

A. Significant Changes to Extant Section 100 (Restructured Section 120) 

Requirements to Identify, Evaluate, Address and Re-evaluate Threats  

4. The September 2015 proposals set out an overarching requirement for the PA to apply the CF to 

identify, evaluate and address threats to compliance with the fundamental principles, supported by 

corresponding application material. Questions were raised by some IESBA members and some 

IESBA Consultative Advisory Group (CAG) Representatives about whether this approach gave 

adequate prominence to the requirements to identify, evaluate and address threats. Further, a CAG 

Representative suggested that the application material related to the re-evaluation of threats be 

elevated to a requirement.  

Task Force Proposal  

5. The requirement in paragraph R120.3 (formerly the overarching requirement) has been revised to 

more explicitly require the PA to apply the CF which involves identifying, evaluating and addressing 

threats to compliance to the fundamental principles. Paragraphs R120.3 and R120.5–R120.9 now 

include explicit requirements for the PA to identify, evaluate, address and re-evaluate threats to 

compliance to the fundamental principles. Those requirements are supported by application material 

in paragraphs 120.5 A1–120.5 A2 (identifying threats); 120.6 A1–120.6 A3 (evaluating threats); 120.8 

A1 (addressing threats); and 120.9 A1 (re-evaluation of threats).   

Matter for IESBA Consideration  

1. IESBA members are asked for their views on giving additional prominence to the requirements 

relating to identifying, evaluating, addressing, and re-evaluating threats, as proposed in 

paragraphs R120.3, R120.5–R120.9. 
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Facts and Circumstances Including Relationships 

6. Throughout the Code, the terms “facts and circumstances,” “circumstances and relationships,” “facts, 

circumstances and relationships,” and “interests and relationships” are used in an inconsistent 

manner. The Task Force is of the view that the Code is clearer when terms are used in a consistent 

manner. The Task Force believes that the term “facts and circumstances” is the more general 

umbrella term, and as such is of the view that it should be used consistently throughout the Code. In 

situations where the Code requires a more specific reference to “relationships” or “interests,” this 

could be done in a manner similar to paragraphs R120.5 and 300.1 of Agenda Item 2-B, where the 

term “…facts and circumstances, including professional activities, interests and relationships…” is 

used.  

7. The Task Force is of the view that this clarification will have implications for the rest of the Code and 

plans to consider this as part of conforming amendments relating to the Safeguards project to be 

included in the next Safeguards ED.   

Matter for IESBA Consideration  

2. Do IESBA members agree with the Task Force’s proposal with respect to using the term “facts 

and circumstances” consistently in the Code? 

Reasonable and Informed Third Party 

8. Questions were raised during the September 2015 CAG and IESBA meetings as well as by the IFAC 

Small and Medium Practices (SMP) Committee regarding the appropriateness of the use of the word 

“conceptual” as a descriptor for a reasonable and informed third party. Some IESBA members also 

questioned whether it was necessary to use the word “suitable” to describe the level of skills such a 

person should possess. In this regard, it was noted that the bar for the skills for such a person might 

have been set too high in the original proposal to be practically achievable. An IESBA member also 

questioned whether the phrase “…facts and circumstances that the professional accountant knows, 

or could reasonably be expected to know…” was reasonable or appropriate. 

9. Further, some IESBA members were of the view that the proposed description of the term reasonable 

and informed third party did not clearly convey how the concept would play out in practice. Those 

members suggested that the Task Force seek to better explain the linkage to the PA’s evaluation of 

threats and the process of “stepping back.”   

Task Force Proposals 

Characteristics of a Reasonable and Informed Third Party 

10. Clarifications have made to paragraph R120.4 to address the feedback received. In particular, the 

descriptor word “conceptual” has been replaced with the word “hypothetical” to clarify that the 

reasonable and informed third party “… is a concept which involves a hypothetical person…” versus 

an actual person. The Task Force considered the use of the more colloquial term “reasonable and 

informed third party test,” but opted against this because of the drafting challenges that would arise.    

11. The Task Force is of the view that while the reasonable and informed third party does not need to be 

a PA, it is important that such a person be competent and possess sufficient skills to objectively 
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evaluate the appropriateness of the PA’s judgements and conclusions. Accordingly, this has been 

clarified, and the word “suitable” has been dropped.   

12. The Task Force has agreed to retain the term “…facts and circumstances that the professional 

accountant knows, or could reasonably be expected to know …” on the basis that the term is used in 

a manner consistent with the rest of the extant Code.5    

Purpose of the Reasonable and Informed Third Party Concept 

13. The Task Force continues to believe that applying the “reasonable and informed third party” concept 

is an important step in which the PA considers whether there has been compliance with the 

fundamental principles. Accordingly, the Task Force has clarified in the revised proposals that the 

concept is intended to prompt an objective evaluation of the PA’s judgements and conclusions, 

weighing all the relevant, rather than specific, facts and circumstances that the PA knows, or could 

be reasonably expected to know, at the time that the evaluation was made to determine whether the 

PA has complied with the fundamental principles.  

14. The Task Force is of the view that the concept of a reasonable and informed third party is essential 

to the process of “stepping back” as well as the evaluation of threats. With respect to “stepping back,” 

the Task Force has attempted to clarify the importance and relevance of the reasonable and informed 

third party concept in paragraph R120.4 to better explain that when applying the CF (i.e., in 

identifying, evaluating and addressing threats), the PA should remain alert to changing circumstances 

and take into account whether a reasonable and informed third party would likely conclude that the 

PA has complied with the fundamental principles.  

Matter for IESBA Consideration  

3. IESBA members are asked whether they agree with the proposed revisions to paragraphs R120.4 

and 120.4 A1 relating to the description of the term “reasonable and informed third party.”  

Enhanced Application Material Relating to Evaluating Threats  

Revised Description for Acceptable Level of a Threat 

15. The Task Force’s September 2015 proposal carried forward from the extant Code the statement that 

“a threat will not be at an acceptable level if any of the fundamental principles is compromised or 

would likely be compromised.” Some CAG Representatives and IESBA members noted that the 

statement was unclear. A CAG Representative suggested that the Task Force better explain in an 

affirmative manner what is meant by “a threat being at an acceptable level” given the importance of 

this concept to the CF and the Code more broadly.  

Task Force Proposal  

16. Drawing from the definition of acceptable level in the extant Code,6 the Task Force proposes to add 

a new paragraph to the “Evaluating Threats” section to clarify that “an acceptable level is a level at 

                                                           
5  See, for example, paragraph 100.8 of the extant Code.  

6   The extant Code defines acceptable level as “A level at which a reasonable and informed third party would be likely to conclude, 

weighing all the specific facts and circumstances available to the professional accountant at that time, that compliance with the 

fundamental principles is not compromised.” 
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which a reasonable and informed third party would likely conclude that the professional accountant 

has complied with the fundamental principles” (see 120.6 A1). The original Task statement that was 

included in paragraph 100.15 of the September 2015 agenda materials has been deleted (see page 

3 of Agenda Item 2-B).  The Task Force acknowledges that the proposed change to the definition of 

the term “acceptable level” would need to be included in the glossary to the restructured Code, and 

that conforming changes may be necessary elsewhere in the Code.  

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

17. At the September 2015 meeting, the Board broadly supported the Task Force’s view that conditions 

that are established by the profession, legislation, regulation, the firm or the employing organization 

may impact the level of a threat to compliance with the fundamental principles. This in turn can affect 

the likelihood of identifying or deterring unethical behavior. Under the extant Code, those conditions 

were characterized as “safeguards created by the profession, legislation or regulation.” The Board 

generally supported the Task Force’s proposal that those conditions should not be characterized as 

“safeguards,” particularly given the revised description of safeguards.  The Board also agreed that 

those conditions, whether present and functioning effectively, play an important role in the PA’s 

evaluation of the level of threats to compliance with the fundamental principles and as such should 

be acknowledged in the Code.  

Task Force Proposal  

18. The Task Force has revised the application material in paragraph 120.6 A3 to better explain that 

certain conditions, policies and procedures established by the profession, legislation, regulation, the 

firm or the employing organization, when observed to be functioning effectively, might impact the 

level of the threat to compliance with the fundamental principles. The Task Force considered but 

opted against having an explicit statement in the Code to state that these conditions, policies and 

procedures are not safeguards.  

Matters for IESBA Consideration  

4. IESBA members are asked whether they agree with the Task Force’s proposed revisions to: 

(a) The description of the term “acceptable level” in paragraph 120.6 A1; and 

(b) Paragraph 120.6 A3 relating to matters that might impact the PA’s evaluation of the level of 

a threat. 

Addressing Threats  

Reinstatement of Requirement for When Safeguards Are Not Available  

19. Some CAG Representatives and IESBA members suggested that the revised provisions should 

better articulate the actions, if any, that are available to the PA if a safeguard cannot be applied or is 

not available.  

Task Force Proposal 

20. At paragraph R120.8, the Task Force has reinstated the requirement from the extant Code7 that 

                                                           
7  See paragraph 100.9 of the extant Code.  
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explains that a PA might apply safeguards to eliminate threats to compliance with the fundamental 

principles or reduce them to an acceptable level; however, when safeguards are not available, or 

cannot be applied, the PA shall decline or discontinue the specific professional activity involved.  

Refinements to the Description of Safeguards  

21. The Task Force continues to believe that having a more robust description of the term “safeguards” 

addresses some of the concerns that have been raised by some stakeholders, in particular 

regulators, regarding the effectiveness and appropriateness of safeguards in the Code. The Task 

Force also continues to believe that safeguards: 

 Must be effective to address specific threats to compliance with the fundamental principles.  

 May be an individual or a combination of specific actions or measures.  

 Are effective when they eliminate or reduce the level of the threat such that the fundamental 

principles are complied with. 

22. Though the CAG and Board generally welcomed the Task Force’s proposed description, they 

suggested a few enhancements. Those enhancements are reflected in the changes to paragraph 

120.8 A1. The updated proposed description for safeguards notes that safeguards are actions, 

individually or in combination, that the professional accountant takes to eliminate threats to 

compliance with the fundamental principles or reduce them to an acceptable level. The Task Force 

determined it useful to further explain that actions are safeguards when they are effective in 

eliminating threats or reducing them to an acceptable level, such that the professional accountant 

complies with the fundamental principles. 

23. The Task Force continues to believe that the PA needs to exercise professional judgement to 

determine whether an action is a safeguard.  

Matter for IESBA Consideration  

5. IESBA members are asked whether they agree with the Task Force’s proposed revisions to the 

description of the term “safeguards” and the requirement for PAs to decline or discontinue the 

specific professional activity when safeguards are not available (paragraphs 120.8 A1 and R120.8 

respectively).  

Re-evaluating Threats 

24. The Task Force continues to believe that the identification, evaluation and addressing of threats is 

an iterative process that may be ongoing based on the nature and extent of the engagement or 

activity. However, the Task Force accepts the point raised by some CAG Representatives and IESBA 

members who noted the importance of a separate evaluation at the end of the process.  

Task Force Proposal  

25. As noted in paragraphs 4-5 above, the Task Force has developed a new requirement to explain that 

if the PA becomes aware of new information that might impact whether a threat has been eliminated 

or reduced to an acceptable level, the PA shall re-evaluate and address that threat accordingly (see 

paragraph R120.9).  



Safeguards – Issues and Task Force Proposals 

IESBA Meeting (November/ December 2015) 

 

Agenda Item 2-A 

Page 7 of 9 

26. The Task Force has also clarified the supporting application material to remind the PA that facts and 

circumstances might change over time and new information about threats and the appropriateness 

of safeguards might come to the PA’s attention. This new application material also emphasizes the 

need for the PA to remain alert throughout the professional activity or service in order to identify 

whether the new information results in new or incremental threats to compliance with the fundamental 

principles (see paragraph 120.9 A1).  

Matter for IESBA Consideration  

6. IESBA members are asked whether they agree with the Task Force’s proposals with respect to 

re-evaluating threats at paragraphs R120.9 and 120.9 A1.  

B. Significant Changes to Section 200 (Section 300) 

Requirement and Enhanced Application Material to Address Incremental Matters for Consideration 

by PAs in Public Practice  

27. In light of the revisions that were made to the CF in Section 120, the Task Force was of the view that 

similar changes were needed in the section of the Code that deals with the application of the CF by 

PAs in public practice. In response to the feedback from the Board and the CAG at the September 

2015 meetings, the Task Force attempted to clarify the linkage and improve the alignment between 

Section 120 that applies to all PAs and Section 300 that applies to PAs in public practice.  

Task Force Proposal  

Requirement  

28. To this end, the Task Force has introduced a requirement at R300.2 to emphasize the PA’s 

responsibility to comply with each of the fundamental principles and apply the CF set out in Section 

120 to eliminate threats to compliance with those fundamental principles or to reduce them to an 

acceptable level. Also, new introductory material has been included at paragraph 300.1 to explain 

that Section 300 of the Code describes how the CF set out in Section 120 applies to PAs in public 

practice. In doing so, the Task Force intends to clarify that all the requirements and supporting 

application material in Section 120 also apply to PAs in public practice.  

Application Material  

29. The Task Force agreed that the application material in Section 300 would build on, but not repeat the 

material in Section 120. In this regard, the Task Force has made revisions to the application material 

for evaluating threats to better describe the conditions that might impact the PA in public practice’s 

evaluation of whether a threat is at an acceptable level (see paragraphs 300.2 A2 – 300.2 A6). 

Similarly, the application material relating to addressing threats in paragraph 300.2 A7 has been 

enhanced. In addition to providing streamlined versions of the examples of safeguards that were in 

the extant Code,8 the revised application material now indicates the threats that are being addressed 

in each example.  

                                                           
8   See paragraphs 200.4–200.8 of the extant Code.  
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Re-evaluation of Threats 

30. The Task Force agreed to include examples of certain facts and circumstances that when changed, 

may have an impact on the PA’s identification and evaluation of threats as well as the 

appropriateness of the safeguards applied. Recognizing that safeguards do not change, the Task 

Force is of the view that depending the nature of the changed facts and circumstances, actions that 

were already implemented as safeguards might no longer be effective in eliminating threats or 

reducing them to an acceptable level. 

PAs Versus PAs in Public Practice  

31. Carrying forward the conclusions of the Structure Task Force, the term PA is used and defined at 

first mention to mean “professional accountants in public practice and firms of professional 

accountants in practice” in Section 300. 

Matter for IESBA Consideration  

7. IESBA members are asked whether they agree with the Task Force’s proposals with respect to 

the requirement and enhanced application material to address matters for consideration by PAs in 

public practice in Agenda Item 2-B.  

C. Other Issues, Including Consequential and Conforming Amendments 

Alignment and Coordination with the Structure Task Force and Others  

32. The Task Force continues to work in close coordination with the Structure Task Force. Accordingly, 

the Task Force’s proposal at Agenda Item 2-B includes several editorial revisions that are intended 

to better align with the proposed restructuring of the Code (Agenda Item 3). For example, the word 

“may” has been replaced with “might” in many instances and paragraph numbers have been updated.  

Consequential and Conforming Amendments  

33. As part of its September 2015 agenda materials, the Structure Task Force put forth proposals for 

revising paragraphs 290.4–290.129 of the extant Code. While the Safeguards Project Proposal does 

not include those paragraphs, the Board has agreed with the Task Force’s conclusion that 

consequential amendments are needed to these paragraphs in light of the Task Force’s proposals in 

Agenda Item 2-B.  This work will be done as part of the development of the second Safeguards ED, 

which will also include proposals relating to: 

 The clarity, appropriateness and effectiveness of safeguards that pertain to NAS in extant 

Section 290 of the Code. 

 Other consequential amendments pertaining to safeguards elsewhere in the Code.  

 Documentation requirements related to safeguards, if deemed necessary, and whether there 

is a need for alignment to the requirements and application material in ISA 220.10  

                                                           
9  Paragraphs 290.14–290.12, The Conceptual Framework Approach to Independence 

10  ISA 220, Quality Control for an Audit of Financial Statements  
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34. As part of its future work, the Task Force will continue to consider whether additional guidance is 

needed in the Code to explain the differences between the evaluation of the significance of the threat 

and the acceptable level for a public interest entity (PIE) and a non-PIE. Additionally, continued 

emphasis will be given to the unique challenges faced by the SMP sector in employing safeguards 

involving the segregation of duties. 

35. To progress its work relating consequential and conforming amendments, the Task Force plans to 

liaise with other Task Forces, and in particular the Structure Task Force.   

Effective Date 

36. The effective date of the provisions pertaining to Safeguards will be aligned with the effective date of 

restructured Code (see Agenda Item 3). The EM will solicit feedback on whether this would provide 

a reasonable minimum period for effective implementation of the new provisions pertaining to 

Safeguards.  

Exposure Period  

37. The IESBA normally exposes its proposed standards for no less than 90 days. If a 90-day exposure 

period is adopted (assuming ED approval at the December 2015 meeting), the comment period would 

extend through late-March 2016. A longer exposure period will have implications regarding what can 

be discussed at the March 2016 IESBA and CAG meetings, the timing of approval of the second and 

potentially third EDs, and the final revisions to the Code pertaining to safeguards. 

Matters for IESBA Consideration 

8. What are the IESBA’s views on the matters discussed in paragraphs 36–37 above, in particular 

the exposure period to be set for the ED?   

9. IESBA members are invited to express their views on any other matters relevant to the Safeguards 

project, in particular as it relates to the approval of the Task Force’s proposed revisions at Agenda 

Item 2-B.  

 


