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Meeting: IESBA CAG Agenda Item 

H-3 
Meeting Location: New York  

Meeting Date: March 5, 2018 

Report Back – Professional Skepticism and Professional Judgment  

Objective of Agenda Item 

1. To note the report-back on the September 2017 CAG discussion regarding the new application 

relating to professional skepticism (PS) and professional judgment (PJ) developed by the PS Working 

Group. 

Project Status and Timeline 

2. Appendix 1 to this paper provides a project history, including links to the relevant CAG 

documentation. The report back on the September 2017 is included in paragraph 9 of this paper. 

Background  

3. The tripartite PS Working Group, comprising representatives of the IESBA, the International Auditing 

and Assurance Standards Board (IAASB) and the International Accounting Education Standards 

Board (IAESB), was formed in June 2015 to consider how to improve the application of PS by auditors 

from the perspective of each standard-setting Board’s (SSB’s) perspective. The IESBA does not have 

a specific commitment in its Strategy and Work Plan 2014-2018 to undertake a project on PS. 

However, since June 2015, the IESBA has been actively contributing to the activities of the PSWG, 

with a view to determining whether there are areas within the IESBA Code where there would be 

benefit in elaborating on, emphasizing or clarifying ethical considerations relating to PS in ways that 

would support and complement the discussion of PS in the International Standards on Auditing (ISAs) 

and the International Education Standards (IESs). 

4. In this regard, the IESBA has gained insights from IAASB-led initiatives aimed at enhancing PS in 

the context of audit engagements, including the June 2015 IAASB panel discussion1 aimed at further 

understanding the perspectives of certain stakeholders (in particular regulators); the December 2016 

                                                           
1  During its June 2015 meeting, the IAASB hosted a panel discussion on the topic of PS. IAASB member Prof. Annette Köhler, 

who chairs the PSWG, introduced the topic. The panel was comprised of: Jeremy Justin, Canadian Public Accountability Board’s 

Representative on the International Forum of Independent Audit Regulators’ Standards Coordination Working Group; Helen 

Munter, Division of Registration and Inspections, US Public Company Accounting Oversight Board; Doug Prawitt, Glen Ardis 

Professor of Accountancy, Brigham Young University; and Cindy Fornelli, Executive Director, Center for Audit Quality. The 

purpose of the panel discussion was to:  

 Provide IAASB members with a further understanding of the issues related to auditors’ application of PS in the context of a 

financial statement audit and raise questions with experts in this area; and 

 Consider how best to address concerns that have been raised about auditors' application of PS in audits of financial statements 

and planned next steps. 

An audio of the panel discussion is available at the IAASB’s website.  

http://www.ifac.org/news-events/2015-06/professional-skepticism-panel-discussion
http://www.ifac.org/news-events/2015-06/professional-skepticism-panel-discussion
https://www.ifac.org/news-events/2015-06/professional-skepticism-panel-discussion
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IAASB-commissioned summary of academic research; and the December 2015 Invitation to 

Comment (ITC), Enhancing Audit Quality in the Public Interest: A Focus on Professional Skepticism, 

Quality Control and Group Audits. Based on its work, the PSWG concluded that there is an important 

link between the application of PS and compliance with the fundamental principles and recommended 

that a description of that linkage be developed in the Code. 

5. In response to the PSWG recommendation, in March 2017, the IESBA approved a project to develop 

application material to: 

(a) Describe how compliance with the fundamental principles in the Code supports the exercise of 

PS in the context of audit and other assurance engagements; and  

(b) Emphasize the importance of professional accountants (PAs) obtaining a sufficient 

understanding of the facts and circumstances known to them when exercising PJ in applying 

the conceptual framework to comply with the fundamental principles and where applicable, be 

independent.  

6. In April 2017, the IESBA approved an Exposure Draft (ED), Proposed Application Material Relating 

to Professional Skepticism and Professional Judgment which was released in May 2017. The 

deadline for comments on the ED was July 25, 2017. The IESBA considered respondents’ feedback 

on the ED at its September and December 2017 meetings.  

IESBA Activities since September 2017 CAG Meeting  

7. At its December 2017 meeting, the IESBA approved the text of the International Code of Ethics for 

Professional Accountants (including International Independence Standards) (the “restructured 

Code”) which includes among other revisions and restructuring changes, new application material 

relating to PS and PJ.2 The new application was developed under the PS (short-term) project.   

IESBA Interaction with CAG  

8. This Report Back serves as the final update to the CAG Representatives on this project. There are 

no issues being raised at this time, as the project is now finalized. 

Report Back on September 2017 CAG Discussion 

9. Below are extracts from the draft minutes of the September 2017 CAG meeting3 and an indication of 

how the Task Force/IESBA has responded to CAG Representatives’ comments. 

Matters Raised Task Force /IESBA Response 

Mr. Koktvedgaard questioned the appropriateness 

of the word “commensurate” as used in the 

second sentence of paragraph 120.5 A14 which 

Points taken into account.  

                                                           
2  Subject to Public Interest Oversight Board (PIOB) approval, the restructured Code is expected to be released by early April 

2018. Additional information about the restructured Code, including its effective date is available at: 

www.ethicsboard.org/restructured-code.  

3 The September 2017 CAG minutes will be approved during the March 2018 IESBA CAG meeting. 

4   Part 1 – Complying with the Code, Fundamental Principles and Conceptual Framework, Section 120, The Conceptual 

Framework 

http://www.iaasb.org/system/files/meetings/files/20151207-IAASB-Agenda_Item_7B-Executive-Summary-State_of_Art_Research_Related_to_Auditor_Professional_Skepticism-final_0.pdf
https://www.ifac.org/publications-resources/invitation-comment-enhancing-audit-quality-public-interest
https://www.ifac.org/publications-resources/invitation-comment-enhancing-audit-quality-public-interest
http://www.ifac.org/publications-resources/exposure-draft-proposed-application-material-relating-professional-skepticism
http://www.ifac.org/publications-resources/exposure-draft-proposed-application-material-relating-professional-skepticism
http://www.ethicsboard.org/system/files/meetings/files/IEBSA-Restructured-Code-Approved-Text-Clean-final_1.pdf
http://www.ethicsboard.org/system/files/meetings/files/IEBSA-Restructured-Code-Approved-Text-Clean-final_1.pdf
http://www.ethicsboard.org/restructured-code
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Matters Raised Task Force /IESBA Response 

reads “Professional judgment in turn involves the 

application of professional knowledge, skill and 

experience, commensurate to the nature and 

scope of the professional activity...” 

In response to Mr. K’s question the first sentence in 

paragraph 120.5 is clarified as follows: 

 “Professional judgment involves the 

application of relevant training, 

professional knowledge, skill and 

experience commensurate to the nature 

and scope of the professional activity with 

the facts and circumstances, including the 

nature and scope of the particular 

professional activities, and the interests 

and relationships involved. 

Mr. Dalkin questioned whether the new applicable 

material relating to PJ in the Code was consistent 

with the material relating to PJ in the IAASB’s 

International Standards. 

Point accepted.  

Except for the use of the phrase, “….professional 

knowledge, skill and experience ….,” the first 

sentence in paragraph 120.5 A1 of the restructured 

Code is now more closely aligned with the 

description of PJ in ISA 200.5   

The words “professional” and “skill” are used in the 

new application material in order to be consistent 

with existing terminology that is already used in the 

Code (see description of professional competence 

and due care in paragraphs 110.1 A16 and R113.1).  

Mr. Iinuma noted that the Code establishes the 

expectations of PAs regarding compliance with 

the fundamental principles. Firms’ role in that 

regard is essential in that it is important for them to 

establish a quality control system to enable all 

their professional staff to comply with the Code. 

Accordingly, he hoped that the IESBA would 

coordinate its work on the longer-term with the 

IAASB’s Quality Control project.  

Point accepted.  

Mr. Fleck noted that the way firms establish a quality 

control system to enable compliance with 

independence and other ethical requirements is a 

separate issue not within the scope of this project. 

Whether there should be an equivalent of an ISQC 

17 for ethics has not been discussed by the IESBA. 

Mr. Fortin wondered about the merit of 

establishing the linkage between the fundamental 

principles and PS in the short-term project when 

Point taken into account. 

During the CAG meeting discussion, Mr. Fleck 

responded that the starting point is PS as clearly 

defined in the IAASB’s standards. He also explained 

                                                           
5  ISA 200, Overall Objectives of the Independent Auditor and the Conduct of an Audit in Accordance with International 

Standards on Auditing 

6  Part 1, Section 110, The Fundamental Principles 

7  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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Matters Raised Task Force /IESBA Response 

the definition of PS will not be reviewed until the 

longer term initiative.  

Mr. Hansen wondered about the word “supports” 

in the statement describing the relationship 

between the fundamental principles and PS in 

paragraph 120.13 A1, noting that it can be 

confusing which way it should work. 

that there are broader issues relating to PS that will 

be addressed as part of a longer-term project. He 

noted that as an interim step, the focus of the short-

term project is on explaining the relationship 

between PS and the fundamental principles in terms 

of how the latter support the former in the context of 

audits and other assurance engagements. 

As noted in paragraph 5 above, the new application 

material relating to PS was developed in response 

to the PSWG’s recommendation and recognizing the 

public interest in promoting the application of PS in 

audits, reviews and other assurance engagements.  

Notwithstanding its plans for future work on the topic 

of PS, the IESBA determined that it should not 

withhold an immediate response to specific requests 

for clarification about how compliance with the 

fundamental principles supports the exercise of PS 

in the audit and assurance context. 

Mr. Fortin noted that PS is precisely about being 

concerned about a matter and acting on it. He 

added that he would have an issue if the auditor 

was concerned about a matter but failed to take 

appropriate action knowing that something was 

not right. He therefore perceived a disconnect 

between the fundamental principle of integrity and 

PS. Mr. Bradbury concurred, noting that the 

example which explains how the fundamental 

principle of integrity supports the exercise of PS in 

an audit should capture this point more crisply.  

Point accepted.  

During the meeting, Mr. Fleck acknowledged the 

point, noting that the Task Force would revisit the 

example. 

The example relating to integrity in the new 

application material relating to PS has been revised 

(see first bullet in paragraph 120.13 A2).  

 

Matter for CAG Consideration 

10. The CAG is asked to note the report back. CAG Member Organizations are strongly encouraged 

to join the IESBA in promoting awareness of the revised and restructured Code to support its 

effective implementation.  

Material Presented – FOR IESBA CAGs REFERENCE PURPOSES ONLY  

[link only] Approved text for the Restructured Code  

 

  

http://www.ethicsboard.org/system/files/meetings/files/IEBSA-Restructured-Code-Approved-Text-Clean-final_1.pdf
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Appendix 1 

Project History 

Project: PS and PJ   

Summary 

 CAG Meeting IESBA Meeting 

Project commencement September 2016 September 2016 

Development of proposed international 

pronouncement (up to exposure) 

September 2016 

December 2016 

(teleconference) 

March 2017  

September 2016 

December 2016  

March 2017  

April 2017 (teleconference) 

Exposure Draft May 2017 – July 2017 

Consideration of significant comments on 

Exposure Draft  

September 2017 

 

September 2017 

 

Approval  n/a December 2017  

CAG Discussions: Detailed References 

Project 

Commencement 

September 2016 

See Joint IAASB and IESBA CAG meeting material here (see Agenda Items 

J3, J3-A, J3-B, J3-C, J3-D, J3-E) and Joint IAASB and IESBA CAG meeting 

minutes (see section J3).  

Development of 

proposed 

international 

pronouncement (up to 

exposure) 

 

December 2016 

See IESBA CAG meeting material here (see Agenda Items A, A-1 and A-2) 

and approved CAG teleconference meeting minutes. 

March 2017 

See IESBA CAG meeting material here (see Agenda Items B, B-1, B-2 and 

B-3) and approved CAG meeting minutes. 

Consideration of 

significant comments 

on Exposure Draft 

September 2017  

See IESBA CAG meeting material here (see Agenda Items B, B-1 and B-2) 

and CAG teleconference meeting minutes at Agenda Item A (see section B). 

 

http://www.ethicsboard.org/cag/meetings/september-13-14-2016-new-york-usa
http://www.ethicsboard.org/meetings/september-26-30-2016-new-york-usa
http://www.ethicsboard.org/cag/meetings/september-13-14-2016-new-york-usa
http://www.ethicsboard.org/cag/meetings/iesba-cag-teleconference-december-7-2016-800-1000-am-eastern-standard-time
http://www.ethicsboard.org/cag/meetings/iesba-cag-teleconference-december-7-2016-800-1000-am-eastern-standard-time
http://www.ethicsboard.org/cag/meetings/march-6-2017-new-york-usa
http://www.ethicsboard.org/meetings/september-26-30-2016-new-york-usa
http://www.ethicsboard.org/meetings/december-12-15-2016-new-york-usa
http://www.ethicsboard.org/meetings/march-13-15-2017-ifac-offices-new-york
http://www.ethicsboard.org/meetings/iesba-board-conference-call-april-18-2017-800-1000-am-eastern-standard-time
http://www.ethicsboard.org/cag/meetings/september-12-13-2017-madrid-spain
http://www.ethicsboard.org/meetings/september-19-22-2017-aicpa-offices-new-york
http://www.ethicsboard.org/meetings/september-19-22-2017-aicpa-offices-new-york
http://www.ethicsboard.org/cag/meetings/september-13-14-2016-new-york-usa
http://www.ethicsboard.org/cag/meetings/september-13-14-2016-new-york-usa
http://www.ethicsboard.org/cag/meetings/iesba-cag-teleconference-december-7-2016-800-1000-am-eastern-standard-time
http://www.ethicsboard.org/cag/meetings/march-6-2017-new-york-usa
http://www.ethicsboard.org/cag/meetings/september-12-13-2017-madrid-spain

