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Long Association –  
Compilation of General Comments in Response to August 2014 Exposure Draft 

Note: This supplement has been prepared for information only. Comprehensive summaries of the significant comments received on the August 
2014 Exposure Draft Proposed Changes to Certain Provisions of the Code Addressing Long Association of Personnel with an Audit or Assurance 
Client, and the Task Force’s related analyses of significant issues were presented at the January and April 2015 IESBA meetings. All comment 
letters on the ED can be accessed here. 

Please consider the environment before printing this supplement. 

 

# Respondent Respondent’s Comment 

1.  AAA SCAS The consensus of the AAA Auditing Standards Committee (we) is that there is a need to improve the balance between the familiarity 
treat that comes by long association with the client and the need to maintain appropriate knowledge and experience to support audit 
quality.  As a basis for the proposal, IESBA evaluates whether the current time-on/time-off period of 7/2 remains appropriate to 
address the treat of long association for key audit partners (KAPs) of a public interest entity (PIE). We agree with the IESBA of the 
need to propose changes to increase the cooling-off period for KAPs of PIEs, after-all, under the current Code of Ethics an individual 
can serve as a KAP for up to 14 out of 16 consecutive years assuming that the KAP returned to the audit after the cooling-off period.  
While the long association relative to the short time-off period may have a positive impact on audit effectiveness due to auditor 
learning and knowledge, there is the potential negative impact because of the risk of familiarity threat (such as complacency and 
reduced professional skepticism) that increases with length of time as KAP. 

2.  ACCA According to page 6 of the consultation, ‘[t]he IESBA recognizes that the issues are finely balanced and that any change must be 
seen by stakeholders as being substantive’, and we would completely agree with this assertion. In addition, any substantive change 
must improve clarity, and it may be difficult to achieve this given the need to overlay the proposals with local jurisdictional rules. The 
need to achieve clarity is particularly relevant to small and medium practices (SMPs), not only because they have more limited 
resources when a need to rotate staff arises, but also because they may lack the in-house technical resources needed to fully 
comprehend the detailed and ever-changing requirements of the Code. With this in mind, the merits of focusing on the conceptual 
framework for recognising and addressing threats to objectivity are clear. 

We are surprised by the statement on page 7 of the consultation that developments in the area of audit firm rotation are ‘outside the 
scope of this project’. If, as suggested, such developments indicate a lack of confidence in the effectiveness of partner rotation, then 
surely it must be worth exploring, at this stage, whether firm rotation should, in fact, be the area of focus. While ACCA would not 

http://www.ifac.org/publications-resources/proposed-changes-certain-provisions-code-addressing-long-association-personne
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advocate a prescriptive approach within the Code to audit firm rotation, a ‘comply or explain’ approach to the rotation of the audit firm 
would be a proportionate response to the issue currently being addressed. This would still leave scope for the rotation of audit (or 
assurance) personnel to feature in the firm’s (and its client’s) explanation of why it should continue to act (together with other factors 
unique to the particular assignment). Our comments below are set against our position that we are not in favour of the mandatory 
rotation of audit personnel. 

We welcome the proposal that the changes to the Code should include appropriate guidance on evaluating the threats and possible 
safeguards arising through long association. This is particularly relevant to SMPs – a group which, we fear, might have been under-
represented in the IESBA’s consultations. However, we have set out below how the proposed guidance might be greatly improved. 

In respect of public interest entities (PIEs), the proposed changes go a long way towards addressing the threats arising out of 
familiarity at key audit partner (KAP) level. However, there is a deeper issue at firm level. This concerns the firm’s strategy for obtaining 
and retaining clients, and the emphasis that firms place on relationship-building to support this endeavour. 

SMPs 

This consultation response is provided with focus on the public interest. However, we should emphasise that the IAESB should 
consider the operational aspects for SMPs – particularly those that audit PIEs. Resource limitations within such firms would frustrate 
their ability to interpret the detailed requirements, as well as implement them using personnel of the required knowledge and 
experience. 

There are also costs associated with tracking the independence requirements. The independence records relating to specific partners, 
audit staff and PIEs would result in higher costs and complicated planning procedures, and these problems would be exacerbated by 
variances in the rotation requirements of different jurisdictions and the IESBA Code. In addition to our concerns that complicated 
provisions within the Code will give rise to inadvertence breaches, we are also concerned about further concentration in the PIE audit 
market due to SMPs no longer having the resources to ensure compliance with the Code. 

Effective Date  

Despite our view that the proposed changes to the Code would diminish its clarity and transparency, we believe that the proposed 
effective date of 15 December 2017 should allow those firms with adequate resources sufficient time to review their rotation 
requirements and plan accordingly. 

3.  AICPA We support the IESBA’s objective of setting high-quality ethics standards for professional accountants around the world and facilitating 
the convergence of international and national ethics standards. We further support the Board’s decision to consider whether the 
IESBA Code’s provisions on Long Association of Personnel with an Audit or Assurance Client remain appropriate for addressing the 
threats created by such relationships.   
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While we agree that threats to independence may be created due to long association with an audit client and partner rotation 
requirements are appropriate for key audit partners of public interest entities, we also are mindful that the benefit of a “fresh set of 
eyes” must be appropriately balanced with the cost of loss of continuity and institutional knowledge that a recurring partner brings to 
an audit engagement and therefore, such requirements must not have the unintended consequence of diminishing audit quality.  
Accordingly, we ask the Board to be mindful of this important balance when considering any further revisions to the long association 
provisions. 

4.  Altaf Noor Ali 1. Rotation of Audit Team Members. The Board should endeavor to reinforce rotation-triggering mechanisms at the firm-level. There’s 
no safeguard / triggering mechanism proposed to prompt firms to consider rotation of an individual; what’s proposed is evasive. Bound 
the firms to diligently do ‘audit governance’ by reviewing any threats to the independence of all members of the audit team annually; 
and progressively so, for those with longer associations with a client. The length of time-on period should not be automatic for the 
KAP or for any individual of the audit team but subject to an annual consideration by the firm.  

2. Disclosure of the length of Time-On Period in Audit Report. We recommend audit report to contain disclosure of number of years, 
if more than one, for same Engagement Partner along with the name. Furthermore, we do not see seven years’ time-on period for 
Key Audit Partner as desirable unless permitted by the specific jurisdiction. In our opinion, at maximum three audit cycles of five years 
each may be permitted with a five-year cooling period after the fifth and the tenth, or as permitted by the local regulations. This could 
potentially be 15 out of a total of 25 years for audit team members.  

3. Family and Personal Relationships with clients.  Interests and relations (family and personal) of the team members with a client 
may be a significant threat to independence. The reality warrants a specific reference in Section 290.148A as a threat.  

4. Pre-screen Audit Team Members based on self-disclosure. Reinforce auditor’s independence by pre-screening audit team 
members for conflict of interest or any other threats. Let members of the audit team to self-disclose or certify in writing to the firm of 
previous audit or assurance engagements on the audit client; and if there are circumstances (interests and relationships ) that may 
give rise to threats mentioned in the Code. The firm decides on these inputs before assigning anyone to the client. The members of 
the audit team bound to self-disclose for any fresh interest or relation created while the assignment is in progress. 

5. Insert cross-references and make the text user-friendly by using plain English in the Code. Enclosure 1 to these comments shows 
the clean proposed sections original text with our thoughts. Also, merge near identical paras where possible (see our response to 
Q.13). User-friendly IESBA Code of Ethics with total reformatting and redrafting is recommended. 

5.  ANAN (a) ANAN believes that the proposed changes will pose some challenges to SMPs especially with regard to Logistics and ability 
to provide enough staff to bridge the gap of the cooling off period.  The consolation is that most SMPs do not have large number of 
quoted or public interest entities that will require the rotation/the cooling-off arrangement. 
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(b) Developing Nations 

ANAN as an Accountancy body in a developing nation does not foresee any notable difficulty in applying these changes.  It is rather 
a welcome development needed to further strengthen professional ethics to engender the preparation of reliable financial statements. 

(c) Effective Date 

ANAN agrees that though the proposed changes are very fundamental and substantive, nevertheless in our view, the effective date 
of December 15, 2017 seem long enough for firms to adjust to the changes. 

6.  APESB APESB’s key recommendations for IESBA’s consideration are: 

• As evidence from fact-based research has not been provided in the Explanatory Memorandum to the Exposure 
Draft to support the proposed five-year cooling-off period for the Engagement Partner of a PIE, APESB believes 
that the existing two-year period remains appropriate. Furthermore under the existing arrangements, the audit 
regulator or National Standards Setter (NSS) of any local jurisdiction can determine whether a longer cooling-off 
period is required taking into consideration jurisdictional specific issues; 

• If IESBA believes, despite there being no evidence from fact-based research,  that it needs to address the 
perceptions of important stakeholders, then APESB would support increasing the cooling-off period from two years 
to three years for the Engagement Partner of a PIE. This approach will allow flexibility for the audit regulator or 
NSS of local jurisdictions to determine whether a longer cooling-off period (i.e. four or five years) is required taking 
into consideration jurisdictional specific issues;  

• APESB is of the view that the cooling-off period for the Engagement Partner and Engagement Quality Control 
Reviewer (EQCR) for a PIE should be the same and that they should not be allowed to perform any other function 
(i.e. limited consultation role) during the cooling-off period; 

• In order to trigger the maximum cooling-off period applicable to a Key Audit Partner (KAP)  who has served time 
as an Engagement Partner for a PIE, we believe that the KAP should serve at least three years out of a seven-
year period as the Engagement Partner rather than the one year as proposed; and 

• We suggest that IESBA define the term ‘senior personnel’ to include personnel who are involved in audit 
management and limit the application of the long association provisions to these ‘senior personnel’. 

(a)  Impact on SMPs 
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IESBA’s proposals in the Exposure Draft may have a significant adverse impact on SMPs and may lead to unintended consequences 
such as forced audit firm rotation, the inability of Engagement Partners to maintain specific industry knowledge and reduced 
competition in the audit services market. 

(b)  Impact on Preparers (including SMEs), and users (including regulators) 

SMEs account for the vast majority of businesses in Australia and globally. Those SMEs which are PIEs are likely to be unfavorably 
impacted due to the impact the proposals have on their audit firms. 

From a preparer and SME’s perspective, compared to auditor rotation, they place more importance on matters such as: 

• calibre and quality of the Engagement Partner and the audit team; 

• receiving a professional service from the Engagement Partner best suited for the Engagement;  

• continuity of the Engagement Partner and the audit team; and 

• changes which benefit the audit or assurance client i.e. a ‘fresh set of eyes’ that reduces the likelihood of complacency. 

(c) Developing Nations – Not applicable 

(d) Translations –  Not applicable 

(e) Effective Date  

APESB is of the view that IESBA’s proposals in the Exposure Draft will require firms to make significant changes to their systems and 
processes to enable them to properly implement the requirements. Subject to IESBA’s final conclusions in respect of the cooling-off 
period, IESBA will have to perform an assessment whether the proposed effective date will provide sufficient time for firms to make 
the necessary changes. 

7.  Auditor General 
NZ 

As a general observation, we note that there are many small nations who, in common with New Zealand, have a predominance of 
small and medium practices (SMPs). Our submission highlights the practical difficulties that countries dominated by SMPs will have 
in applying the proposals in the Exposure Draft to public interest entities (PIEs). 

We strongly disagree with the IESBA proposal to extend the cooling-off period to five years for the engagement partner on the audit 
of PIEs. The main reason for our disagreement is because of the significant practical difficulties of applying the proposal to PIEs. Our 
suggestion is that the IESBA specify, as a minimum requirement, that the extended cooling-off period for engagement partners is 
limited to listed entities. Local standards setters should then be permitted to extend this requirement to other entities if it is appropriate 
and practical to do so in their respective jurisdictions. 

In addition, there is a particular issue around the rotation of the EQCR that is not addressed in the Code, or in the Exposure Draft, 
that we believe requires consideration. Page 10 of the Explanatory Memorandum explains the important role played by the EQCR, 
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and describes the work of the EQCR as akin to an independent internal quality control process. In our view, the independence of the 
EQCR from the operational aspects of the audit is fundamental to the EQCR role. Therefore, it follows that the EQCR can move 
directly from the EQCR role to another KAP role without a cooling-off period, as long as the move occurs within a seven-year time-
on period. However, the effectiveness of the EQCR role would be significantly diminished if the individual is able to move directly from 
an operational role to an EQCR role, within a seven-year time-on period, without a cooling-off period. This is because the individual 
performing the EQCR would be monitoring their own work (carried out in a prior period), and this would effectively negate the benefit 
of the EQCR. 

(a)  Small and Medium Practices (SMPs) –The IESBA invites comments regarding the impact of the proposed changes for 
SMPs. 

New Zealand is a small country with a population of less than 5 million people. New Zealand is dominated by SMPs, and our responses 
to the questions raised by the IESBA reflect a SMP perspective. 

(b)  Preparers (including SMEs) and users (including Regulators) – The IESBA invites comments on the proposed changes from 
preparers, particularly with respect to the practical impacts of the proposed changes, and users. 

We have no comments to make on the Exposure Draft from a preparer’s or user’s perspective. 

(c)  Developing Nations – Recognizing that many developing nations have adopted or are in the process of adopting the Code, 
the IESBA invites respondents from these nations to comment on the proposed changes, in particular, on any foreseeable difficulties 
in applying them in a developing nation environment. 

Developing nations face difficulties in applying the certain requirements of the Code when both auditing and financial reporting 
expertise is in short supply. 

(d)  Translations – Recognizing that many respondents may intend to translate the final changes for adoption in their own 
environments, the IESBA welcomes comment on potential translation issues respondents may note in reviewing the proposed 
changes. 

We have no comments to make on potential translation issues. 

(e)  Effective date – Recognizing that the proposed changes are substantive, would the proposal require firms to make significant 
changes to their systems or processes to enable them to properly implement the requirements? If so, do the proposed effective date 
and transitional provisions provide sufficient time to make such changes? 

Whatever proposals are decided, it is very important that practitioners are given a significant lead time to implement the requirements. 
For instance some SMPs may need to completely re-organize their practice, or merge with another practice, to be able to comply 
with the requirements. 



Compilation of General Comments 
IESBA Meeting (November/December 2015) 

 

Supplement A to Agenda Item 5 
Page 7 of 50 

# Respondent Respondent’s Comment 

8.  Bert Edwards Apparent Application - The wording seems to identify the changes are applicable to audit firms and their clients limited to “public 
interest entities” that are “listed”, presumably meaning listed on a stock exchange. However, there are many types of entities whose 
securities are not “listed,” but are nonetheless publicly traded, e.g., “over-the-counter” other means.  These entities include real estate 
investment trusts (REITs), master limited partnerships (MSLs, which are relatively new, but being increasingly used in capital-intensive 
industries), non-listed publicly-held entities, and state and local governments whose municipal bonds are widely held (there are over 
10,000 state and local “municipal” governments with one or more series of bonds would require them to register with the SEC under 
the Securities Acts, but for an exemption therefrom specified in the respective Acts).  The final standard should clearly define PIEs 
and provide guidance for these types of entities? 

Complex Entities – There may be a significant number of complex entities where one or more subsidiaries or controlled investees 
have a different audit firm and whose principal audit firm relies on the reports of such separately-audited affiliates. Would the proposed 
revised standard apply to these audit firms?  

Key Audit Partner – It is possible that a KAP could change audit firms, and the original client is acquired by the new KAP’s audit firm. 
Would the tenure requirements treat this situation as a consecutive year as KAP, restart the tenure years, or propose some other 
method.  This could also occur in a merger of audit firms.  

Impact of Potential Other Standard-Setters – The tenure rules of IESBA might conflict with other standard-setters, e.g., in the United 
States, the New York Stock Exchange has a shorter tenure than the ED, and other standard-setters, e.g., the PCAOB, SEC, other 
stock exchanges, legislation in other countries, or the AICPA might specify a different tenure for KAPs. In such instances, the final 
IESBA standard should provide guidance, e.g., the shortest tenure should apply. 

IESBA Information – In my experience, members of the standard-setting body are generally specified in “due process” documents 
and the final standards.  There is no such disclosure in the ED. 

9.  CAANZ We commend the IESBA’s efforts to promote and enhance objectivity and professional scepticism. We agree it is essential that audit 
and assurance teams and firms are independent, both of mind and in appearance, of their clients and we support a common 
international framework for making that assessment. However, while we support review of the framework and continuing work to 
enhance the framework if required due to changing circumstances, we do not support the specific proposals in this ED.  

We understand that the IESBA is responding to a perceived need for change, and we have always been strong supporters of change 
that leads to increased audit quality as this is in the public interest. However, we do not believe that a move to a five year cooling-off 
period for engagement partners will achieve this aim. No evidence has been presented in the proposals to support the proposition 
that increasing the cooling-off period will improve audit quality. In fact, we believe that increasing the cooling-off period to five years 
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will have a number of consequences which have the potential to adversely impact audit quality. This view is shared by a clear majority 
of the members we consulted with. 

We believe that other approaches which strengthen auditor independence without negatively impacting audit quality, such as a comply 
or explain model, should be further explored. We do not consider there is an issue in the Australian or New Zealand market with the 
current requirements in place, including the two year cooling-off period coupled with the ECQR process. We believe these; along with 
audit firms’ own systems of quality control already achieve the objective of maintaining a robust independence framework. In addition, 
independent internal and external quality reviews, use of an auditor’s expert for specialist areas, natural turnover of audit team and 
client personnel, provide adequate safeguards.  

Should the proposals proceed, our members emphasised the importance of an adequate lead time to enable them to plan for 
engagement partner rotation. 

10.  CAI Extending the general provisions to all individuals in the audit team 

AAC does not support the proposal to apply the general provisions to evaluating the potential threats created with respect to all 
individuals on the audit team, rather than to ‘senior personnel’, as per the extant 2014 Code.  AAC does not consider that the extension 
of the requirements to all individuals involved in the audit is a workable proposal in practice.   The management by audit firms of 
independence and succession issues on large group audits is a significant challenge as it stands under the current requirements, and 
the proposal to extend the responsibilities to all individuals would, in AAC’s opinion, be overly complex and burdensome.  AAC would 
also have significant concerns about the potential negative impact this could have on audit quality, particularly in terms of reducing 
the pool of resources available to move into more senior roles on such audits over time.  AAC does not consider that the independence 
issues being addressed by this particular aspect of the proposals have been sufficiently identified and justified in the ED to warrant 
the amendments. 

Extending the cooling-off period to Engagement Partners on all PIE audits 

AAC considers that there should be a distinction made between listed PIEs and other PIEs, and that the extension of the mandatory 
cooling-off period to five years should only apply to the engagement partners on the audit of listed PIEs.  AAC considers that this 
would be consistent with the approach taken by the Financial Reporting Council in the UK and by the US SEC. 

Restriction on activities during the cooling-off period 

AAC supports the concept of restricting the activities of rotated out key audit partners (KAPs) such that they cannot exert any influence 
on the audit engagement.  AAC does not support, however, the reference in paragraph 290.150B to such KAPs not undertaking any 
activity that would result in the individual “having significant or frequent interaction with senior management or those charged with 
governance”.  This clause is overly restrictive and would potentially prevent an engagement partner or other KAP having any 
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involvement with the client, regardless of whether the service to be provided has any significance to the audit.  AAC suggests that 
the IESBA focuses on the aspect of preventing the exertion of any influence on the audit.  In that regard, AAC considers that the 
wording of paragraph 14 of the APB Ethical Statement 3 Long Association with the Audit Engagement (APB ES 3) achieves a high 
degree of clarity: 

“Where an audit engagement partner continues in a non-audit role having been rotated off the engagement team, the new audit 
engagement partner and the individual concerned ensure that that person, while acting in this new role, does not exert any influence 
on the audit engagement. Positions in which an individual is responsible for the firm's client relationship with the particular audited 
entity would not be an acceptable non-audit role.” 

Reference in the Code to ‘PIEs’ 

AAC is concerned that the reference in the Code to ‘PIEs’ could cause a lack of clarity as different jurisdictions have different legal 
and regulatory definitions of what constitutes a ‘PIE’.  For instance, Public Interest Entity is a term defined in the 2013 EU Statutory 
Audit Directive (2013/34/EU) to include an entity ‘governed by the law of a Member State and whose transferable securities are 
admitted to trading on a regulated market of any Member State’, whilst the Code defines PIE more widely to include any ‘listed entity’.  
To avoid any confusion, AAC considers it would be helpful if the terminology were changed in the Code to include a differentiator, for 
instance ‘Code PIE’ or similar. 

AAC considers the timeframe for the introduction of the amendments to be reasonable, i.e. for application to the audit of financial 
statements beginning on or after 15 December 2017.  AAC considers that this will allow sufficient time for audit firms to amend their 
independence and succession processes and systems. 

However, AAC noted that there appears to be an inconsistency between the explanation of the ‘Effective Date’ proposals and the 
table - ‘Illustration for a partner who has served as a KAP’ - presented on page 15 of the ED. 

The effective date is stated as being “for the audits of financial statements for years beginning on/after 15 December 2017”, thus the 
table reflects the example of financial year ended 31 December 2018 as being the first period for the application of the new rules.  On 
that basis, the presentation in the table would appear to be correct. 

However, the explanation just prior to the table also states “Accordingly, if a KAP is in the middle of a two-year cooling off period 
when the provisions become effective, the old provisions will apply in the first year of the cooling off and the new provisions in the 
second.  The meaning of this is unclear and open to a number of different interpretations, and would not appear to be reflected in the 
table. 
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AAC suggests that the wording of this explanation be amended to state that if a cooling-off period has started prior to the effective 
date, then the old provisions (i.e. a 2-year cooling off period) apply and if the cooling-off period begins on/after the effective date, the 
new provisions (i.e. a 5-year cooling off period) apply. 

11.  CISPA CISPA has sought the feedback of its members and for some aspects of the proposed changes there are differing views which reflects 
CISPA’s membership, comprising large audit firms, SMPs and professional accountants in business representing the audit clients’ 
perspective. 

Overall, it is understood that the large audit firms already have systems in place for rotation that would comply with the proposed 
amendments to the Code. Obviously auditor rotation presents challenges for SMPs but it is noted that para 290.153 remains in the 
Code and CISPA will consider issuing direction on when rotation is not required and what alternative safeguards are appropriate. 

In the case of the Cayman Islands, the vast majority of audited entities fall outside the definition of a public interest entity and thus 
the changes have limited application. However, CISPA encourages its members to observe the spirit of the Code and thus has 
considered the implications of the proposals on all types of audits. 

The market profile of the Cayman Islands also means that the audit clients are typically SMEs and this has a bearing on the 
responsibilities and capabilities of “Those Charged with Governance”. In particular, there is often no Audit Committee in SMEs/Non-
PIEs but interestingly we received views from the market that TCWG should be mindful of its own independence and objectivity when 
engaging auditors, which is more an issue of corporate governance within the client, than independence for the auditors. In principle 
TCWG need to take a more active role in the monitoring of auditor independence, although it depends on the size and nature of the 
entity.  

Generally, CISPA supports a view that Independence should be an overriding principle, which takes precedence over specific rotation 
rules and this should be made clear in the Code, perhaps by moving new section 290.150C and D to before 290.148. 

The Code and amendments have different impacts on firms depending on their size and location and thus the anti-competitive effects 
of prescribed rules should be considered in relation to the public interest. Presumably it is for each jurisdiction to evaluate this as 
market profiles will differ. 

12.  CNCC As an introductory remark, we would like to highlight that in our opinion the modifications which are proposed in the exposure draft 
should be included in the IESBA project dealing with the structure of the code as they are mainly guidance for the cooling off period 
and would not change the period on of the engagement. Hence there is no real emergency.    

We also believe that particular attention should be paid when introducing guidance in the code does not lead to the introduction of 
new requirements through the use of the word shall. We would like to emphasize that the code must remain a principle-based Code 
: readers can see lists of examples as “black lists” (prohibitions) and those not listed as potentially permitted ; guidance and examples 
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must remain illustrative and should not be perceived as to rules in a principle-based Code. Finally, we would like to draw your attention 
to the European reform of audit which provides rotation requirements for key audit. The code should converge or help convergence 
by providing principles that can accommodate different circumstances so that the member states can comply with both the code and 
the new regulation. 

(a) Small and Medium Practices (SMPs) –The IESBA invites comments regarding the impact of the proposed changes for SMPs 

We would like to highlight that when there is a small number of partners within the same firm, it may be difficult to comply with the 
rotation requirements. We wish the IESBA would explore alternatives to rotation for SMPs. In some cases, the rotation and cooling-
off period rules could have an anti-competitive effect for small accountants’ offices and lead to more market concentration. 

(e) Effective date – Recognizing that the proposed changes are substantive, would the proposal require firms to make significant 
changes to their systems or processes to enable them to properly implement the requirements? If so, do the proposed effective date 
and transitional provisions provide sufficient time to make such changes?  

We would like to emphasize the strategic importance of consistency between these proposed provisions and the new EU audit 
legislation. The European Regulation (EU) No 537/2014 on specific requirements regarding statutory audit of public-interest entities 
states that the “[…] the Key Audit Partners (KAP) responsible for carrying out a statutory audit shall cease their participation in the 
statutory audit of the audited entity not later than seven years from the date of their appointment. They shall not participate again in 
the statutory audit of the audited entity before three years have elapsed following that cessation. […] ”. Furthermore, the Regulation 
requires the statutory auditor or the audit firm to “establish an appropriate gradual rotation mechanism with regard to the most senior 
personnel involved in the statutory audit […]”. 

We share the views expressed by FEE: a holistic approach is crucial to analyze how the different rotation requirements, mandatory 
firm rotation, KAP rotation, and rotation of engagement partners and senior personnel will interact together and what their impact 
would be on audit quality. In this respect, the impact assessment does not disclose whether IESBA has laid sufficient emphasis on 
this issue in developing the ED. 

13.  CPA Aus CPA Australia concurs with the assertions made in the ED regarding the importance of auditor independence both in mind and 
appearance. While supporting many of the improvements to the Code of Ethics for Professional Accountants (the Code) set out in 
the ED, CPA Australia is unable to support the key proposal to increase the cooling-off period for the engagement partner from 2 
years to 5 years, as clear evidence has not been provided indicating that such a change would result in a positive impact on audit 
quality. 

See the response to question 14 of the Request for Specific comments set out in Supplement B to Agenda Item 5. 
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14.  CPA Canada One general area of concern is the possible impact on smaller firms and consequential impacts on accessibility and cost of services. 
An additional suggestion is to issue any amendments that may be approved by the IESBA at the same time as any amendments 
arising from the recent IESBA Exposure Draft on Non-assurance Services. 

(a) Small and Medium Practices (SMPs) 

As noted above, one consequence of the change is the possible consolidation of small firms. If this also results in firms moving out 
of smaller communities, the ability to find practitioners may be impaired, and the cost of the engagements could increase if travel is 
required, etc. The potential need for small and medium firms to seek advice and assistance from outside the firm is another possible 
consequence that could impact the cost of engagements. There remains a question as to whether there is sufficient anticipated 
improvement in the perception of independence to outweigh these possible impacts of the proposals. 

(b) Preparers (including SMEs) and users (including Regulators)  

If the regulator referred to in 290.153 (with the role of granting exemptions to partner rotation requirements) is a self-regulatory body 
for professional accountants, this role would conflict with its other regulatory responsibilities. 

(c)  Developing Nations  

Developing nations are likely to experience some of the same issues as nations such as Canada, where there is, except in 
concentrated areas, a limited availability of resources (experienced practitioners). 

 (e)  Effective date  

The effective date appears to provide reasonable lead time to adapt as necessary to the possible changes. 

15.  Crowe Horwath Overall, we welcome the proposed revisions to the Code. Overall, the proposed changes improve the provisions of the Code regarding 
long association. As an observation, we feel that it is important that IESBA prepares practical guidance to assist firms, and particularly 
smaller firms, with the application of the revised provisions. 

16.  D A Hughes The Code is fundamental to audit quality as it sets out the prerequisite conditions that demonstrate auditor independence. The Code 
is principles-based, but also includes certain prescriptive audit rotation requirements. 

A current major failing in the practical application of the Code is its “one-size-fits-all” approach regarding listed company audits. 
Entities listed on global capital markets vary enormously in the nature, extent and complexity of their operations. The audits of the 
relatively few multinational enterprises in global markets require significant audit firm resources to be committed over prolonged 
periods. The audit partners involved in the audit of multinational enterprises will spend a significant proportion of their chargeable 
time on their one major client. Further audit fees generated from that major client are likely to comprise a high proportion of the audit 
partner’s fee income, and retention of the audit client is likely to be a key factor in assessment of the partner’s remuneration. In 
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contrast, the fee income generated from an individual audit client for an SMP (whether a listed audit client or a PIE) will not often be 
a significant proportion of a partners’ total fees, and further the remuneration model may follow a “whole of firm” contribution model 
rather than fee income being a key determinant. 

In Australia there are approximately 2,000 listed entities of which only 30 might be considered multinational. The audit of a single 
multinational corporation is likely to require a significant proportion of the annual chargeable working hours of the audit partners and 
audit team members assigned to the audit. In my experience as a former senior audit manager of a regional component of a 
multinational group, the audit team spent approximately 4-6 months of the year on one audit client. In contrast, the audit of smaller 
listed entities will often require less than 1-2 weeks of chargeable time for a year end audit (for example consider the small Australian 
exploration companies). Applying the same prescriptive rotation requirements to all senior audit team members is unduly onerous, 
with spurious benefit, for these smaller audit clients. 

The Australian listed market has clear size differentials and entities outside the top 300 are significantly smaller than those in the top 
300, with approx. 97% of the market capitalisation of the top 300 companies audited by Big 4 firms. Approximately half of all Australian 
listed companies (by number) are audited by Big 4 firms and half are audited by non-Big 4 firms, and therefore audit concentration is 
not a significant issue in Australia.  

While the rotation requirements are accepted for listed entities, they necessitate onerous scheduling of audit personnel in mid-tier 
firms over periods extending to 10-15 years, as audit partners will often rotate back onto an audit client. In addition, mid-tier practices 
may retain long-term senior staff at the manager and director level, who potentially could also remain on audit clients for lengthy 
periods. Whether or not auditor independence is compromised by long associations needs to be considered in the context for provision 
of those services. The time an audit partner, director or manager from mid-tier firms spends on any individual audit client is likely to 
be a very small proportion of their total chargeable time, when their client portfolio comprises relatively smaller entities. This means 
that the experience and events in-between individual audits are likely to be more diverse in these situations, such that auditors coming 
back to the audit in subsequent periods will have a continually evolving perspective on client activity. The ‘familiarity’ of the long-
serving audit team member is compensated by the range of experiences that individual obtains, and the supervision and review of 
work done by an engagement partner and EQCR who are required to rotate in accordance with the Code.  

In order to promote and support audit quality, auditor independence needs to be evaluated in the context in which those services are 
provided. Rather than requiring prescriptive rotation rules to be followed, auditor independence of senior audit team members should 
be evaluated by reference to a matrix of criteria, which includes consideration of long association. For example: 

(i) size and complexity of the audit client to the audit firm 

(ii) size and complexity of the audit client to the individual audit team member (whether an audit partner or senior staff member) 

(iii) time spent on the audit each year by the individual audit team member 
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(iv) the number of consecutive years spent by the audit team member on the same audit client 

(v) the nature and extent of audit and other experience the audit team member has obtained in-between audits of the audit client 
being considered 

(vi) the significance of fee income earned and its impact on the audit team member’s remuneration 

(vii) changes in audit critical employees at the audit client 

(viii) the development of personal relationships (beyond professional relationships) with the audit client and audit critical employees 

(ix) the nature and composition of the audit client’s board, including rotation of independent directors and alumni of the audit firm, 
and their interaction with the auditor 

(x) the audit client’s audit committee monitoring of the external auditor 

(xi) quality control practices within the audit firm 

(xii) external reviews of quality control practices of the audit firm 

I consider that the arbitrary requirement to rotate all senior personnel, without due consideration of these significant other factors, will 
undermine audit quality. 

In addition, my understanding of the Big 4 practice models is that an audit partner will rarely rotate back onto an audit client. Also Big 
4 firms rarely retain long-term senior staff in audit and therefore long-association of staff below partner level is extremely unlikely. The 
provisions for addressing long associations replicate and validate the existing Big 4 practice model  and will therefore reinforce Big 4 
audit market domination. Further, the impact of unconscious bias of audit firm alumni within the director community, regarding audit 
firm competencies, has not been considered by the IESBA.  

The table showing an “Illustration For a Partner Who Has served as a KAP” on page 15 0f the exposure draft illustrates the complexity 
in scheduling audit partners for just one audit client.  The majority of listed audit clients in mid-tier firms are likely to be relatively less 
complex and are therefore unlikely to have more than 3 partners involved in the audit. However, this scheduling becomes considerably 
more complex when the number of listed audit clients for a firm increases to (say) 50 clients with a limited number (say less than 10) 
audit partners available. Given the relatively lower size and complexity of listed audit clients of mid-tier firms, a mid-tier audit partner 
is likely to have responsibility for many more listed audit clients (by number) than a Big 4 audit partner. 

17.  D S F Juvenal (a) Small and Medium Practices (SMPs)  

Yes, I agree that this exposure draft can be important for Small and Medium Practices. 

(b)  Preparers (including SMEs) and users (including Regulators)  
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Yes, I agree that Preparers and users are very important for this draft considering the insights about practical impacts of the proposed 
changes and users. 

(c)  Developing Nations  

Yes, I agree that Developing Nations is very important considering the points and connection of countries around the world. 

(d)  Translations  

Yes, I agree with translations and I consider principal point for development of reviewing the proposed changes. 

(e)  Effective date  

Yes, I agree with effective date for implement the requirements. 

18.  DTT We recognize there needs to be a balance between having an independent auditor and the benefit that experience with a client can 
bring to audit quality.  The Code already addressed the balancing of these two interests by allowing for key audit partners of a Public 
Interest Entity (“PIE”) to serve that client for a certain period of time, but then requiring a cooling-off period before serving the client 
once again.  The benefits of a fresh look are achieved through the limitation of the “time-on” with an adequately long “time-off” as well 
as the quality of the “time-off” by limiting the activities that a key audit partner can undertake during this period.  We agree that the 
two year time-off in the extant Code may not be long enough for an engagement partner to cool-off and that the activities during the 
time-off are not sufficiently limited.  However, we do have certain concerns with some of the proposed changes in the ED.    

We are appreciative of the Board’s benchmarking study to gather an understanding of the partner rotation requirements in the various 
jurisdictions.  This information highlights the patchwork of audit partner rotation rules that exist globally.  As noted in our comment 
letter dated February 28, 2014, in response to the Board’s “Consultation Paper: Proposed Strategy and Work Plan, 2014-2018”, we 
are a strong proponent of adoption of a global set of robust independence standards by regulatory authorities, member bodies of the 
International Federation of Accountants, and others because we believe this will best serve the public interest.  We are also of the 
view that the independence and ethical standards contained in the Code represent robust and credible standards.  Accordingly, we 
believe it is important for the Board to focus its time on outreach efforts to build consensus regarding partner rotation requirements 
among the various regulators and standard setting bodies.  Unfortunately, unilaterally changing the current cooling-off period for 
engagement partners from two to five years is too extreme of a measure and will only further exacerbate the global complexity of this 
issue.  This change can have an especially punitive effect in certain jurisdictions where the overlay of the Code on top of local 
regulations results in a more restrictive time-on/time-off period than required under either the Code or local regulations.   The Board 
must be mindful of these situations to avoid unintended consequences of changes to the Code.  Another proposed change to the 
Code that is overly restrictive is that an individual would be subject to the five year cooling-off period if he or she served as an 
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engagement partner at any time in the seven year period.  These proposed changes would have a detrimental impact on audit quality, 
especially for smaller and medium sized firms as they have more limited resources.     

However, we do believe the Board has proposed certain changes that would enhance the provisions without adding to the complexity 
of this issue.  The proposed changes to the activities that could not be undertaken during the cooling-off period would enhance the 
Code and would promote the public confidence in the incoming audit partner’s objectivity.  The purpose of the cooling-off period 
should be to allow the incoming audit partner to have a “fresh look” at the financial statements and the audit approach being employed, 
as well as to bring new influence over all members of the engagement team.  This fresh look will also decrease the likelihood that the 
audit partner’s professional skepticism may be hampered from the longstanding relationships with an audit client.  To fully realize the 
benefits during an outgoing audit partner’s cooling-off, these individuals should only be permitted to consult on past decisions.  As 
such, we support the Board’s additional limitations on activities during the time-out to achieve the full benefits of a cooling-off period 
for the outgoing audit partner.   

We also request that if the Board proceeds with the proposed changes, it also draft and release guidance on the application of the 
provisions, given the complexity that is created by their application. The users of the Code would benefit from clarification on the 
application of the provisions through FAQs that set out how the time-on and time-off provisions are to be applied in various scenarios. 
For example, there could be many interpretations on how to apply the requirement that an individual may not be a key audit partner 
for "more than seven years" if the individual served in various roles with any variety of years of time-off during a period. 

19.  EYG We are pleased to comment on the Exposure Draft, Proposed Changes to Certain Provisions of the Code Addressing the Long 
Association of Personnel with an Audit or Assurance Client.  We understand that some stakeholders have expressed concerns and 
encouraged the Board to consider potential modifications to the long association provisions in the Code.  We support the Board’s 
efforts to respond to these concerns and to continuously challenge the robustness of the Code.  However, with respect to the 
provisions on long association, there are other areas that should be given consideration to achieve the appropriate balance between 
the familiarity and self-interest threats created by the use of senior personnel over a period of time and the benefits to audit quality 
that result from the cumulative knowledge and experience that comes from the association, over time, between an auditor and an 
audit client.   

Genuine independence issues are paramount. The right approach is further challenged by resourcing considerations that will likely 
be faced in certain markets if the two year cooling-off period is extended. This could be exacerbated by considerations with respect 
to specialized industries.   We urge the Board to weigh all considerations in its final assessment as to whether the current long 
association provisions are indeed adequate and what, if any, changes are necessary and appropriate. 
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 (e)  Effective date – Recognizing that the proposed changes are substantive, would the proposal require firms to make significant 
changes to their systems or processes to enable them to properly implement the requirements?  If so, do the proposed effective date 
and transitional provisions provide sufficient time to make such changes? 

If any change is made to the cooling-off period, we believe an appropriate allowance of time should be provided for firms to implement 
the new requirements. We suggest a delayed effective date of a minimum of two years. 

20.  FAOA In general we welcome the approach to enhance the general provisions that apply to all audits and assurance engagements with 
respect to the threats created by long association, and to strengthen and clarify the restrictions on the type of activities that can be 
undertaken with respect to the audit client and audit engagement by a former Key Audit Partner (KAP) during the cooling-off period. 

21.  FAR FAR welcomes this opportunity to comment on the exposure draft. FAR agrees with most of the proposed changes. As a general 
comment, FAR would like to point out that the proposed changes do not correspond well to the new EU audit legislation that will be 
implemented in European jurisdictions in 2016. While FAR does recognize that the IESBA must be aware of this fact and has given 
it due consideration, FAR considers it  unfortunate that the application of the Code would be rendered more complicated in European 
jurisdictions with the adoption of the proposed changes since EU-legislation must also be applied. 

(a) Small and Medium Practices (SMPs)  

One concern regarding the impact for SMPs would be that because of a more limited number of partners at an SMP, the proposed 
changes might entail firm rotation rather than rotation of the engagement partner. But the rules might also be beneficial for SMPs on 
the whole, as there could be an increase in opportunities as more engagements are made available by mandatory rotation.  

(e) Effective date  

FAR believes that the effective date, 15 December 2017 is appropriate. 

22.  FEE As a general comment, we would like to emphasise the strategic importance of consistency between these proposed provisions and 
the new EU audit legislation as far as possible.  

The European Union (EU) Regulation No 537/2014 on specific requirements regarding statutory audit of public-interest entities states 
that “[…] the Key Audit Partners (KAP) responsible for carrying out a statutory audit shall cease their participation in the statutory 
audit of the audited entity not later than seven years from the date of their appointment. They shall not participate again in the statutory 
audit of the audited entity before three years have elapsed following that cessation. […] ”. 

Furthermore, the Regulation requires the statutory auditor or the audit firm to “establish an appropriate gradual rotation mechanism 
with regard to the most senior personnel involved in the statutory audit […]”.  
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As IESBA is aware, this new EU legislation has also introduced audit firm rotation for statutory audit of public interest entities which 
will become mandatory in the 31 jurisdictions of the European Economic Area. Apparently, this requirement is regarded as an 
alternative measure to address the familiarity threat to an auditor’s independence that may arise from long association with an audit 
client.  

Instead of seeking to strengthen existing provisions on internal rotation only, IESBA should take these recent European developments 
into account by taking a holistic approach based on an analysis of the interaction of the different approaches that exist to mitigate the 
familiarity threat (e.g. mandatory firm rotation, KAP rotation, and rotation of engagement partners and senior personnel). In this 
respect, FEE would also expect this analysis to address the impact on audit quality that an overly complex system of internal and 
external rotation requirements may have; this issue has not sufficiently been emphasised in the impact assessment of the ED. 

Stringent rules might be better tackled by laws and regulation rather than by an ethical code 

As explained above, the EU perspective is strategic for IESBA now that the final provisions on such matters have to be implemented 
in the EU by mid-2016. Some flexibility in the Code is necessary to take into account the different systems in place to achieve the 
appropriate mix of safeguards.  

A high level international Code of Ethics should have the objective of striving for the application of high level ethical principles at an 
international level, as opposed to a Code representing another layer of requirements that may not always be appropriate or compatible 
with national or regional requirements. 

Clear and simple provisions are the best way forward 

Finally, we would like to draw IESBA’s attention to the fact that the implementation of a different length of cooling-off period depending 
on the category of the KAPs involved is difficult to monitor in practice. For example, if a KAP were to be appointed as the engagement 
partner one year prior to the expiry of the seven years, the cooling-off period would be five years for this engagement partner, which 
does not seem to be reasonable. 

Small and Medium Practices (SMPs) 

Even if, in our view, the same rules should apply to all auditors of PIEs including SMPs, IESBA should seek to assess, in particular, 
the potential impact on SMPs that perform audits of PIEs, and ensure not to disadvantage this group. With regard to the proposed 
cooling-off period for instance, five years is likely to be excessively restrictive and SMPs may even find it impossible to comply with 
such rotation plans because they have a smaller number of partners to draw upon. 

(a) Small and Medium Practices (SMPs) –The IESBA invites comments regarding the impact of the proposed changes for SMPs.  

In our view, the same rules should apply to SMPs. The public cannot accept different levels of independence that would depend on 
the size of a practice.  
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Having said that, IESBA should seek to assess, in particular, the potential impact on SMPs that perform audits of PIEs, and ensure 
not to disadvantage this group. For instance, with regard to the proposed cooling-off period, five years is likely to be excessively 
restrictive and they may even find it impossible to comply with such rotation plans because they have a smaller number of partners 
to draw upon. 

 (e)  Effective date  

In general, FEE believes that the proposed effective date and transitional provisions are reasonable. However, some of the proposed 
changes could have a significant impact on smaller firms, smaller offices of large firms and firms carrying out specialised audits. 
Therefore since, in our view, there is no evidence of a need for an urgent change, and the proposed changes do not merit a change 
to the Code by themselves, they should be incorporated with other changes, perhaps with the current project about the structure of 
the Code. An extended, publicized implementation period would mean that no transitional provisions are then necessary. 

23.  FKA (a)  Small and Medium Practices (SMPs)  

SMPs whose practices may not have enough personnel to allow the required partner rotations, this may imply considering merger 
with other firms or recruiting and inducting a new partner(s) in their firm. 

(b)  Preparers (including SMEs) and users (including Regulators)  

It is expected there is value addition with the proposed changes in addition to mitigating the threats for both preparers and users. 

(c)  Developing Nations  

Ability of medium and small firms to recruit and train or induct senior personnel and/or partners to or even merge to implement the 
changes by the effective date. Thorough understanding of the code might also be lacking in some jurisdictions, and IFAC and member 
bodies may need to do some training on the Code and also conduct reviews for compliance as the new changes are implemented. 

(d)  Translations  

Translation costs and possible change in interpretation during the translation. There may be need for training by IFAC and member 
bodies on the Code. 

(e)  Effective date For the big firms the systems and processes in place may not require substantial changes. However, for the 
medium and small firms this may be necessary, thus the implementation date could be a challenge for some. There may be need for 
some flexibility in exceptional cases.   

24.  FSR In general, we agree with the proposed changes to introduce further guidance. Our main concern is that we find it ill advised to 
introduce special and stricter rotation requirements for the cooling-off of engagement partners, cf. our specific comments on Question 
5. [See Supplement B to Agenda Item 5.] 
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25.  GTI We are supportive of the IESBA’s continuing efforts to set high quality ethical standards for the accounting profession and this will 
assist the IESBA with its mission to serve the public interest. We agree that familiarity poses a threat to auditor independence and 
therefore to audit quality.  We acknowledge the concern of many stakeholders, including the investor community and regulators, that 
a two year cooling- off period for the engagement partner is not perceived to be a sufficient safeguard and independence, objectivity, 
and professional scepticism are critical to stakeholder’s confidence in the profession. 

a) Small and Medium Practices (SMPs)  

We support the proposed provisions to the IESBA Code of Ethics and believe that continuing to set high quality ethical standards for 
the accounting profession will assist the IESBA with its mission to serve the public interest. However, we would request the Board to 
reconsider their position on mandatory partner rotation for small and medium practices (SMPs). Our concerns in this area focus on 
the practicalities of implementation, the additional risk attached to the audit if inexperienced partners need to be deployed to an audit 
to satisfy a rotation requirement, and the additional cost to the audit. 

SMPs have a limited pool of key audit partners (KAPs) that have proficiency in specific industries, which in part is driven by the firm’s 
geographic location. A small firm with only a few partners that audits small PIEs may not have adequate resources to accommodate 
the partner rotation requirements.  

Requiring smaller firm practices to implement the partner rotation requirements will have an impact on audit quality because partners 
will be required to learn new industries in order to satisfy the partner rotation requirements. This is not beneficial for the partner, the 
audit practice, or the company. Industry specific knowledge takes time to accumulate and affords partners and firms a competitive 
advantage in their market. One can argue that alternatives to requiring partners to gain industry specific knowledge can include 
relocating resources to meet the partner rotation requirements. However, we believe this option is not feasible due to quality of life 
issues that will be created for partners that will be required to relocate.  

Alternatively, firms that have regional offices that are in semi-remote and remote areas that involve very specialized industries, are 
currently flying partners in during the cooling-off period to complete and sign the audit opinion.  

This partner may not always be the most skilled in the specialized industry, but this a measure used to satisfy the partner rotation 
requirements. The viability of these types of arrangements is difficult to manage and will not be sustainable in many cases. 

In summary, we believe that requiring smaller firm practices to adopt partner rotation requirements for their PIE audit clients will 
damage these firms by putting them at a competitive disadvantage, reducing competition and increasing cost. It may have the effect 
of forcing mandatory firm rotation on them, or requiring them to exit the PIE audit market. 

We acknowledge that the Board has granted a limited exception to SMPs as referenced in the current guidance in the Code 
(paragraph 290.155): 



Compilation of General Comments 
IESBA Meeting (November/December 2015) 

 

Supplement A to Agenda Item 5 
Page 21 of 50 

# Respondent Respondent’s Comment 

“When a firm has only a few people with the necessary knowledge and experience to serve as a key audit partner on the audit of a 
public interest entity, rotation of key audit partners may not be an available safeguard. If an independent regulator in the relevant 
jurisdiction has provided an exemption from partner rotation in such circumstances, an individual may remain a key audit partner for 
more than seven years, in accordance with such regulation, provided that the independent regulator has specified alternative 
safeguards which are applied, such as a regular independent external review.” 

However there are many jurisdictions that do not have an appropriate regulator or the regulator has not established alternative 
safeguards for partner rotation. In these jurisdictions, smaller firms do not have an option not to comply with the partner rotation 
requirements in the Code, which presents difficulties for them, as discussed above. 

Therefore we are encouraging the Board to consider enhancing the guidance in paragraph 290.153 of the proposal to address these 
situations by implementing alternative safeguards to address the threats arising from long association with the audit client, such as: 

• Regular, independent internal quality control reviews of the audit engagement, 

• Regular, external independent quality control reviews of the audit engagement performed by the local professional regulatory 
body.  This option would be paid for by the firm requesting the review, and  

• Regular rotation of the engagement quality control review partner. 

The review performed by the EQCR is to “provide an independent and fresh review of the audit evidence to ensure that the evidence 
supports the opinion to be issued”. We believe this option provides a fresh perspective on the audit, however is not as onerous as 
having to relocate the engagement partner because the review by the EQCR is capable of being performed remotely from the 
engagement team and the client.  

e)  Effective date  

Due to the significant changes in varying jurisdictions that will need to occur in order to comply with the proposed requirements, we 
are requesting the Board consider an effective date for the changes to be 18 months after the issuance of the final changes. 

We would ask the board to consider issuing guidance and examples to address situations where a partner served a PIE audit client 
as a KAP for prior years at an accounting firm and then becomes employed by a new firm. Under the current Code and in the current 
proposal, there is no guidance on how those prior years would carry over and count in determining the partner service period at the 
new firm. Grant Thornton believes that the key factor is association between an individual and a client, rather than between the audit 
firm and a client. Such guidance and examples are critical to ensure that the familiarity threat arising from the prior period of 
association with an audit client is properly considered when a partner joins a new firm. Similar considerations are relevant when two 
firms merge or otherwise combine. 
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26.  HKICPA We support the IESBA's initiative to reconsider the requirements to address familiarity and self-interest threats created by using the 
same senior personnel on an audit engagement over a long period of time. Having said that, we are also mindful that the proposals 
may bring practical concerns to firms of all sizes. The proposed requirements re extension of cooling-off period for the engagement 
partner of a PIE audit to five years may create significant difficulties for small and medium-sized practices (SMPs) because of the 
limited ability to rotate amongst partners. Even for larger practices, the proposed extension is an excessive response as it may result 
in the loss of expertise of engagement partners, in particular in respect of highly specialised industries or sectors. The proposed 
prohibition for rotating a partner who may provide non-assurance professional services to the audit client may also significantly impact 
the business of SMPs.     

27.  IAIS In general, the IAIS believes that the IESBA has appropriately balanced the various considerations in proposing the changes in the 
Code of Ethics for Professional Accountants (the Code) to address perceived threats to independence that may be created by using 
the same personnel on an audit or assurance engagement over a long period of time (the long association provisions). 

However it would be also necessary, as part of future improvements to be made to the Code, that the Board consider addressing the 
issue of rotation requirements for audit firms.   

It is essential that members of audit and assurance teams and firms be independent, both of mind and appearance, of their audit and 
assurance clients. At the same time, the consideration of provisions that may better ensure this need to be appropriately balanced 
against practical issues, such as potential audit quality concerns with a significant loss of audit knowledge and specialist resources if 
some provisions are too onerous.  

In addition, some requirements differ among various large jurisdictions, adding additional factors to consider when developing 
proposals for changing the Code provisions. The IAIS believes that differences in jurisdictional requirements should not necessarily 
drive the development of the proposed Code changes, as differences may be entirely appropriate for the circumstances within those 
jurisdictions. The Code provisions should not necessarily be based on the most onerous requirements amongst the jurisdictions, 
where it cannot otherwise also be justified as an appropriate minimum requirement for most other jurisdictions. 

28.  ICAB (a)  Small and Medium Practices (SMPs)  

Although the proposed changes are logical based on current context, the changes may not be comfortable for SMPs.  

(b)  Preparers (including SMEs) and users (including Regulators)  

Although the proposed changes are logical based on current context, the changes may not be comfortable for SMPs.  

(c)  Developing Nations Although the proposed changes are logical based on current context, the changes may not be 
comfortable for implementation in case of some developing countries.  
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(d)  Translations Our comments - Although there are significant changes, we think the translation would not be a tough job once 
it will be adopted.  

(e)  Effective date Yes, we think the proposal require firms to make significant changes to their systems or processes to enable 
them to properly implement the requirements. 

As the proposed changes are substantive, the proposed effective date and transitional provisions provide sufficient time (may be on 
or after 1 January 2017) to make such changes. 

29.  ICAEW While we refer in our detailed responses to the questions, to some specific issues, we support the proposed amendments overall, as 
an enhancement to the existing Code. We do believe that implementation should be aligned with other changes to the Code, perhaps 
the pending code restructuring that IESBA is discussing. 

Effective date 

The proposed changes could impact significantly on smaller firms, smaller offices of large firms and firms carrying out specialised 
audits. It is right that a significant lead-in period be envisaged. However, while an enhancement to the existing provisions, we do not 
believe that there is evidence of a need for urgent change, and the proposed changes do not merit a change to the Code by 
themselves. They should be incorporated with other changes, perhaps the pending code restructuring that IESBA is discussing. An 
extended, publicised implementation period would mean that no transitional provisions are necessary. 

30.  ICAGH (b)  Preparers (including SMEs) and users (including Regulators)  

Adequate provisions have been made in the proposed standards for anticipated practical difficulties envisage. 

(c)  Developing Nations Adequate provisions have been made in the proposed standards for anticipated practical difficulties 
envisage. 

(d)  Translations The standard should make room for auditors to apply local regulations in situations where a territory’s 
regulations allow for the longer cooling-off period or shorter time for KAP’s rotation than that prescribed in the proposed standard. 

(e)  Effective date  

The effective date is sufficient. 

31.  ICAP We believe that the proposed amendments may considerably affect the SMPs and they may have to revisit their staffing requirements, 
systems in effect and audit procedures and documentation. Therefore, the effective date should be reasonably extended beyond the 
one that has been suggested; so that ample time is provided to such firms for developing and/or revising their audit methodology, 
strategy and managerial structure, if required. 
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32.  ICAS We are pleased to note that IESBA undertook extensive research before publishing its proposals in this Exposure Draft.  

On balance, we are in agreement with IESBA that a seven year time-on period continues to be appropriate for Key Audit Partners 
with respect to the audit of a Public Interest Entity (PIE), as that period of time seems to provide the right balance between addressing 
the familiarity and self-interest threats to independence created by long association and the need to maintain relevant knowledge and 
experience to support audit quality. 

We are supportive of IESBA’s proposal to increase the mandatory cooling-off period from two years to five years for the engagement 
partner on the audit of an entity that is a PIE. 

33.  ICAZ (a)  Small and Medium Practices (SMPs)  

These will be the most adversely affected as they may not have the resources that allow for partners being forced to cool-off. It is 
highly probably that some SMPs will be forced to increase the size of their partnerships or to lose some clients if they are to properly 
apply the revisions of the Code. 

(b)  Preparers (including SMEs) and users (including Regulators)  

Most preparers tend to get comfortable with the long association with their auditors as they usually think that they get more out of 
such a relationship. They may not be enthusiastic of having to deal with new KAPs as they associate this with higher audit fees (new 
personnel usually take longer to complete tasks).  

TCWG and Regulators will most appreciate the enhancements of the Code as they believe the interests of all stakeholders are best 
served where there is enhanced independence between the client and its auditors.  

(c) Developing Nations  

Zimbabwe has always applied the Code from its inception. There are no additional comments other than those highlighted above. 

(d) Translations Zimbabwe uses English as its official language as such there are no translational concerns.  

(e)  Effective date For large firms we do not see any significant changes to their systems and process being necessary as such 
the proposed effective date and transitional provisions provide sufficient time. 

34.  IDW As a member of IFAC, the IDW continues to support the work undertaken by the IESBA in respect of the Code of Ethics for 
Professional Accountants. Ethical behavior, driven by globally applicable ethical standards of a high quality, is essential to the 
reputation of the entire accountancy profession. Although we recognize that it is common for regional (e.g., EU) or national laws and 
professional codes to establish certain requirements governing specific aspects the ethical behavior for certain groups of professional 
accountants within individual jurisdictions, we agree there is a need to strive for the application of ethical principles at an international 
level to provide a common basis and facilitate harmonization. However, some flexibility in the IESBA Code is required to take into 
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account the needs of different systems to achieve the appropriate mix of safeguards, as opposed to the Code representing a further 
layer of additional requirements that may not always be appropriate given national requirements.  

We are also concerned with some of the statements on page 14 on the impact analysis within the explanatory memorandum: “It 
(cooling off period) may well, however, have a negative impact on audit firms, particularly smaller audit firms which have fewer 
personnel available to them.” – a statement upon which IESBA did not choose to act at all, and “No other jurisdictions currently apply 
a seven/ five year approach solely for the engagement partner and only three jurisdictions that participated in the benchmarking 
survey have a five-year cooling off period.” The IESBA is charged with developing a Code for international application and should 
therefore perform an analysis of impact that takes into account not only the views of some jurisdictions that choose, for national 
reasons, to have different provisions, but also the reasons why a large majority of other jurisdictions choose not to follow the few that 
have different positions. 

As the IESBA is aware, legislation recently passed in the European Union introduces, among other things, the mandatory rotation for 
all audit firms auditing the financial statements of public interest entities as a measure to address perceived threats to an auditor’s 
independence that may arise from long association with an audit client. Accordingly, we believe that there is a need to revise the 
particular provisions of the IESBA Code relating to audit clients that are public interest entities to take situations like external rotation 
into account.  

As we discuss in more detail below, we are concerned that in seeking to strengthen existing provisions on internal rotation, the 
proposals – when combined with external rotation – may do more harm than good, because in combination they potentially have a 
greater detrimental impact on audit quality than each of these safeguards would have individually.  

A further concern is that, as a minimum, the text of the Code (and not only the explanatory memorandum) should acknowledge the 
fact that there may be a trade-off between particular measures aimed towards safeguarding actual and perceived familiarity threats 
and their impact in terms of a loss of knowledge and experience gained by an audit team, including audit partners, which will directly 
impact audit quality. 

 Proposed Changes to Provisions Relating to Audit Clients that are Public Interest Entities and Interaction with Further Safeguards 

We note from reading IESBA Agenda Papers during the development of this exposure draft that any provisions developed in the ED 
should provide a reasonable and robust alternative to proposals on mandatory tendering and firm rotation. In seeking to strengthen 
the provisions of extant paragraphs 290.149 et seq. relating to public interest entity audit clients, we believe the IESBA ought to 
expressly take into account the interaction of internal rotation with other safeguards such as external rotation when audit firms 
determine the safeguards appropriate in the individual circumstances of each of their audit clients that are PIEs. Establishing specific 
periods of time for the involvement and cooling off in respect of specific individuals is necessarily arbitrary and, in our view, given the 
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impact of certain other safeguards, such level of prescription is no longer appropriate in a principles-based Code that needs to be 
applied alongside other regulatory measures.     

We note that the explanatory memorandum states that the IESBA has taken into account potential implementation costs, including 
the added complexity of overlaying the proposals with local jurisdictional rules (page 6), but, given our comments above, we do not 
see how this statement is justified. The proposals pertaining to audit clients that are PIEs do not even acknowledge the existence of 
external rotation as a further alternative safeguard. Furthermore, the combined impact on audit quality ensuing from external rotation 
at a given interval, introduction of new key audit partners and the engagement partner at a second different interval (and potentially 
of new personnel too, at a third interval) is not discussed in any detail. Changing audit firms, audit partners and audit team personnel 
– which may all be reasonable safeguards when considered in isolation – need to be viewed in combination, to ensure that the entire 
“package” of safeguards aimed at addressing potential threats to objectivity does not result in such a loss of knowledge and expertise 
(which, in contrast is an actual rather than “potential” loss) as to be detrimental to audit quality, and thus outweigh any benefits. In 
this context, we are concerned that the IESBA does not appear to have laid sufficient emphasis on audit quality in developing this 
ED. 

Impact of the Proposals on the Audit of Smaller Entities that are Public Interest Entities  

We would also like to draw the Board’s attention to the fact that the Code’s extant definition of PIE is dependent on local regulation, 
which, in turn, can change from time to time. In going beyond listed entities, the Code’s definition of PIE varies, depending upon the 
particular jurisdiction’s definition of PIE. Thus definitions in individual jurisdictions are neither comparable nor static, since they can 
change without the IESBA being in any position to take changes into account in developing the Code further. From a German 
perspective, following changes in EU law, the definition of PIE now encompasses far more entities than previously. In essence, the 
number of audits affected by this change in Germany is likely to double, as many smaller entities in specific fields are now classified 
as PIEs, beyond listed entities. In contrast to large listed entities, many of these “additional” smaller PIEs are audited by small or the 
smaller medium sized audit firms (SMPs). In this context we would also like to draw the Board’s attention to s survey published 
recently by FEE “Definition of Public Interest Entities (PIEs) in Europe”.    

We note that the explanatory memorandum explains that the IESBA “listened to concerns regarding … the availability of resources, 
and on the small and medium practices community.” However, the ED retains a one-size-fits-all approach to public interest audits, 
regardless of their relative degree of public interest, size, complexity etc. There is a vast difference between a large complex 
internationally operative public company and e.g., a small national insurance company or charity. We firmly believe that IESBA should 
perform an exercise to assess the number of smaller entities that go beyond listed entities in order to inform the Board about the 
numbers and nature of entities which will be affected by their proposals each time the Board proposes changes to affect PIE-only 
audit clients.  
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In our opinion, the stringent proposals setting a time limit for association and cooling off periods during which technical expertise is 
limited for outgoing engagement and key audit partners may not be the most appropriate way to safeguard objectivity in respect of 
all smaller PIE audit clients and their largely SMP audit firms: alternative measures that have less impact on audit quality may be 
equally appropriate. Our concern is that overly stringent provisions associated with the proposed one-size-fits-all approach may result 
in some SMPs leaving the market, either as a result of additional costs of compliance or even because of a perception by prospective 
audit clients that they may be unsuitable in terms of their capacity to comply with these provisions. We explain our views further in 
the appendix to this letter, in which we respond to the Board’s questions.   

Proposed Changes to the General Provisions Extending Internal Rotation Considerations to all Personnel 

We accept that there might be extreme circumstances in which personnel who are not audit partners should be rotated off an audit 
engagement. However, we also have significant concerns as to the proposed provisions of the ED in this respect. We have detailed 
our concerns and suggested an alternative approach in our response to question 2 in the Appendix to this letter. 

We trust that our comments will be helpful to the Board. If you have any questions relating to our comments in this letter, we would 
be pleased to discuss matters further with you.     

a) Small and Medium Practices (SMPs)  

In particular, the proposed extension of the cooling off period for key audit partners from 2 to 5 years and the proposed addition of a 
second bullet point in section 290.150A (also preventing any other key audit partner from being a member of the engagement team 
or providing quality control for the audit engagement for a period of two years) poses an impossibility for many SMP firms’ capacities 
to rotate partners and other audit personnel.  

The proposed additional provisions concerning consultation on technical or industry specific issues (para. 290.150B) are likely to be 
a particular issue from an SMP perspective, for the same reasons. If an issue is encountered that is of such significance as to warrant 
recourse to the firm’s specialist or technical resource, it is likely that – unless there have been relevant changes e.g., in accounting 
standards, laws or client’s circumstances – in any firm, irrespective of size, the technical advice to a new engagement team would be 
likely to mirror rather than overturn previous internal advice. However, this provision would likely deny many SMP firms access to 
their firm’s internal technical and industry expertise. We would therefore question the need for such stringent measures if “new” 
engagement partners within SMPs are forced to avoid appropriate consultation with their firm’s best available experts.          

Paragraph 290.153 remains the only paragraph that might offer some relief for SMPs faced with difficulties in complying with the 
Code. Although recourse to a regulator may be a solution where listed entities are concerned, we are not convinced that this is 
practicable in respect of all SMEs that are public interests entities in all jurisdictions.  
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d)  Translations We have not considered possible translation issues in detail, however in responding to the questions we have 
pointed out a number of passages where the text is potentially unclear, and which could thus prove difficult on translation.  

For example reading only of the amended paragraphs in the ED those unfamiliar with the Code may not realize that an engagement 
quality control reviewer is also required to rotate after 7 years (this only becomes clear in the context of the definition of KAP at the 
end of the Code).   

e)  Effective date  

In our view piecemeal changes to the Code should be avoided where possible, as each change needs to be read, understood, 
publicized, the impact fully assessed and measures put into place to facilitate compliance with new or changed provisions.  

In addition, in the event that the proposals are not changed significantly, certain issues, as we have pointed out, are likely to pose 
significant challenges to SMPs who audit the financial statements of smaller entities that are public interest entities. Auditing firms 
may therefore need considerable time to be able to accommodate certain of the specific changes.   

35.  IMCP (a)  Small and Medium Practices (SMPs) –The IESBA invites comments regarding the impact of the proposed changes for 
SMPs.  

For the impact on SMPs, see our answers to questions 5 and 14. [See Supplement B to Agenda Item 5.] 

 (c)  Developing Nations – Recognizing that many developing nations have adopted or are in the process of adopting the Code, 
the IESBA invites respondents from these nations to comment on the proposed changes, in particular, on any foreseeable difficulties 
in applying them in a developing nation environment. 

See comments in our responses to questions 5 and 14. [See Supplement B to Agenda Item 5.] 

 (e)  Effective date  

The increase in the cooling-off period to 5 years can only be met by many of the SMPs if they grow in their number of partners and 
managers. The time to do this cannot be established by decree. Therefore, this is another argument against such 5 years cooling-off 
period. 

36.  IOD By way of general comment, we recognise the importance of auditor rotation and its objective to promote auditor independence. We 
agree that the length of tenure of key audit personnel is important, but length of tenure needs to be considered in the context of a 
focus on quality of audit, including the role of the board and audit committee in overseeing the external audit. 

We do not support the proposed increase in a mandatory cooling-off period from 2 years to 5 years and discuss the reasons in our 
submission. 
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We recognise the importance of auditor rotation and its objective to promote auditor independence. But length of tenure needs to be 
considered in the context of a focus on audit quality and the need for specialist audit knowledge and expertise. We do not think that 
a 5 year cooling off period for the audit engagement partner is necessary to maintain auditor independence and objectivity. 

Moreover the impact of increasing a two year cooling off period to five years in New Zealand, which has a relatively smaller pool of 
industry and experienced audit partners, could compromise audit quality. Accordingly, we support maintaining the current 2-year 
stand down period, which we note is consistent with the New Zealand Auditor-General’s standards. 

37.  IOSCO Overall Comments 

We support the Board’s efforts in seeking ways to strengthen the provisions that address familiarity threats created by the long 
association of engagement team members with an audit client. We commend the Board for undertaking such a project that has the 
potential to positively affect the independence, objectivity and professional skepticism exercised by auditors. These traits continue to 
be the foundation upon which an effective audit can be conducted. As such, we continue to support, at a minimum, partner rotation 
as a means to address the familiarity threat built up as a result of serving on the same audit engagement for an extended period of 
time.  

We observe that the Paper made reference to recent regulatory changes to the partner rotation requirements in some of our member 
jurisdictions as another touch point to support no change to the current seven-year time-on period requirement within the Code. 
However, we would like to bring to the Board’s attention that two of the three examples used (Australia and the United Kingdom) 
continue to require a five-year time-on period. This period can then be extended to two additional years but such an extension is very 
rarely used in practice. We provide this clarification for the Board’s consideration to re-evaluate whether the conclusion reached in 
the Paper continues to be appropriate. 

While we support the Board’s efforts, we note that the general provisions in the extant Code stated that “Familiarity and self-interest 
threats are created by using the same senior personnel on an audit engagement over a long period of time.” Whereas the proposed 
language states that “Familiarity and self-interest threats which may impact an individual’s independence, objectivity and professional 
skepticism, may be created by using the same personnel on an audit engagement over a long period of time.” (Emphasis added). We 
believe this change in language from indicating threats are created to “threats…may be created” sends the wrong message to auditors 
and at the same time diminishes the effectiveness of the Code. 

In addition to these general points, below we have included areas of significant concern that we believe the Board should address as 
it seeks to conclude its work on this project. We have organized our letter in two sections: the first section addresses rotation of 
members of the audit engagement team; the second section addresses other matters for the Board’s consideration. … 

Audit Partners Switching Audit Firms 
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We note that the Paper is silent with respect to the familiarity threat when an audit partner switches firms and the new audit firm is 
also now responsible for auditing the audit client. We believe the rotation requirement is intended to address the need to have a fresh 
look with respect to the audit client. If the audit partner has a continuing relationship with the audit client as a result of employment 
with another audit firm that in turn now audits the audit client then we believe the audit partner’s prior service while with the previous 
audit firm should count in the determination of the partner rotation requirement.  

Transition to a PIE 

We note the Paper states that:  

“If the individual has served the audit client as a key audit partner for six or more years when the client becomes a public interest 
entity, the partner may continue to serve in that capacity with the concurrence of those charged with governance for a maximum of 
two additional years before rotating off the engagement.”  

While we recognize the Board’s efforts to strengthen the extant provisions by now requiring concurrence of those charged with 
governance when adding two additional years for a key audit partner who has served an audit client for six or more years when the 
client becomes a PIE, we do not believe the provisions go far enough. We believe the familiarity threat is consistent whether a partner 
is serving an audit client that is a non-PIE or a PIE. As such, we believe the total length of time a partner is allowed to serve a non-
PIE audit client that becomes a PIE should be the same as required for a partner who has solely served as an audit partner on a PIE.   

Other Related Matters 

Outreach to Those Charged With Governance 

As a result of the critical role of those charged with governance regarding matters thought to bear on the auditor’s independence we 
believe that specific and concentrated outreach to this stakeholder group should be conducted during the feedback phase and other 
relevant stages of the project to gather their views on the Board’s proposals. 

Interplay between Partner and Firm Rotation 

We recognize that the scope of the project does not cover audit firm rotation. However, since audit firm rotation is another approach 
being used by some jurisdictions to mitigate similar concerns being addressed by partner rotation, the Board should consider the 
interplay between the two approaches and determine how the Code would operate or be applied in those jurisdictions. For example, 
in the Netherlands it is foreseen that a firm may perform an audit for ten years.  A long association provision for an EP of 7 years 
does not interplay well with this foreseen term for mandatory firm rotation; for example, a provision for five year EP terms would 
interplay better. 

Addressing Professional Skepticism in the Code 
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We would also like to use this opportunity to encourage the Board to determine how the concept of professional skepticism can be 
addressed more thoroughly in the Code, not just with respect to partner rotation. We note the Code has a dedicated section addressing 
matters relating to auditor independence as this underlies everything the auditor does in performing the audit. In the same way, we 
believe professional skepticism underlies everything the auditor does in performing the audit and therefore may warrant a dedicated 
section and a similar level of emphasis within the Code. In this regard, we observe that the IESBA Strategy and Work Plan 2014-
2018 includes a project on audit quality in which the Board “will consider the need for appropriate action to complement any further 
actions the IAASB may determine to pursue to contribute to improving audit quality.” We believe a project undertaken by the IESBA 
to develop a dedicated section in the Code addressing professional skepticism could fulfill this goal and contribute to improving audit 
quality. 

38.  IPA We make the following general comments on the proposals within the ED. 

1. Principles not Rules – the Code of Ethics should be a principles-based standard and not be overly reliant on rules such as 
arbitrary time periods on auditor rotation. 

2. Rotation is not the only answer – we do not subscribe to the proposition that an increase in audit partner rotation is the only 
effective method by which a “fresh look” can be brought to an audit engagement.  The “fresh look” suggestion fails to recognise the 
importance of an EQCR, and the firm’s other monitoring and inspection procedures. 

3. Do ‘appearances’ actually reduce audit quality? – we question the validity of the argument advanced by some stakeholders 
who raise concerns about the ‘appearance of independence’ being an important rationale for supporting the changes as proposed in 
the ED.  We do not see the perceived familiarity with an audit client i.e. the entity itself, as being a major factor in the determination 
of audit quality. 

4. Small and Medium Practices (SMP) unfairly disadvantaged – ‘cooling-off’ periods adversely affect the SMP’s by virtue of 
audit partner rotation becoming quasi firm rotation.  This is due to the limited number of audit partners within the typical SMP firm. 

5. Better ways to address audit quality – we believe there are much greater factors affecting audit quality than the ‘appearance 
of independence’ issue.  We do not see the correlation between audit quality and rotation of audit partner based on an arbitrary time 
period. 

6. Lack of evidence – we are concerned that there is lack of empirical evidence of “the concern is that over a period of time a 
member of the audit team may become too familiar with the audit client, its personnel and their interests, including accounting and 
reporting issues, resulting in a loss of independence either of mind or in appearance”.  Perceptions appear to be drivers for some of 
the changes proposed. 
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7. Influence of jurisdictional rules – we do not believe it is appropriate for the IESBA as an international board to propose 
changes to its ethical requirements based on rules of individual jurisdictions as this becomes a race to the bottom.  Rather it is the 
IESBA principles, if appropriately determined, that should set the benchmark. 

39.  IRBA 1.1. The IRBA generally supports the proposed amendments to the provisions on long association with an audit or assurance 
client, as the independence of registered auditors will be strengthened.  

1.2. While the proposed amendments to the IESBA Code of Conduct for Professional Accountants have been drafted in the 
context of professional accountants, our responses are provided in the context of registered auditors who perform audits, reviews 
and provide other assurance services and who are required to consider their long association with audit or assurance clients. 

(a) SMP 

We have received responses from SMPs expressing concerns that the proposed amendments will add a strain on the limited 
resources available to small and medium sized practices. In particular, they were concerned about: The cooling-off period of five 
years for engagement partners; and The engagement partner required to cool-off for five years if he or she has served any time as 
the engagement partner during the seven year period as a KAP.  

(b)  Preparers (Including SME’s) and users (including regulators) 

Without maintenance of appropriate documentation and rotation schedules, it will be difficult for an inspector (of a regulator) to 
ascertain during inspections if the proposed rotation requirements have been implemented. These schedules will have to be assessed 
and updated at least annually. 

 (e)  Effective dates 

We do not foresee a problem with the effective implementation for audits of financial statements for years beginning on or after 15 
December 2017. Where multiple amendments to the IESBA Code have been considered in one calendar year, we suggest that the 
Board coordinate the effective dates of the amendments and have one effective date. 

40.  ISCA In preparation of this comment letter, the Institute of Singapore Chartered Accountants (ISCA) has carried out a literature review, 
sought views from its members through a one-month public consultation and discussed the ED with members of the ISCA Ethics 
Committee.  

Based on our literature review, there are very few research studies looking into the relationship between audit partner tenure and 
audit quality. While we have found that archival studies produced mixed results, experimental studies on audit partner rotation 
generally support the independence hypothesis. One such study is “The Effect of Engagement and Review Partner Tenure and 
Rotation on Audit Quality: Evidence from Germany”  which distinguishes the effect on audit quality between rotating audit engagement 
partner and quality review partner. Based on the study, it was found that mandatory rotation of audit engagement partner increases 
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audit quality while mandatory rotation of quality review partner decreases audit quality. This supports the proposal in Question 7 of 
the ED for the cooling-off period of the Engagement Quality Control Reviewers and other Key Audit Partners on the audits of Public 
Interest Entities (PIEs) to remain at two years. 

Generally, we agree with all the proposals in the ED and do not have significant comments or additional insights, except for ...the … 
specific questions. [See Supplement B to Agenda Item 5.] 

41.  JEC Grant My main point is that I think there is a need for a clearer distinction of the time periods for the engagement partner, the EQCR and 
other KAPs. Technically this is achieved through the definition but it is very hard for the lay person to follow this and perhaps audit 
firms! 

Personally I would also like to see: 

A documentation requirement relating to the evaluation of potential threats created by the long association of all individuals on the 
audit team , and 

A shorter period of tenure than 7 years for the EQCR. 

42.  JICPA We believe the proposed changes ensure and strengthen independence in appearance of members of audit and assurance teams 
from their audit and assurance clients and, accordingly, enhance credibility in audit and assurance. Therefore, we agree, in principle, 
with the proposed changes with the exception of the effective date. 

We propose that the provisions in paragraphs 290.150A and 290.150B be effective for the audits of financial statements for years 
beginning on or after December 15, 2019. 

We are proposing this because a considerable amount of lead time is necessary to respond to the following required steps and 
surrounding facts and circumstances in order to introduce the revised provisions of the IESBA Code of Ethics for Professional 
Accountants (the Code) in our jurisdiction:  

• Revisions to Japan’s Certified Public Accountants Act (“CPA Act”) may possibly be required to introduce the revised 
engagement partner rotation requirements.*1 

• It is necessary to take sufficient time for those charged with governance (TCWG) to understand the revised engagement 
partner rotation requirements. 

• Small and Medium Practices (SMPs) which abide by the current requirements and audit quality, but do not have a sufficient 
number of partners for the proposed rotation requirements, need enough time to prepare for the practical implementation of 
the revised engagement partner rotation while continuing to maintain audit quality. *2 
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*1 The ethics code for professional accountants and independence requirements in Japan are stipulated based on both Japan’s CPA 
Act and JICPA code of ethics. Japanese Diet approval is necessary to revise Japan’s CPA Act. 

*2 SMPs operate and establish organizational structures, including the number of partners, in order to fulfill the current rotation 
requirement of seven year time-on period and two year cooling-off period, which are applicable to all key audit partners in our 
jurisdiction.  

If the rotation requirements are revised, SMPs need considerable time to carry out responses, which include reorganization, changing 
organizational structure and increasing the number of partners. 

In contrast, in accordance with Japan’s CPA Act and other related regulations, large audit firms are currently required to rotate lead 
audit engagement partners based on the time-on period of five years and cooling-off period of five years, and rotate other key audit 
partners based on the time-on period of seven years and cooling-off period of two years. (a) Small and Medium Practices (SMPs)  

This revision significantly affects SMPs. 

We received a large number of comments from JICPA members who belong to SMPs in Japan. Those are unfavorable comments 
expressing significant concern regarding the extended cooling-off requirement for EPs (five years cooling-off period) in the proposed 
provisions. 

Many SMPs in Japan audit listed companies and the number of these firms exceed 150 firms. Currently, all these SMPs are subject 
to the seven year time-on and two year cooling-off requirement for all KAPs including EPs as described in the introductory paragraph 
of this comment letter. 

SMPs emphasize that they need considerably more time to respond to the proposed rotation requirements for the following specific 
reasons: 

a. They have partners to fulfill the current rotation requirement but do not have enough partners to meet the proposed more stringent 
rotation requirement. 

b. The plan for rotating partners will be complex mainly because two different cooling-off periods (five years for EPs and two years 
for other KAPs) will be dealt with. 

c. They need considerable time to prepare for the implementation since it is necessary to identify EPs, deal with them separately from 
other KAPs, subsequently develop a rotation plan for EPs, and, in addition, reorganize organizational structure if these proposed 
provisions are finalized as proposed. This is because they operate and establish organizational structures, including the number of 
partners and rotation plan, in order to fulfill the current rotation requirement of seven year time-on period and two year cooling-off 
period which are applicable to all key audit partners. 
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Moreover, we also received unfavorable comments that the cooling-off period for EPs should remain at two years as required by the 
current provision for the following reasons: 

a. There is no evidence indicating that audit failures were caused by the two year cooling-off period. 

b. Certain activities are permitted for EPs in the proposed provisions; however, the cooling-off period should remain at two years with 
no permitted activities related to an audit client during the cooling-off period in order to eliminate the threat or reduce it to an acceptable 
level. 

Other than the above, as commented for question 6, the entities subject to the proposed provisions should be limited to listed entities. 

(d)  Translations 

English is not the official language in Japan, thus, it is inevitable to translate the Code from English to Japanese in an understandable 
manner. For this reason, we pay close attention to the wording used in the Code in respect of whether it is translatable and 
comprehendible when translated. 

For example, the meaning of “year” which is used for a rotation requirement is not clear in terms of whether it means one fiscal period 
or 12 months. If it means one fiscal period, it could be less than 12 months, for example, 6 months.  

In addition, there are issues in respect of the translation related to our comments about clarification of “an individual who has most 
influence” for question 5 and inconsistency of the EQCR definition for question 7. 

In Japan, in particular, we define a lead audit engagement partner as an individual who has most influence on the outcome of the 
audit and define engagement partners as key audit partners other than an individual who has most influence on the outcome of the 
audit in Japanese. Accordingly, translation issues and misinterpretations will arise if only an engagement partner is stated in English. 

Furthermore, regarding the comment on EQCR definition for question 7, translation issues and misinterpretations will also arise if 
there are different expressions although the same meaning is intended. We propose using the same expression or wording if the 
same meaning is intended. 

(e)  Effective date 

As described in the introductory paragraph and comments for question 14 in this comment letter, we propose that the provisions in 
paragraphs 290.150A and 290.150B be effective for the audits of financial statements for years beginning on or after December 15, 
2019. 

43.  Keith Reilly My response reflects my position as a consultant to a number of Australian audit practices, and audited organisations of all sizes. 
This submission has benefited with input from discussions with key Australian constituents. 
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In particular I appreciated the opportunity to be a participant at the Accounting Professional & Ethical Standards Board (APESB)’s 
Sydney Roundtable on 21 October 2014 where the ED was extensively discussed and was attended by representatives of the APESB 
and various Australian audit firms. I note that at the Sydney Roundtable and Melbourne Roundtable, most participants did not support 
the ED. 

I do not support the ED as it will effectively discriminate against firms that have less than 4 audit partners in their office, and also 
those firms that audit companies in specialised industries (i.e. banking and mining in particular) where specialist audit expertise is 
required (i.e. 4 specialist audit partners). Given that the IESBA is a global ethics standards setter, mandating a 5 year cooling off 
period that is a requirement in Canada, the UK and the USA, without regard to the impact this will have in other smaller audit markets, 
is regrettable. 

From an Australian perspective, the Corporations Act requires a cooling off period of 2 years for the Engagement Partner (EP) and 
the Review Partner (RP – EQCR), once they have completed a 5 year term as an EP or RP. Australian companies will be less inclined 
to appoint audit firms where there will be a mandatory audit firm rotation which in the Australian context for listed companies, for all 
practical purposes with a rolling partner scheduled rotation, is 8 years where there are less than 4 audit partners.  

Given that Australia follows the requirements of the IESBA’s Code of Ethics for Professional Accountants (Code), the more stringent 
of the Code’s and Corporations’ Act requirements will apply, unless the Australian ethics standards setter (APESB) exempts the 5 
year cooling off period for EPs. Even then, the global audit firms (Forum of Firms) will be required to comply with the Code, whereas 
non Forum of Firms could defer to local APESB regulatory requirements, if there were differences between the IESBA and APESB 
requirements, which I would support. 

The Rationale for the changes (page 6-7 of the ED) notes that the issues are ‘finely balanced’, ’has taken into account the potential 
implementation costs’, and ‘has also listened to concerns regarding the effect so the proposed amendments on the availability of 
resources, and on the small and medium practices (SMP) community’. However there is no discussion on what is a clear outcome of 
this proposal, and that is the detrimental impact it will have on less than 4 office audit partners who are being forced into audit firm 
rotation. 

It is ironic that the Rationale in the ED states that the proposals ‘provide a reasonable and robust response to regulatory changes 
being implemented to regulate the independence of audit firms in some parts of the world, specifically mandatory tendering and audit 
firm rotation’, when the proposals effectively lead to audit firm rotation of audit firms that have less than 4 audit partners in their local 
office. Given that IESBA's tacit opposition to audit firm rotation, this decision deserves further explanation. 

(a)  Small and Medium Practices (SMPs)  

As detailed earlier in the covering letter and my responses to the Specific Comments, this will reduce the competitiveness of SMPs 
and drive them out of the audit market. 
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(b)  Preparers (including SMEs) and users (including Regulators) This audit firm rotation proposal will reduce the choice that 
Preparers have in the audit market. I see no benefit to Users, and am not aware of any evidence from Regulators in the ED, as to 
why audit firm rotation is required for audit offices that have less than 4 audit partners. 

44.  KICPA KICPA is a strong advocate of the IESBA for its relentless efforts to increase the level of ethical standards that professional 
accountants are expected to perform and to serve the public interest by developing high-quality professional ethical standards.   

We agree, in general, the proposed IESBA’s proposed changes and their background that are designed to strengthen the provisions 
of the Code to address familiarity and self-interest threats that may be created by long association with an audit client, which are 
considered to protect the public interest better. In particular, more detailed explanations in the general provisions with regard to the 
cause of undermining independence arising from long association, and factors that impact the significance of any threats created will 
support firms identify and evaluate familiarity and self-interest threats, based on the principle.   

45.  KPMG The purpose of the long association provisions of the Code is to provide a framework, as well as specific requirements, to address 
the (perceived) familiarity and self-interest threats created by using the same personnel (who have the ability to directly influence the 
outcome of the audit) over a long period of time.  One appropriate response to such threats is to bring a “fresh look” to the audit or 
assurance engagement by removing certain professionals from the engagement and thereby minimizing their ability to directly 
influence the outcome of the engagement. 

An assessment of whether the provisions are adequate to address the threats cannot be made by assessing the effectiveness of the 
individual elements of the provisions in isolation.  Instead, consideration needs to be given to the interaction of the various aspects 
(in particular, the amount of time spent on the engagement, the nature of the role(s) performed, the duration of the cooling-off period 
and the restrictions on activities during the cooling-off period).  In respect of audit engagements, the Board has proposed to increase 
the required cooling-off period for engagement partners on the audit of a PIE from two years to five years.  The Board has also 
proposed to further limit the permissible activities for KAPs during such cooling-off period. 

Firstly, and notwithstanding our comments regarding the aspects of the provisions of the Code together rather than as discrete 
elements, we are supportive of the Board’s proposal to extend the two-year cooling-off period for engagement partners on the audit 
of a PIE as we consider that the current two year timeframe likely does not meet the expected standard for independence in 
appearance.  However, we are concerned that the proposed extension of the cooling-off period to five years is an excessive response 
as it may result in the loss of expertise of engagement partners, in particular in respect of highly-specialized industries or sectors and 
also may have unintended consequences in jurisdictions, or in specific situations, in which the time-on period is less than seven 
years. 
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Instead, we recommend that the cooling-off period be extended to three years following a time-on period of seven years, in order to 
support the aims of the proposals and to maintain audit quality. 

Secondly, jurisdictions are already required to have models in place to address the familiarity and self-interest threats created by the 
long association of engagement partners with audit clients, which have been determined to take into account the particular features 
of that jurisdiction.  While these models may potentially not be fully aligned with each specific element of the provisions proposed by 
the Board (e.g. differences in length of service on the audit or cooling-off periods), in totality they are likely considered by local 
regulators to be adequate to safeguard audit quality. Accordingly, if an independent regulator in a relevant jurisdiction has provided 
such a model for partner rotation that they believe is an appropriate response for that jurisdiction, taking account of other regulatory 
requirements that may also contribute to a reduction in the identified threats, this should be a key consideration in determining whether 
auditors in such jurisdictions are in compliance with the principles of the Code. 

Effective date 

We agree with the effective date proposed by the IESBA.  Audit firms will require some time to consider the effects of the proposed 
changes and to implement plans. 

46.  Malta The kind of relationship that develops between a smaller firm and its SME client is such that it is one where the auditor is also a 
trusted advisor. In these cases we don’t think that familiarity is entirely a bad thing. Furthermore the smaller audit firm may not have 
enough partners to achieve a meaningful rotation. Finally we believe that these measures as currently laid out could would impose a 
high level of bureaucracy on the smaller firm since it would need to have sophisticated mechanisms in place for identifying the treats 
to independence. We are not convinced that these firms need to have such mechanisms because of the nature of their audit 
engagements. For these reasons we think that the Board ought to better distinguish between the large and the small firms and that 
further guidance on SMPs would be in order.  

As regards rotation periods, we think that there should not be a difference between the rotation periods that are specified in the 
Regulation 537/2014 and the IESBA Code. A related point is the rotation requirements should apply to Key Audit Partners as defined 
in article 2.16 of the revised statutory audit regulation (2006/43/EC).  

47.  MIA In general, we noted that the focus of the exposure draft places strong emphasis on the familiarity threat in terms of relationship with 
client management.  We believe that although already highlighted under paragraphs 290.148A and 291.137A respectively of the 
Code, more attention should be accorded to these areas, i.e. familiarity threats that arise from the audit engagements, audit client’s 
operations and financial statements, when deciding both the time-on and cooling-off period under this Exposure Draft.  We therefore 
strongly suggest the IESBA enlarge the scope of this Exposure Draft to cover all the relevant familiarity threats.  Please see below 
the Institute’s responses on specific questions. 
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48.  MICPA Effective date 

Yes, MICPA is of the view that the proposal would require firms to make significant changes to their systems and processes and 
agrees that the proposed effective date and transitional provisions should provide sufficient time to make the changes. 

49.  NBA As a member of the Federation of European Accountants (FEE) we align with the comments FEE provided you.  

The EU – as well as the Netherlands prior to the EU legislation - introduced audit firm rotation for statutory audit of public interest 
entities as an additional safeguard to address the familiarity threat to an auditor’s independence that arises from long association with 
an audit client. We understand the demand for audit firm rotation. We realize there are pros and cons. It is highly desirable if IESBA, 
as the standard-setter for the global profession, would determine its position on (mandatory) audit firm rotation and take a clear stand. 

50.  Nexia Aus/NZ Nexia Australia is opposed to the proposal to extend the cooling-off period for Audit Engagement Partners to five years for the 
following reasons: 

i) The IESBA itself acknowledges on page 14 of the ED that “It [the proposals] may well, however, have a negative impact on 
audit firms, particularly smaller audit firms which have fewer audit personnel available to them.  The change in the cooling-off period 
for engagement partners is recognized by IESBA as being the change which overall will have the greatest impact.  No other 
jurisdictions currently apply a seven/five year approach solely for the engagement partner and only three jurisdictions that participated 
in the benchmarking survey have a five-year cooling-off period.”    

We agree with the Board’s assessment of the impacts of the proposal.  In our view, the proposal places an unreasonable burden on 
smaller and mid-tier firms that have less than five audit partners in an individual office, and also those firms that audit entities in 
specialised industries (eg, financial services, resources) where specialist audit expertise is required.  

Furthermore, the proposal will result in the mandatory adoption by all jurisdictions of the most onerous cooling-off provisions currently 
applied in only three jurisdictions without providing any empirical data to support that audit quality is enhanced in those jurisdictions 
compared to other jurisdictions with less onerous cooling-off periods. 

ii) In respect of listed entities, Australia’s Corporations Act 2001 requires a cooling off period of two years for the Engagement 
Partner (EP) and the Review Partner (RP), once they have completed a five year term as an EP or RP.   

Similarly, in respect of New Zealand, NZX Listing Rules require that the external auditor or lead audit partner is changed at least 
every five years for listed Issuers. 

The IESBA’s extension of the cooling off period to five years for Engagement Partners will impose a burden greater than that 
considered necessary by local regulators and legislators.  We also note that the IESBA believes that the seven years time-on period 
remains appropriate (page 9 of the ED) and that this was a consideration in extending the cooling-off period to five years.   
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In the Australian and New Zealand contexts, we believe that adoption of a five year cooling-off period (ie, five years time-on followed 
by five years cooling-off) is excessive and not justified by objective data that such an approach would enhance audit quality. 

iii) We are concerned that the proposals will result in the concentration of audits of PIEs to the Big 4 audit firms and have a 
detrimental impact on competition in the Australian and New Zealand audit services market.  Adopting a five-year cooling-off period 
will amount to audit firm rotation as those smaller and medium practices struggle to adequately resource those engagements. 

iv) We are aware of a published survey in the US that purports to illustrate that audit quality is enhanced by auditor rotation, by 
reference to the number of audit adjustments recorded by entities in the year immediately preceding and subsequent to auditor 
rotation compared to other periods.  However, we suggest that reference to the number of audit adjustments recorded in any particular 
year cannot be attributed solely to changes in audit quality in those periods.   

v) We support the objective of exploring ways to improve audit quality.  However, in our opinion, extending the cooling-off 
period to five years is not the right solution and the proposal lacks clear evidence to support that assertion.  Instead, we believe that 
the IPESB should consider other means that would more directly improve audit quality such as through improving auditor competency, 
consultation requirements, and education.  

Consequently, in our view, a reasoned, rational and supportable case for imposing an additional burden on smaller and mid-tier firms 
has not been made. 

(a) Small and Medium Practices (SMPs)  

As discussed above, the impact of the proposed changes on SMPs are significant and has the potential to: 

• effectively introduce mandatory audit firm rotation for practices with less than four audit partners; 

• force SMPs out of the audit market for PIEs, thereby concentrating the audit of PIEs to the Big 4 audit firms and reducing 
competition in the audit services market.  In our opinion, reducing the choice of audit firms for PIEs has the potential to reduce, 
rather than enhance, audit quality; 

• potentially reduce audit quality in the SMP sector by imposing overly stringent prohibitions on consultations with internal experts 
during the cooling-off period. 

51.  Nexia 
International 

Nexia International is opposed to the proposal to extend the cooling-off period for Audit Engagement Partners, primarily for the 
following reasons: 

• In our view, the proposal places an unreasonable burden on the resources available to small and mid-sized firms. Such firms 
have only a limited number of Audit Partners with the qualifications, industry knowledge and technical expertise to serve as an 
Audit Partner on a particular engagement. These limitations are particularly sensitive for audits of public interest entities in 
specialized industries (e.g., financial services, natural resources), where audit expertise and specialized knowledge is required. 
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For small and mid-sized firms, a longer cooling off period inhibits the firm’s ability to have the most qualified individual act as 
Engagement Partner, which does not serve the public interest. 

• Furthermore, the personnel constraints caused by lengthening the cooling-off period would inevitably force some small and 
mid-sized firms to discontinue performing audits of public interest entities. Currently, many public interest entities have only a 
small number of audit firms to choose from. We are concerned that this further concentration of audits of PIEs will have a 
detrimental impact on competition among audit firms as small and mid-size firms struggle to adequately resource those 
engagements, and this consequence would be detrimental to the public interest. 

• The existing five-year cooling off period has been in existence for only two audit cycles. This is too short a time to provide any 
evidence that the mandatory five- year cooling off period has or has not improved audit quality. We believe the Board should 
allow adequate time for the current rules to be in place and evaluated. 

We support the objective of exploring ways to improve audit quality. However, in our opinion, extending the cooling-off period to five 
years is not the right solution, and the proposal lacks clear evidence to support that assertion. 

(a) Small and Medium Practices (SMPs) As discussed above, the impact of the proposed changes on SMPs are significant and has 
the potential to: 

• effectively introduce mandatory audit firm rotation for practices with less than four audit partners; 

• force SMPs out of the audit market for PIEs, thereby concentrating the audit of PIEs to the Big 4 audit firms and reducing 
competition in the audit services market.  In our opinion, reducing the choice of audit firms for PIEs has the potential to reduce, 
rather than enhance, audit quality; 

• potentially reduce audit quality in the SMP sector by imposing overly stringent prohibitions on consultations with internal experts 
during the cooling-off period. 

52.  NZAuASB The NZAuASB is supportive of the IESBA project to review the Provisions of the Code Addressing Long Association of Personnel 
with an audit client.  This is very relevant in the context of regulatory developments internationally.  The NZAuASB strongly supports 
the IESBA’s approach of developing a robust framework to assist auditors to address familiarity threats.  

The NZAuASB agrees that the enhancements to the general provisions will improve audit quality, the application of the principles in 
practice and therefore generally enhance confidence in independence. The NZAuASB further recognises the importance of auditor 
rotation and its objective to promote auditor independence. However, in the absence of sufficient evidence that justifies it, the 
NZAuASB does not consider that increasing the mandatory time-out period of the key audit partner to five-years would necessarily 
achieve the desired outcome of improved audit quality, or that this approach correctly balances the need for perceived independence 
against the cost of the loss of experience and knowledge of a client. The NZAuASB is particularly concerned that this approach may 
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cause supply problems in smaller jurisdictions, jurisdictions where auditors are remotely spread or jurisdictions where the supply of 
auditors is diminishing or is limited which could have an adverse effect on audit quality. As a small country, New Zealand has a small 
pool of experienced auditors. New Zealand, and other similar jurisdictions, cannot sustain a system that is impractical and onerous 
due to the relative small size of the auditor pool and the large pool of public interest entities.  The NZAuASB strongly encourages the 
IESBA to consider a principled, flexible approach that is targeted to improve audit quality, and that is practical at a global level.  The 
NZAuASB has noted some matters for the IESBA’s consideration in the submission attached.  

In summary, the NZAuASB: 

1. Supports efforts to strengthen the framework and recommends that these changes, together with a seven-year time-on, two-
year time-off approach for public interest entities, with flexibility for national standard setters to tighten these requirements as 
applicable in their jurisdictions may be the most appropriate and practical way to proceed.  The NZAuASB’s preference would be that 
changes to the framework, and clarification to activities during the cooling-off period to ensure that “off” means “off” would be practical 
and sufficient in the New Zealand context. 

2. Is however mindful that the IESBA may still consider it necessary to raise the bar of the minimum time-on time-off 
requirements, even with the improvements to the framework, to address the perceived threat to independence identified.  The 
NZAuASB would recommend that further options should be explored, especially bearing in mind smaller or more remotely spread 
jurisdictions, and jurisdictions where there is a relatively small pool of auditors and a large number of relatively small public interest 
entities, where the practical implications of such changes may differ significantly from the implications in larger jurisdictions like the 
United States, the United Kingdom and Canada.  The NZAuASB would encourage the IESBA to proceed with caution, so as not to 
have a negative impact on audit quality, allowing some flexibility at a national level, encouraging national standard setters to raise the 
bar in a manner that would be practical in their jurisdiction.  

3. Recommends that if on balance, IESBA considers it absolutely necessary for the minimum global requirements to be 
tightened, that possibly a more workable solution in a jurisdiction like New Zealand would be to consider a six-year time-on, three-
year time-off rotation cycle. 

In formulating this response, the NZAuASB sought input from New Zealand constituents in several ways.  The first was an invitation 
to comment placed on the NZAuASB website with an accompanying notification sent to subscribers.  The NZAuASB also hosted two 
“roundtable” discussions attended by a broad group of stakeholders representing auditors including the larger audit firms, SMPs and 
academics. The NZAuASB also received feedback on the proposals from the regulator (Financial Markets Authority) and from 
representatives of those charged with governance.   

On the key issue of extending the cooling-off period from 2 to 5 years, the NZAuASB considers it significant that New Zealand 
constituents, from all stakeholder groups including both large and small practices, representatives of those charged with governance 
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and the regulator, consistently expressed concern to the NZAuASB about the implications for auditor availability and audit quality if 
these proposals were to be implemented in New Zealand. 

Small and Medium Practices (SMPs) 

The NZAuASB’s view on the impact of the proposals on SMPs is included in the response to question 5 above. The NZAuASB is 
concerned that the proposal will significantly impact these audit firms and may affect the viability of their businesses, and may have 
the effect of shifting PIE audits out of the small firm audit space.  The NZAuASB considers that this may have adverse consequences 
to creating a competitive audit market. 

Effective date 

If IESBA chooses to proceed with the five year cooling-off period, the NZAuASB considers that the impact on firms will be significant 
and that IESBA should consider extending the transitional provisions to provide sufficient relief to audit firms to implement the 
proposals. 

53.  Pitcher Partners We appreciate the opportunity to provide comment on the exposure draft. Our main concern relates to the proposal to extend the 
cooling-off period to five years for the engagement partner on the audit of public interest entities, as we cannot see how audit quality 
or a ‘fresh-look’ would be enhanced by a five year cooling-off period as compared to the present two years. Our detailed responses 
to all 14 questions are attached to this letter. 

Pitcher Partners is an association of independent firms operating from all major cities in Australia. Firms in the Pitcher Partners 
network are full service firms and we are committed to high ethical standards across all areas of our practice. Our clients come from 
a wide range of industries and include listed and non-listed disclosing entities, large private businesses, family groups, government 
entities and small to medium sized enterprises. 

54.  PKF We believe that the proposed changes generally strengthen the requirements of the Code in this important area, although we are 
concerned that some proposals result in additional complexity, and perhaps the introduction of too many specific restrictions, 
suggesting a move away from a principles-based approach.  

In addition, we propose an alternative model for determining the cooling-off period for all key audit partners and suggest clarification 
of the (existing) seven year permissible time-on period. 

Request for General Comments 

Our comments to specific questions were formulated having considered SMPs, developing nations and ease of translation. 

With regards to the proposed effective date, we believe this to be appropriate. 

55.  PwC Principal comments 
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Independence and audit quality 

Independence – the objectivity, scepticism and integrity of auditors – is fundamental to audit quality and is at the heart of who we are 
and what we do. Audit quality is also driven by the cumulative knowledge and experience the audit engagement team develops over 
time spent with a particular client and industry.  An auditor’s familiarity with the business and the environment in which the audit client 
operates as well as the need to remain objective and apply professional scepticism are both essential to performing a quality audit, 
and need to be appropriately balanced. In our view, any consideration of auditor rotation requirements needs to be considered within 
the broader context of audit quality, with the relative risks of long association weighed carefully against the benefits to audit quality of 
cumulative knowledge and experience. 

The current Code 

We believe that the safeguards in the current Code are robust, extensive and adequate and provide a solid foundation for managing 
threats to independence. Many of the current provisions in the Code, particularly those relating to Key Audit Partners, have only been 
in effect from January 1, 2011, and are yet to be fully implemented in terms of a rotation cycle. We support consideration of ways to 
enhance audit quality, including how the Code may be revised to enhance independence. However, given that the current provisions 
have not yet run their course, we question making significant changes to the current provisions so soon in the absence of evidence 
that change is needed to improve their effectiveness. The proposed changes appear to us to be responding to perceptions about the 
adequacy of the current requirements rather than to evidence that they are not achieving their objectives.  If there were examples of 
circumstances where the current provisions have given rise to a demonstrable threat to the independence of the auditor to the 
detriment of audit quality, it would elevate the debate beyond the theoretical.  

Certain jurisdictions have supplemented the Code with additional requirements - shorter “on” periods and/or longer “off” periods.  For 
example, the US (for SEC registrants) and UK (for listed entities) require rotation of audit engagement partners after 5 years, and 
each of these, plus Canada, have an “off” period of five years as opposed to two years in the Code. More recently  several local 
regulators have reversed these reduced rotation periods;  for example, Canada recently extended the rotation period for audit 
engagement partners and engagement quality control reviewers, and the UK increased the “on” period for engagement quality control 
reviewers, from 5 years  to 7 years. This indicates there is still diversity in views and at the very least suggests there is not conclusive 
evidence that stricter rotation requirements are more effective in practice.  

Focusing safeguards on areas with the greatest potential for threats to arise 

As independence is a state of mind, it is wrong to presume that any individual on the audit engagement team will lack objectivity and 
scepticism simply due to long association with a client. However, the audit engagement partner is most at risk from familiarity threats 
because of the nature of their role as the key ultimate decision-maker in the audit. Therefore, if there are to be any changes to the 
Code, we believe that the Board’s attention should focus on the audit engagement partner.  
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The bigger picture of regulatory change 

Finally, as the Board is aware, the landscape of auditor regulation is currently subject to widespread review and recent decisions on 
matters such as mandatory firm rotation, retendering and audit reform, particularly in the European Union, will lead to profound 
structural change of the profession. These areas are interrelated with the questions raised here and we believe that making changes 
to the Code in isolation, without a clear picture of how these structural changes will be implemented or the full impact they will have, 
runs the risk of unintended and negative consequences.  

Long association and rotation considerations for personnel on an engagement team should, as they do currently, reinforce and work 
alongside other safeguards. Different jurisdictions have adopted different mixes of safeguards, which collectively may be equally 
effective, despite the fact that any particular requirement may appear to be less stringent when considered in isolation. Members of 
the Forum of Firms face a particular challenge as we voluntarily comply with the Code of Ethics in relation to transnational audits as 
well as with local regulatory and standards requirements. A principles-based approach allows for the application of the Code to a 
broad range of scenarios. While there may be jurisdictions that apply only the Code and so having the Code to set minimum 
requirements is necessary, there may be different but robust requirements established by local regulators that achieve the same aim. 
Where requirements are being set, we believe that the Board needs to take into account the possible interplay and that the Code 
should allow for compliance with these other alternative approaches instead of the minimum requirements set out in the Code. 

56.  RCA The proposed changes are logical. Positive fact is that the terms are determined only for PIEs, but as for their other clients, audit 
firms could determine the terms of cooling-off period individually. 

57.  RSM Overall we recognise that stakeholders have raised concerns with regard to the long association of personnel with an audit and 
assurance client, particularly with respect to Public Interest Entities. The IESBA acknowledges in the Rationale for the Proposed 
Changes that the issues at stake are finely balanced and we agree that change is needed to address the concerns of stakeholders. 
The costs of discarded accumulated knowledge about the client’s business and those of implementation are substantial, and therefore 
the right balance has to be found. 

Most importantly we support extending the cooling–off period from two to five years to signal to stakeholders the value the profession 
places on being, and being seen to be, independent from audit and assurance clients. We consider that the IESBA has achieved a 
significant step forward with the measures proposed within the Exposure Draft.  We commend the IESBA for the considerable amount 
of work that has been done on this area.  

58.  SAICA (a) SMPs 

There could be significant cost implications for SMPs if the cooling-off period is extended to five years.  
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59.  SCM Translations 

Translation issues are not applicable for Malaysia as the final standard will be adopted in English. 

Effective date 

AOB notes that the IESBA intends to finalize the revisions to the Code in the first half of 2015, and for the proposed changes to be 
effective for the audits of financial statements for years beginning on or after 15 December 2017.  

In this regard, AOB wishes to caution that the decision to put the proposed changes into effect should only be made after gauging 
market readiness on a global basis. 

60.  SLF Our firm has only a few people with the necessary knowledge and experience to serve as key audit partners on the audits of public 
interest entities, therefore partner rotation on these audits would create a burden on the firm. As such, we are pleased to read that 
the exceptions as set out in 290.153 have been retained in the proposed changes; perhaps this section should be given some 
prominence in the proposed changes or appropriately cross-referenced as necessary. 

61.  SMPC (IFAC) We have been grateful for the opportunity to provide comments on the Long Association project in advance of the IESBA Board’s 
meetings and welcomed the inclusion of some of our points as part of one of the Agenda Items for the IESBA July 2014 board 
meeting. The ED states that the IESBA has “listened to the concerns” of the effects of the proposed amendments on SMPs. We 
appreciate that the comments we previously raised have been carefully considered. However, as the Board’s proposals are 
unchanged, we wish to reiterate these points and add further comment in this response to the ED. 

We are concerned that some of the current proposals may place unreasonable constraints on SMPs and have significant unintended 
consequences. Hence, we encourage the IESBA to reconsider certain proposals. In particular, we do not support the following 
proposals: to extend the general provisions to all members of the audit team; to extend the cooling-off period to five years for the 
engagement partner on the audits of Public Interest Entities (PIEs); and to place additional restrictions on activities that can be 
performed by a Key Audit Partner (KAP) during the cooling-off period. 

Due to their often limited resources SMPs may not be aware of the ongoing activities of international standard setters like the IESBA 
and thus generally do not submit comment letters or otherwise engage in the standard setting consultation process. We strongly 
encourage the Board to recognize this fact when analyzing the responses to the ED. We expect that the IESBA would receive similar 
concerns from the wider SMP constituency. We also encourage the IESBA to consider the number of PIEs which are currently audited 
by SMPs worldwide, so as to obtain an understanding of the number of firms that would potentially find some of the current proposals 
problematic. In many jurisdictions PIEs include quite small entities, which are audited by SMPs, for example small charities. These 
SMPs are therefore disproportionately affected by any proposals that relate solely to this sector group. More stringent requirements 
may also impact the market concentration and could ultimately force some SMPs out of the PIE audit market.  
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In our opinion, the developments globally with respect to mandatory firm rotation should also be factored into the assessment of long 
association. For example, the European Regulation on Statutory Audit of Public Interest Entities and the new Companies Act 2013 in 
India have both recently established requirements for the rotation of individual auditors and audit firms. We agree that any changes 
proposed by the IESBA should provide both a reasonable and robust response to regulatory changes and acknowledge that there is 
reference in the ED that these developments would be considered outside the scope of the project. We also recognize that it is not 
possible for the IESBA Code of Ethics for Professional Accountants (the Code) to address all the developments, complexities and 
practicalities in each jurisdiction and the IESBA should focus on setting standards with an appropriate balance at the global level. It 
is therefore essential that the Code is sufficiently principles-based to allow it to work in conjunction with national requirements.  

The rationale for many of the changes explained in the ED is to strengthen the perception of independence and for the Code to be 
revised so as to better serve the public interest. From a public interest perspective, the premise for making any change should be to 
improve the quality of audit and other assurance engagements. The cost of change arising from adapting to new or revised standards 
should be outweighed by delivering a tangible benefit to the public by way of improved audit and assurance quality. The public 
perception of a linkage between audit partner tenure and audit quality should not drive rational decision making when there also exists 
an equally strong perception that audit quality actually improves as the audit partner gains knowledge of the client and the industry in 
which the client operates.  

In our view, global convergence could also be seen to be in the public interest. We believe that the proposed changes to the Code of 
layering bifurcated requirements for different partner roles over local regulation will complicate application in practice, and may even 
be detrimental to its acceptance and adoption in some jurisdictions. Furthermore, we recognize that many jurisdictions, having so 
recently implemented the new requirements, may be reluctant to introduce further requirements this soon. Additional changes can be 
problematic - not only from an implementation perspective, including translation, but also a member body communication perspective.  

As this is often a matter for national legislators, it is important the proposals do not impose undue complexity and that any changes 
to the Code are clearly justified, based on a thorough impact analysis and are supported by robust evidence and research. The 
potential benefits must outweigh the costs, in particular, the high cost of their implementation in many jurisdictions. We are not 
convinced that many of the significant proposals in the ED meet these important criteria. 

Effective date 

As we have previously communicated to the IEBSA, keeping up with new regulations and standards has been consistently ranked as 
one of the top challenges facing SMPs. This supports the need for a stable platform for the Code. We would prefer that the Board do 
not make piecemeal changes to the Code and give due consideration to whether it would be practical for these revisions to be 
introduced as part of other significant changes resulting from other current projects. Practitioners need time to understand the 
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changes, assess how they are affected and to put measures in place to enable them to comply. The impact on SMPs resources of 
this process can be particularly onerous as they do not have the same level of in-house resources available at larger firms. 

62.  William Buck William Buck remains sturdily supportive of the principles – based framework approach adopted in the Code of Ethics (“the Code”). 
Our concern of late is that the IESBA Board’s (“the Board”) proposed changes to the Code displays a clear move towards a more 
rules – based approach. It is our view that this is counterproductive in the overall management of independence matters. 

In line with the principles – based approach we are supportive of the Board’s proposals to (a) strengthen the general provisions that 
apply to all audit and assurance engagements, and (b) restrict the type of activities that can be undertaken with respect of an audit 
client and audit engagements by a former key audit partner during the cooling - off period.  

We do not however support the Board’s proposals in relation to the rotation of Key Audit Partners (“KAP’s”) on PIE’s. We remain 
unconvinced of the need for this proposed rules - based approach. There does not seem to be empirical evidence to create a business 
case for the proposed changes, at best it is our view that perception seems to be forcing an agenda here that again in our view is 
unwarranted. In summary, we recommend that the Board reassess and not proceed with its proposals in relation to the rotation of 
Key Audit Partners (“KAP’s”) on PIE’s. 

63.  WPK WPK basically welcomes IESBA’s efforts to enhance independence in mind and in appearance in order to increase the credibility and 
authenticity of the profession vis-à-vis of stakeholders. How-ever, with respect to the ED, we have several concerns. 

As IESBA is aware, the EU recently passed the audit legislation (the EU Audit Reform) taking effect in the 31 countries of the European 
Economic Area. Although IESBA´s Explanatory Memorandum does mention the EU Audit Reform, we doubt whether the content and 
dimension of this reform have been sufficiently considered by IESBA when issuing the ED.  

We do not support any provisions on the “Long Association of Personnel with an Audit or Assurance Client” that are stricter than the 
EU Audit Reform.   

The ED refers to the “familiarity threat” as being the reason for strengthening the extant provisions on the internal rotation. However 
– as far as recognizable from the ED – it appears that IESBA has not sufficiently taken into account that the EU Audit Reform will 
introduce, among others, mandatory firm rotation as a requirement for all audit firms performing audits of public interest entities (PIEs) 
as a primary safeguard to address the threats to independence that may arise from long association with an audit client. Moreover, 
the EU Audit Reform also strengthens internal rotation by extending the cooling-off period from two to three years and introduces a 
requirement for audit firms to establish systems for a gradual rotation of audit personnel.   

In this respect we believe that there is a need for IESBA to revisit the provisions that relate to the audit of PIEs and to take a holistic 
approach in considering the various safeguards that are available to address the threats to independence that may result from a long 
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association with an audit client. Such an approach should consider the impacts and interactions the different requirements, and the 
combination of them, might have for safeguarding auditors’ independence as well as it should analyse the potential trade-offs these 
measures may have with respect to audit quality. 

Furthermore, the EU Audit Reform will also bring about a significant increase in the number of entities that will be treated as PIEs. 
According to a survey conducted by the Federation of Europe-an Accountants (FEE) in October 2014 currently more than 28,000 
entities have to be considered as PIEs; only around 7,000 of them are listed entities. The number of non-listed PIEs might even 
increase depending on how EU member states implement a respective option provided by the EU Audit Reform. It should be noted 
that a significant number of the non-listed PIEs are smaller entities audited by SMPs. This given, we are concerned about the approach 
taken by the ED, i.e. applying the same requirements for all audits of PIEs, regardless whether the PIE is a listed entity, an entity with 
complex international operations, or a small national bank or insurance company, or even a municipality-owned hospital. Against this 
background, IESBA´s approach in proposing requirements for internal rotation, which are partly going beyond EU legislation, are very 
detailed and to some extent overly complex, and would apply to any audit of a PIE, may lead to such a regulatory density which would 
hardly be controllable by the profession. In particular this would significantly affect SMPs and might bring about a competitive 
disadvantage for them.  

Another issue of our general concern is the concept of the amendments. We recognize that many additional suggestions in the ED 
probably originate from the desire to meet a potential necessity of distinction and/or guidance. However, from our point of view, one 
of the main achievements of the Code so far has been its principles-based approach. We have to note with increasing concern that 
the Code appears to get incrementally detailed and runs the risk of moving gradually towards a rules-based approach, even though 
we have experienced that IESBA is basically committed to a principles-based approach. 

(a)  Small and Medium Practices (SMPs)  

The proposed changes lead to a substantial amount of extra work and additional economic burdens for all audit firms and auditors 
especially to Small and Medium Practices due to limited human resources especially at Partner-level.  

(d)  Translations – Recognizing that many respondents may intend to translate the final changes for adoption in their own 
environments, the IESBA welcomes comment on potential translation issues respondents may note in reviewing the proposed 
changes.  

As already stated in our last comment letter of August 14, 2014 to the ED “Proposed Changes to Certain Provisions of the Code 
Addressing Non-Assurance Services for Audit Clients“, due to the high importance of the Code and its worldwide (de facto) binding 
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effect on the profession, one might think about translating the Code and the present changes into the respective language of important 
jurisdictions by IFAC itself. This could also lead to greater acceptance and use of the Code. 

(e)  Effective date – Recognizing that the proposed changes are substantive, would the proposal require firms to make significant 
changes to their systems or processes to enable them to properly implement the requirements? If so, do the proposed effective date 
and transitional provisions provide sufficient time to make such changes? 

Based on the vast number of PIEs in Germany and in the EU we suggest an alignment of the IESBA transitional provisions with the 
transitional provisions of the EU Audit Reform in order to smooth the rotation obstacles within the audit firms and audit clients.   

64.  ZICA Small and Medium Practices (SMPs)  

a) The proposed change in the cooling-off period for engagement partners will have negative impact on audit firms, particularly 
smaller audit firms which have fewer audit personnel. 

Preparers (including SMEs), and users (including Regulators) 

b) We believe our members will have less practical challenges to implement the proposed changes. 

Translations 

c) For now, we do not foresee difficulties in applying the proposed changes. 

Developing Nations 

d) The ethical standards for professional accountants are not presently translated in Zambia and therefore we do not foresee any 
translation issues that may arise. 

Effective date 

e) We believe that the tentative effective date suggested in the exposure draft would be appropriate. We do not foresee any issue 
with the implementation of the proposed changes. 

 

 

 


