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The mandateof the hdependenRegulatoryBoard forAuditors (the IRBA)is to protect the

public by reguhting audits performed by registered auditors and developing and maint

aining

internationally comparable ethical and auditirgfandardsfor auditors and establishing
measures that advance the implementation of appropriate standards of competence and good

ethics, that promote investment and and as a consequence employ®euathii\frica

The statutory Committee for Auditor Ethics assists the Regulatory Board to determine what

constitutes improper conduct by registered auditors by developing rules andnggider
professional ethics, including a code of professional conduct.

Copies ofthe Rules Regarding Improper Condaatd Code of Professional Conduct
Registered Auditorsmay be downloaded fresf-charge from the IRBA website
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for
at

Copyright © June 2010independent Regulatory Board for Auditors

All rights reserved. Permission is granted to make copies of this work provided ths
copies, in whichever format, are for therpose of registered auditors discharging tf
professional duties, for use in academic classrooms or for personal use and provid
copies are not sold for income and provided further that each copy bears the followin
| i nQopyrighit © by thdndependent Regulatory Board for Auditors. All rights reser
Used with permission of the IRBA. Ot her wi s e, written pe
Regulatory Board for Auditors is required to reproduce, store or transmit this doc|

it such
neir

ed such

y credit
ed.

r mi
ument

except as permid by law.

SSi

on


http://www.irba.co.za/

RULES REGARDING IMPROPER CONDUCT AND
CODE OF PROFESSIONAL CONDUCT FOR REGISTERED AUDITORS

CONTENTS
Pages
Rul es Regarding | mproper Conduct B-déecééeecéeé

Code of Professional Conduct for Rexyril2stered Au

CONTENTS iii






RULES REGARDING IMPROPER CONDUCT

These Rules Regar dithege Rulesp)r orpeege aGo nadrucc t r g @il ac e
Disciplinary Rules 2.1 referred to in section 59(8)(c). These Rules are prescribed by the
Board under section 4(1)(a)ith effect froml January 2011

1. DEFINITIONS

In these Rules the terms below have the meanings assigned tartieny reference to
any section in these Rules is a reference to the corresponding section inthe Act

1.1 ftheActdo means the Auditing Professimn Act, )
used in these Rules which is defined in the Act bears, unless the context indicates
the contrary, the meaning assigned to it in the Act;

1.2 fiRegulatory Boardd means the I ndependent Regul at a
establishedby section 3;

1.3 fithe Coded me d&a Sodet of Professional Conduct prescribed by the
Regulatory Boardh terms ofsection 4(1)(c);

1.4 ffirm o in the context of these Rul es, me an s
(a) a partnership, company or sole proprietor referred to in sectin 38

(b) An entity that controlshe partiesin (a), through ownership, management
or other means; and

(c) An entity controlled by the parties in (a) through ownership,
management or other means.

15 fiprofessional service8 i n t he ¢ ont, meabs sayvicesrequirisge Rul e s
accountancy or related skills femmed by a registered auditor including
accounting, auditing review, other assurancend related servicgstaxation,
management consulting and financial management services. iHohsde but
arenot limited to:

(@) Audit, review,other assurancandrelatedservices:

0] Financial statement audjtreviews, other assurance serviess|
related servicessuch as regulatory reporting, sustainahility
complianceand performance reporting;

(ii) Company accounting advisory services such as preparation of
accounting recals and financial statements in accordance with
recognised financial reporting standards and applicable statutes;

and
(i) Company statutory services;
(b) Taxation services:
0] Tax return preparatioand submission;
(ii) Tax calculations for the purpose of preparing aotiog entries
(iir) Tax planning and other tax advisory servjced
(iv) Assistance in the resolution of tax disputes;
1Section 1 v. fARegulatory Boardbd
2Section 1 v. Afirmo
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RULES REGARDING IMPROPER CONDUCT

(c) Advisory services:

(1) Accounting advisory and financial management advisory
services: accounting support, conversion services for new and
revised accounting standards, financial modeling and project
management;

(i) Business performance services: business effectiveness, people
and change management, operational and business finance;

(i) Internal audit: risk and compliance services, review and
monitoring of internal controls, risk management, compliance
services, corporate governance and audit committee advisory
services;

(iv) Corporate finance services: mergers and acquisitions, valuations,
infrastructure financing, debt and capital markedsie diligence
reviews, transaction services and designated advisor services to
listed companies;

(v) Corporate recovery services: liquidation and insolvency
administration, curator bonis, administration of deceased estates,
judicial management and trusteeships;

(vi) Financial riskmanagement services: actuarial services, banking
and risk advisory, regulatory and compliance services, technical
accounting;

(vii) Information technology IT) Advisory: security, privacy and

continuity, enterprise resource planning; information system
audit sevices, IT project advisory, governance and performance;

(viii) Forensic services: dispute advisaapd resolution, ethics and
integrity monitoring, fraud risk management, intellectual
property and other investigations and regulatory compliance.

1.6 fipublic practiced means the practice of a registered auditor who places
professional services at the disposal of
similar meaning.

1.7 fregistered auditod means an individual or firm re
the RegulatoryBoard4.

1.8 firegistered auditor in public practiceo , in the context of thes
registered auditor that provides professional services

1.9 fitraining contracto means a written training cont
prescribed form and registered with fRegulatory Board whereby a prospective
registered auditor is duly bound to serve a registered auditor for a specified
period and is entitled to receive training in the practice and profession of a
registered auditéx

1.10 These Rules shall, wherever possilile, construed in conformity with the Act
andany footnote in these Rules shall be taken into account in the interpretation of

these Rules.
3Section 1 v. Apublic practiceo
4Section 1 v. Aregistered auditoro
5Sectionnilny.cdintrmact o
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2. IMPROPER CONDUCT

The RegulatoryBoard is obliged by section 48 toonsider and, where it appears
justified, investigaeé and deal with any complaint, charge or allegation of improper
conduct against a registered auditor which may be laid before it, and is empowered to
impose any of the prescribed sanctions set out in section 51(3) and Disciplinary Rule 8.1
and 8.2, in resget of any improper conduct. While the acts or omissions specified in the
following paragraphs are not intended to be a complete list of acts or omissions which
might constitute improper conduct on the part of a registered auditor and which are
punishablein accordance with the provisions of the Act and Disciplinary Rules, a
registered auditor shall be guilty of improper conduct if such registered awitivout
reasonable cause or exclise

2.1 contravenes or fails to comply with any provision of the Act wittich it isthe
regi st er dutytoxamply;t or 6 s

2.2 contravenes or fails to comply with any provision of any other Act with which it
ist he r egi s tdatyteabmpdyingrovidimg pdofessional services;

2.3 has been found guilty in some other forumgluding a Court, ofany offence
involving dishonesty, and in particular (but without prejudice to the generality of
the foregoing) theft, fraud, forgery or uttering a forged document, perjury, bribery
or corruption;

2.4 is dishonest in the performance ofyawork or duties devolving upothe
registered auditan relation toi

2.4.1 any professional servicgerformedby a registered auditor; or
2.4.2 any office of trust whichthe registered auditdnas undertaken or
accepted;

2.5 contravenes or fails to comply with any wvé@ments in Auditing
Pronouncements prescribed by BegulatoryBoard;

2.6 contravenes or fails to comply with any requiremémtie Code;

2.7 fails to perform any professional services or duties with such a degree of
professional competence, due care and akilin the opinion of th&®egulatory
Board may reasonably be expected, or fails to perform the professional
services or duties at all;

2.8 with intent to evade or to assist any other person to evade any tax, duty, levy or
rate whatsoever

2.8.1 knowingly or reklessly prepares or makes, or assists any other
person to prepare or make, any false statement (whether such
statement be oral or in writing); or

2.8.2 signs any false statement in relation thereto recklessly or knowing it
to be false; or

2.8.3 knowingly or recklessl prepares or maintains any false books of
accounts or other records;

2.9 permitst he r e gi s tnameeabe asaddin conmectims with any estimate
of earnings contingent upon future transactions in a manner which may lead to
the belief thathe registeed auditorvouctesfor the accuracy of the estimats;
in circumstances in whicthe registered auditdknew, or ought reasonably to
have known, that he r e gi st ramewhs eeingdor woaold ldesused in
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2.12

2.13

2.14

2.15

2.16
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connection with any such estimate of earsjmy failed, within a reasonable time

from acquiring such knowledge or from the time whbe registered auditor
ought reasonably have known of those facts, to take reasonable steps to distance
the registered auditdirom such estimate and/or to dispek thelief thatthe
registered auditorouched for the accuracy of the estimate

seeks, either before or during the periodadfaining contracof a prospective
registered auditeito impose any restraint whatever on ghespective registered
auditor conerned which will apply after the date of termination of the training
contractperiod, or threatens or attempts to enforce any such restraints after such
date. The provisions of this rule will not, however, apply so as to prohibit a
registered auditor froraeeking to restrain prospective registered auditdor a
period of not longer than one year from the date ofpttespective registered
auditors ceasing to be employed by the registered auditor, from soliciting for
professional services from an exigfi client of that registered auditor or from
accepting an engagement of any kind from an existing client of that registered
auditor,;

directly or indirectly stipulates or receives fronpespective registered auditor
who is or has been serving under a@rting contract, or from any other person,
any payment, reward, compensation or consideration for agreeing to the
cancellation of such training contracprovided that it shall not be deemed a
breach of this rule if a registered auditor requires to be @imbursed in respect

of disbursements actually made by them to RegulatoryBoard in connection

with a training contract which is subsequently cancelled, and of which
disbursements they are able to produce proof to the satisfactionRégudatory
Board;

fails to answer or to deal with appropriately within a reasonable time any
correspondence or other communication fromRlegulatoryBoard or any other
person which reasonably requires a reply or other response;

fails to comply within a reasonabliene with an order, requirement or request of
the RegulatoryBoard;

fails to resign from a professional appointment when requested by the client to do
so and/or fails to transfer all books and papers that are the property of the client

and which are or whitmay come inta he r egi s tpessesgon@theli t or 6s

client or to a newly appointed accountant or auditor when requested by the client
to do s

fails after demand to pay any subscription or any fee, levy or other charge
payable to th&egulatoryBoad;

abandond he r egi st pbliepactiaeundthout previbiss notice tioe

regi st er elidntsand withaut@amadging with the clients for the despatch

of the <c¢clientsd busi ness o0 rhe tedisieredc ar e
audita @assessionorunderh e r egi stcentradr audi t or 6s

behavesn a manner which tends to bring the auditing profession into disrepute.

RULES
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CODE OF PROFESSIONAL CONDUCT FOR REGISTERED AUDITORS

STATUS OF THE CODE

1 In terms of the powers granted to it by sections 4 and 21 of the AdRetipalatory
Boardhas published hi s Code of ProfessionalthiscConduc
Code )to establish the fundamental principle$ ethical conductand provide a
conceptualframework thatassists registered auditors in complying with the ethical
requirements of this Code and meeting their responsibility to act in the public interest.
It replaces theexisting IRBA Code of Professional Conduathich is repealed a@h
replacedwith effect from 1January 2011. Transitional provisions at the end of this
Code provide for later effective dates for specific sectibhss Code does not restrict
the scope of the Adr the Rules Regarding Improper Conduct

2 The Code is applable to all registered auditoré. contravetion of, or failure to
comply with any requirements in t@ode may beregarded asmproper conduct
within the ambit of section 21 of the At of theRules Regarding Improp€onduct
and as suclmay be invesigatedand if appropriatéhe registered auditanight be
charged in terms of section 48 of the Act.

3 This Code is based on Parts A and B of thede of Ethics for Professional
Accountant®o f t he I nternational Et hi csESBA andar ¢
Codeo) p ubl ilkenmnatidnal b-gderatioh eof Accountants (IFAQ)

April 2010andis usedwith permissionof IFAC. Adaptationso Parts A and B are
underlined and in italicen this Code

DEFINITIONS

For the purpose of this Code the termitehave the meanings assigned to them and any
reference to any section in this Code is a reference to the corresponding section in the Act.

In this Codethefollowing expressions or ternfeve the meanings assigned to them

Acceptable level A level atwhich a reasonable and informed third party would be likely
conclude, weighing all the specific facts and circumstances availabl
theregistered auditoat that time, that compliance with the fundament
principles is not compromised.

Act The Audiing Profession Ac2005 Act No. 26 of 2006

Advertising The communication to the public of information as to the services
skills provided by reqgistered audites with a view to procuring
professional business.

Assurance client The responsible parthat is the person (or persons) who:

(@) In a direct reporting engagement, is responsible for the st
matter; or

(b) In an assertiofbased engagement, is responsible for the su
matter information and may be responsible for the subject matte

6 DEFINITIONS



Assurance
engagement

CODE OF PROFESSIONAL CONDUCT FOR REGISTERED AUDITORS

An engagement in whichragistered auditoin public practiceexpresses
conclusion designed to enhance the degree of confidence of the in
users other than the responsible party about the outcome of the evalu
measurement of a s@gt matter against criteria.

(For guidance on assurance engagements see the International Fra
for Assurance Engagements issued by the International Auditing
Assurance Standards Boasthich describes the elements and objective
an assurance gagement and identifies engagements to which Interna
Standards on Auditing (ISAs), International Standards on Re
Engagements (ISREs) and International Standards on Assl
Engagements (ISAEs) apply.)

Assurance team (a) All members of the engament team for the assuranc

Audit client

Audit
engagement

DEFINITIONS

engagement;

(b) All others within a firm who can directly influence the outcome
the assurance engagement, including:

(i) those who recommend the compensation of, or who pre
direct supervisory, management or other ogtsiof the
assurance engagement partner in connection with
performance of the assurance engagement;

(i) those who provide consultation regarding technical or indi
specific issues, transactions or events for the assu
engagement; and

(i) thoe who provide quality control for the assura
engagement, including those who perform the engage
quality control review for the assurance engagement.

An entity in respect of which a firm conducts an audit engagem:
When the client isa listed entity, audit client will always include it
related entities. When the audit client is not a listed entity, audit cli
includes those related entities over which the client has direct or ind
control.

A reasonable assuram@ngagement in which @egistered auditorin
public practiceexpresses an opinion whether financial statements
prepared, in all material respects (or give a true and fair view or
presented fairly, in all material respects,) in accordance with
applicable financial reporting framework, such as an engagen
conducted in accordance with International Standards on Auditing. -
includes a Statutory Audit, which is an audit required by legislation
other regulation.
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Audit team

Regqulatory
Board

Clientaccount

(@ All memberf the engagement team for the audit engagement;

(b) All others within a firm who can directly influence the outcome
the audit engagement, including:

() Those who recommend the compensation of, or who prov
direct supervisory, management or other oversighthe
engagement partner in connection with the performance of
audit engagement including those at all successively se
levels above the engagement partner through to the indivic
wh o (S t he firmods Seni or
Executive orequivalent);

(i) Those who provide consultation regarding technical
industryspecific issues, transactions or events for t
engagement; and

(i) Those who provide quality control for the engageme
including those who perform the engagement quality cont
review for the engagement; and

(c) All those within a network firm who can directly influence th
outcome of the audit engagement.

The Independent Requlatddpardfor Auditorsestablishedy sectiors®

Abank accountwhictsi used solely for t he

Client monies

Any monies, including documents of title to money such as bills

Close family

Contingent fee

exchange and promissory notes, as well as documents of title whict
be converted into money such as bearer bonds, retéyearegistered
auditor to be held or paid out on the instruction of the person from wt
or on whose behalf they are received.

A parent, child or sibling who is not an immediate family member.

A fee calculated on a predeténed basis relating to the outcome ¢
transaction or the result of the services performed by the firm. A fee -
established by a court or other public authority is not a contingent fee.

6Secti on

1

v. fiRegul atory Boardo

DEFINITIONS
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Direct financial
interest

Director or
officer

Engagement
patner

Engagement
quality control
review

Engagement
team

Existingauditor

A financial interest:

(@) Owned direct} by and under the control of an individual or entit
(including those managed on a discretionary basis by others); o

(b) Beneficially owned through a collective investment vehicle, este
trust or other intermediary over which the individual or entity h
control, or the ability to influence investment decisions.

Those charged with the governance of an entity, or acting in an equi
capacity, regardless of their title, which may vary from jurisdictiol
jurisdiction

The partner or other person in the firm who is responsible for
engagement and its performance, and for the report that is issue
behalf of the firm, and who, where required, has the appropriate auth
from a professional, legal or regulagdrody.

A process designed to provide an objective evaluation, on or before
report is issued, of the significant judgments the engagement team 1
and the conclusions it reached in formulating the report.

All partners and staff performing the engagement, and any individi
engaged by the firm or a network firm who perform assurar
procedures on the engagement. This excludes external experts en
by the firm or a network firm.

A registered auditorin public practice currently holding an audit
appointment or carrying owccounting, taxation, consulting emilar
professional services for a client.

External expert An individual (who is not a partner or a member of the profesk&iaé,

including temporary staff, of the firm or a network firm) amanisatior
possessing skills, knowledge and experience in a field other than accc
or auditing, whose work in that field is used to assistr¢géstered audito
in obtaining suifcient appropriate evidence.

Financial interes An interest inequity, or other security, debenture, loan or other de

DEFINITIONS

instrument of an entity, including rights and obligations to acquire s
an interest and derivatives directly related to such irtteres



CODE OF PROFESSIONAL CONDUCT FOR REGISTERED AUDITORS

Financial
statements

Financial
statements on
which the
reqgistered
auditor will
express an
opinion

Firm

Historical
financial
information

Immediate
family

A structured representation of historical financial information, includi
related notes, intended to comn
obligations at a point in time or the changes therein for a period of t
in accodance with a financial reporting framework. The related no
ordinarily comprise a summary of significant accounting policies &
other explanatory information. The term can relate to a complete s¢
financial statements, but it can also refer to alsifigancial statement,
for example, a balance sheet, or a statement of revenues and exp
and related explanatory notes.

In the case of a single entity, the financial staets of that entity. In the
case of consolidated financial statements, also referred to as ¢
financial statements, the consolidated financial statements.

(@) A partnership, company or sole proprietor referred to in sectign ¢

(b) An entity that contrls the parties in _(a), through ownershig
management or other meaasd

(c) An entity controlled bythe partiesin (a), through ownership,
management or other means.

Information expressed in financial terms in relation fwadicular entity,
derived primarily from that eni
events occurring in past time periods or about economic condition
circumstances at points in time in the past.

A spouse (or equivalent) or dejksmt.

7Secti on
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Independence

Indirect financial
interest

Key audit
partner

Listed entity

Network

Network firm

Office

DEFINITIONS

Independence is:

(@) Independence of mind the state of mind that permits the
expression of a conclusion without being affected by influenc
that compromise professional judgment, thereby allowing
individual to act with integrity,and exercise objectivity and
professionakcepticism;

(b) Independence in appearande the avoidance of facts anc
circumstances that are so significant that a reasonable and infol
third party would be likely to conclude, weighing all the specit
factsand circumstances, that a
assurance teambs, I nt e gscapticigm
has been compromised.

A financial interest beneficially owned through a collective investme
vehicle, estate, trust or other intermediary over which the individua
entity has no control or ability to influence investment decisions.

The engagement partner, the individual responsible for the engage
quality control review, ah other audit partners, if any, on th
engagement team who make key decisions or judgments on signif
matters with respect to the audit of the financial statements on whict
firm will express an opinion. Depending upon the circumstances and
roeof the individuals on the au:
for example, audit partners responsible for significant subsidiaries
divisions.

An entity whose shares, stock or debt are quoted or listed on a recog
stock exchang, or are marketed under the regulations of a recogni
stock exchange or other equivalent body.

A larger structure:
(@) Thatis aimed at coperation; and

(b) That is clearly aimed at profit or cost sharing or shares con
ownership, control or managent, common quality contrgolicies
and procedures, common business strategy, the use of a cc
brandname, or a significant part of professional resources

A firm or entity that belongs to a network.

A distinct subgroup, whethe organized on geographical or practic
lines.

11
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Services requiring accountancy or related skills performed by
registered auditor including accounting, auditing,review, other

assurance and related servicdsxation, management cargng and

financial management servicéheseancludebut are not limited to:

(&) Audit, review,other assurancand relatedservices:

()

(ii)

(iii)

Financial statement auditand reviews, other assurance
and related services such as requlatory reporting
sustainability complianceand performance reporting;

Company accounting advisory services such as preparat
of accounting records and financial statements
accordance with recognised financial reporting standart
and applicable statutes; and

Company statutory s€pes;

(b) Taxation services:

(i)

(i)
(iii)
(iv)

Tax return preparatiomnd submissiagn

Tax calculations for the purpose of preparing accountir
entries,

Tax planning and other tax advisory services, and

Assistancén the resolution of tax disputes;

(c) Advisory services:

()

(ii)

(iii)

(iv)

Accaunting advisory and financial management adviso
services: accounting support, conversion services for n
and revised accounting standards, financial modeling a
project management;

Business performance services: business effectiven
people and chae management, operational and busine
finance;

Internal audit: risk and compliance services, review ar
monitoring _of internal controls, risk _managemen
compliance services, corporate governance and au
committee advisory services;

Corporate financeservices: mergers and acquisitions
valuations, infrastructure financing, debt and capite
markets, due diligence reviews, transaction services ¢
designated advisor services to listed companies;

DEFINITIONS
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(v)

(vi)

(Vi)

(viii)

Corporate recovery services: liquidation and insolwent
administration, curator bonis, administration of deceas¢
estates, judicial management and trusteeships;

Financial risk management services: actuarial service
banking and risk advisory, regulatory and complianc
services, technical accounting;

Information technologyI{) Advisory: security, privacy and
continuity, enterprise resource planning; informatio
system audit services, IT project advisory, governance

performance;

Forensic services: dispute advisoaynd resolution ethics
and integrity morbring, fraud risk _management,
intellectual property and other investigations an
regulatory compliance.

Public practice The practice of a registered auditor who places professional service

Public interest
entity

Reqistered
auditor

Registered
auditorin public
practice

t he di

sposal of t he publ i & sinfilavs r

meaninﬁ.

(@) A listed entity;and
(b) An entity

(i)

(ii)

defined by regulation or legislation as a public interest enti

for which the audit is required by regulation or legislation
be conducted in compliance with tleame independence
requirements that apply to the audit of listed entitf&gch
regulation may be promulgated by any relevant regulat
including an audit regulator.

An individual or firm reqistered as an auditor with tReqgulatory Bard.

A registered auditothat provides professional services

8Section

DEFINITIONS

1

v. fpublic practiceo
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Related entity

Review client

Review
engagement

14

An entity that has any of the following relationships with the client:

(@)

(b)

(€)
(d)

(€)

An entity that has direct or indirect control over the cligrthe
client is material to such entity;

An entity with a direct financial interest in the client if that entif
has significant influence over the client and the interest in the cli
is material to such entity;

An entity over which the clierttas direct or indirect control;

An entity in which the client, or an entity related to the client unc
(c) above, has a direct financial interest that gives it significi
influence over such entity and the interest is material to the cli
and its elated entity in (c); and

An entity which is under com
entityo) if the sister entit
entity that controls both the client and sister entity.

An entity in respct of which a firm conducts a review engagement.

An assurance engagement, conducted in accordance with Internai
Standards on Review Engagements or equivalent, in whiehistered
auditor in public practiceexpresses a conclusion whether, on the basis
of the procedures which do not provide all the evidence that woulc
required in an audit, anything has come to thgistered auditad s
attention that causes thegistered auditorto believe that the financial
statements are n@repared, in all material respects, in accordance w
an applicable financial reporting framework.

DEFINITIONS
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Review team (@) All members of the engagement team for the review engagem

(b)

(©)

and

All others within a firm who can directly influence the outcome
the review engagement, including:

(i)

(ii)

(iii)

Those who recommend the compensation of, or who prov
direct supervisory, management or other oversight of °
engagement partner in connection with the performance of
review engagement including those at all ®sstvely senior
levels above the engagement partner through to the indivic
wh o (S t he firmods Seni or
Executive or equivalent);

Those who provide consultation regarding technical
industry specific issues, transactions events for the
engagement; and

Those who provide quality control for the engageme!
including those who perform the engagement quality cont
review for the engagement; and

All those within a network firm who can directly influence th
outcomeof the review engagement.

Special purpose Financial statements prepared in accordance with a financial repo
financial framework designed to meet the financial information needs of speci
statements users.

Those charged The persos with responsibility for overseeing the strategic direction
with governance the entity and obligations related to the accountability of the entity. 1
includes overseeing the financial reporting process.

DEFINITIONS
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SECTION 100

Introduction and Fundamental Principles

100.1

100.2

100.3

100.4

A distinguishing mark of theauditing profession is its acceptance of the
responsibility to act in the public interest. Therefore registered auditdd s
responsibility is not exclusively to satisfy the needs of an individualtcliemcting

in the public interestareqistered auditoshallobserve and comply with this Code.
If a reqistered auditois prohibited fromcomplying withcertain parts of this Code
by law or regulation, thesgistered auditoshall comply withall othe parts of this
Code.

This Codecontainstwo parts. Part A establishes the fundamental principles of
professional ethics faegistered auditas and provides a conceptual framewtbrat
reqgistered auditas shall applyto:

(@) Identify threats to comliance with the fundamental principjes
(b) Evaluaethesignificanceof the threats identifiedgnd

(c) Apply safeguards, hennecessaryto eliminatethe threator reduce them to
an acceptable leveBafeguards are necessary when riagistered audir
determines that théhreats are not at a level at which a reasonable and
informed third party would be likely to conclude, weighing all the specific
facts and circumstancewailable to theegistered auditorat that time that
compliance with the funaaental principles is not compromised.

A reqistered auditorshall use professional judgment in applying this conceptual
framework.

Part B describe how the conceptual framework applign certain situations. It
provides examples of safeguards that ynbe appropriate to address threats to
compliance with the fundamental principlds also describa situations where
safeguards are not available to address the threaid consequentlythe
circumstancer relationship creating the threatsall be avoded. Part B applies to
reqgistered auditagin public practice

Thews e of t he inwhisrCddeimippdsa requdemenon theregistered
auditor to comply with the specific provisioni n  whi ch Ashall o
Compliance igequiredunlessan exception is permitted by this Code.

Fundamental Principles

1005

A registered auditoshallcomply with the following fundamental principles:

(@) Integrity i to be straightforward and honest in all professional and business
relationships.

(b) Objectivityi to not allow bias, conflict of interest or undue influence of others
to override professional or business judgments.

(c) Professional Competence and Due Cate maintain professional knowledge
and skill at the level required to ensure that a client reseteenpetent
professional servieebased on current developments in practice, legislation
and technigueandact diligently and in accordance with applicable technical
and professional standards

CODET PART A 17
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(d) Confidentialityi to respect the confidentiality of informati acquired as a
result of professional and business relationships tmetefore,not disclose
any such information to third parties without proper and specific authority
unless there is a legal or professional right or duty to disclaseusethe
information for the personal advantage of thegistered auditoror third
parties.

(e) ProfessionalBehaviouri to comply with relevant laws and regulations and
avoid any action that discredits taediting profession.

Each of these fundamental principles is désad in more detail in Sections 110
150.

Conceptual Framework Approach

1006

1007

1008

1009

18

The circumstances in whiagiegistered auditas operate magreatespecific threats

to compliance with the fundamental principles. It is impossible to define every
situation that eates threatso compliance with the fundamental principlasd
specify the appropriate action. In addition, the nature of engagements and work
assignments may differ anadonsequently different threats maybe created
requiring the application of diffent safeguardslherefore, this Codestablishes
conceptual framework that requiregemistered auditorto identify, evaluate, and
address threats to compliance with the fundamental principles. The conceptual
framework approachassistsregistered auditocs in complying with the ethical
requirements of this Code and meeting their responsibility to act in the public
interest.It accommodates many variations in circumstances that create threats to
compliance with the fundamental principkesdcan deter aegistered auditofrom
concluding that a situation is permitted if it is not specifically prohibited.

When a registered auditoridentifies threatso compliance with the fundamental
principlesand, based on asvaluation of tbse threats, determinésattheyare not

at an acceptable levahe registered auditorshall determine whether appropriate
safeguards are available and can be applied to eliminate the threats or reduce them
to an acceptable level. In making that determination,réiggstered aditor shall
exercise professional judgment and take into accedrthera reasonable and
informed third party, weighing all the specific facts and circumstaacetable to
theregistered auditoat the time wouldbe likely toconcludethatthe threatsvould

be eliminatedr reduce to an acceptable levbly the application of the safeguayds

such that compliance with the fundamental principles is not compromised.

A reqistered auditoshall evaluate any threats to compliance with the fundamental
principles when theegistered auditoknows, or could reasonably be expected to
know, of circumstances or relationships that may compromise compliance with the
fundamental principles.

A reqistered auditorshall take qualitative as well as quantitaivfactors into
account whervaluatingthe significance of a threatvhen applying the conceptual
framework, aegistered auditomay encountesituations in which threats cannot be
eliminated or reduced to an acceptable lewsther because the threat t@o
significant or because appropriate safeguards are not available or cannot be applied.
In such situationsthe registered auditorshall decline or discontinue the specific
professional service involved,avhennecessaryresign from theengagement

CODET PARTA
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10010 A registered auditomay inadvertently violate a provision of this CoBepending
on the nature and significance of the matseich an inadvertent violatiamay be
deemednot to compromise compliance with the fundamental principles provided,
once the violation is discovered, the violation is corrected promptly and any
necessary safeguards are applied.

100.1 When a registered auditor encountersunusual circumstancesin which the
application of a specific requirement of the Code would result is@aportionate
outcome or an outcome that may not be in the public intetastrecommended
that the reqgistered auditorconsult with the Regulatory Boardor the individual
registered auditad professional institute

Threats and Safeguards

100.12 Thredas may becreated bya broad range aklationshipsandcircumstancesWhen
a relationship or circumstana@eate a threat such a threatould compromiseor
could be perceived to compromisa,registered auditad £ompliancewith the
fundamental princiles. A circumstance or relationship may create more than one
threat, and a threat may affect compliance with more than one fundamental
principle. Threats fall intoone or more othe following categories:

(a) Sdf-interest threat- the threat thata financial or other interestwill
inappropriately influence theegistered auditad s | u d ehaviowr or

(b) Selfreview threat the threat that aegistered auditowill not appropriately
evaluatethe results of previous judgmennadeor serviceperformed bythe
registered auditgror by another individualwithin the registered auditad s
firm, on whichthe registered auditowill rely whenforming a judgment as
part of providing a currergervice

(c) Advocacy threat the threat that registered auditomwill promotea clientd s
position to the point thaheregistered auditad ebjectivityis compromised;

(d) Familiarity threat- the threat thatlue to a long or close relationship with a
client, a reqgistered auditowill be too sympathetic to thie interestsor too
acceping of ther work; and

(e) Intimidation threat the threat tha& reqgistered auditomwill be deerred from
acting objectivelybecause octual or perceivedressuresncluding attempts
to exercisauindueinfluence ovetheregistered auditor

Part B of thisCode explairs how these categories of threahay be createdor
registered auditcs.

100.13 Safeguardsre actions or otheneasureshat may eliminatethreatsor reducehem
to an acceptable leverheyfall into two broad categories:

(@) Safeguards cread by the profession, legislation or regulation; and
(b) Safeguards in the work environment.
100.4 Safeguards created by the profession, legislation or regulation include:

1 Educational, training and experience requirements for entry into the
profession.
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Continuing professional development requirements.

Corporate governandegislation oregulations.

Professional standards.

Professional or regulatory monitoring and disciplinary procedures.

=A =4 =4 =4 =4

External review by a legally empowered third party of the reports,nstur
communications or information produced breaistered auditor

Part B of this Code discusssafeguards in the work environment feqistered
auditors.

Certain safeguards may increase the likelihood of identifying or deterring unethical
behaviour Such safeguards, which may be created byatiditing profession,
legislationor regulation include:

1  Effective, wellpublicisedcomplaint systems operated by the profession or a
regulator, which enable colleaguesnployersand members of theuplic to
draw attention to unprofessional or unethisahaviour

T An explicitly stated duty to report breaches of ethical requirements.

Ethical Conflict Resolution

100.7

100.18

10019

10020

100.2

20

A registered auditormay be required to resolve a conflict aamplying withthe
fundamental principles.

When initiating either a formal or informal conflict resolution process, the following
factors either individually or together with othéactors may be relevant tdhe
resolution process:

(@) Relevant facts;

(b) Ethical issues invold;

(c) Fundamental principles related to the matter in question;
(d) Established internal procedures; and

(e) Alternative courses of action.

Having considered theelevant factorsa reqgistered auditorshall determine the
appropriate course of actipweighing the mnsequences of each possible course of
action. If the matter remains unresolved, tbgistered auditomay wish toconsult
with other appropriate persons within the firm for help in obtaining resolution.

Where a matter involves a conflict with, within, an organisation a registered
auditor shall determine whether toonsult with those charged with governance of
theorganisationsuch as the board of directors or the audit committee.

It may be in the best interests of tiegistered auditoto document the substance of
the issugthe details of any discussions helaind the decisionsmadeconcerning
that issue.

If a significant conflict cannot be resolved, registered auditormay consider
obtainng professional advice from thdReguatory Board from a relevant
professional body ofrom legal advisors.The reqgistered auditorgenerally can

CODET PARTA
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obtain guidance on ethical issues without breaching the fundamental principle of
confidentiality if the matter is discussed with the relevant psidesal body on an
anonymous basis or with a legal advisoder the protection of legal privilege
Instances in which theegistered auditomay consider obtaining legal advice vary.

For example, aegistered auditormay have encountered a fraud, the répgrof

which could breach theegistered auditad s r esponsi bility to re
The registered auditormay consider obtaining legal advice in that instance to
determire whether there is a requirement to report.

100.2 |If, after exhaustinglbarelevant possibilities, the ethical conflict remains unresolved,
a reqistered auditorshall where possible, refuse to remain associated with the
matter creating the conflict. Thregistered auditoshall determinewhether in the
circumstances, it isppropriate to withdraw from the engagement team or specific
assignment, or to resign altogether from the engageonéme firm.
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SECTION 110
Integrity

110.1 The principle of integrity imposes an obligation on r@bistered auditas to be
straightforwardand honest irall professional and business relationships. Integrity
implies fair dealing and truthfulness.

110.2 A reqistered auditorshall not knowingly be associated with reports, returns,
communications or other information whehe reqgistered auddr believes that the
information:

(a) Contains a materially false or misleading statement;
(b) Contains statements or information furnished recklessly; or

(c) Omits or obscures information required to be included where such omission or
obscurity would be misleading.

When areqistered auditorbecomes aware that thegistered auditorhas been
associated with such information, thegistered auditorshall take steps to be
disassociated from that information.

110.3 A reqistered auditowill be deemednot to be in breach foparagraph 110.2 if the
reqgistered auditomprovides a modified report in respect of a matter contained in
paragraph 110.2.
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SECTION 120
Objectivity

120.1 The principle of objectivity imposes an obligation onraljistered auditos not to
compromise theiprofessional or business judgment because of bias, conflict of
interest or the undue influence of others.

120.2 A registered auditomay be exposed to situations that may impair objectivity. It is
impracticable to define and prescribe all such situatidnggistered auditoshall
not perform a professional service i€iacumstancer relationship biassor unduly
influences the registereda u d i tprofesdiaaljudgment with respect to that
service
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SECTION 130

Professional Competence and Due Care

1301

130.2

130.3

130.4

130.5

130.6

130.7

The principle of professional competence and due care imposes the following
obligations orall registered auditcs:

(@) To maintain professional knowledge and skill at the level required to ensure
that clients receive competent professional service; and

(b) To act diligently in accordance with applicable technical and professional
standards when praling professional services.

Competent professional service requires the exercise of sound judgment in applying
professional knowledge and skill in the performantsuxh service. Professional
competence malye divided into two separate phases:

(&) Attainment of professional competence; and
(b) Maintenance of professional competence.

The maintenance of professional competence requires a continuing awareness and
an undestanding of relevant technicgbrofessional and business developments
Continuing professional development enaldaegistered auditoto develop and
maintain the capabilitiesto perform competently within the professional
environment.

Diligenceencompasses the responsibility to act in accordance with the requirements
of an assignment, carefully, thoroughly and on a timely basis.

A regqistered auditoshall takereasonableteps to ensure that those working under
the reqistered auditad sauthority in a professional capacity have appropriate
training and supervision.

Where appropriateregistered auditoshallmake clients, employers or other users
of theregistered auditad professional services awaretbe limitations inherent in
the services

A reqgistered auditor shall not undertake or continue with any engagement which the

24

reqgistered auditor is not competent to perform, unless the registered auditor obtains
advice and assistance which enablihe registered auditorto carry out the
engagement satisfactorily

CODET PARTA



CODE OF PROFESSIONAL CONDUCT FOR REGISTERED AUDITORS

SECTION 140
Confidentiality

140.1

140.2

140.3

140.4
140.5

140.6

140.7

The principle of confidentiality imposes an obligationahregistered auditas to
refrain from:

(@) Disclosingoutside the firm confidential information acquired as a result of
professiomal and business relationships without proper and specific authority
or unless there is a legal or professional right or duty to disclose; and

(b) Using confidential information acquired as a result of professional and
business relationships to their persondvamtage or the advantage of third
parties.

A reqistered auditor shall maintain confidentiality including in a social
environmentbeingalert to the possibility of inadvertent disclosure, particulerlg
closebusiness associate or a close or immedéately member

A reqistered auditorshall maintain confidentialityof information disclosed by a
prospective client.

A reqistered auditoshallmaintain confidentiality of information within the firm.

A reqistered auditorshall take reasnable steps to ensure that staff under the
reqgistered auditad scontrol and persons from whom advice and assistance is
obtained respect thegistered auditad duty of confidentiality.

The need to comply with the principle of confidentiality conés even after the

end of relationships betweenregistered auditorand a client. When geqistered
auditor acquires a new client, theegistered auditoris entitled to use prior
experience The registered auditorshall not, however, use or disclose any
confidential information either acquired or received as a result of a professional or
business relationship.

The following are circumstances wheegistered auditas are or may be required
to disclose confidential information or when such disclosuag be appropriate:

(@) Disclosures permitted by law and suthorisedy the client;
(b) Disclosure is required by law, for example:

(i) Production of documents or other provision of evidence in the course of
legal proceedings; or

(i) Disclosure to the appropriate pigdbhuthorities of infringements of the
law that come to lightincluding disclosures ofepatable irregularities
reportedto the Requlatory Boardas required bysection45 of the Act
and

(c) There is a professional duty or right to disclose, when not ptetiby law:

(i) To comply with the quality review othe Regulatory Board or a
professional body;

(i) To respond to an inquiry or investigation the Regulatory Boardor
otherregulatory body;
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(i) To protect the professional interests ofremistered auditorin legal
proceedings;

(iv) To comply with technical standards athé requirement®f this Code

In deciding whether to disclose confidential informati@evant factors to consider
include

(&) Whetherthe interests of all parties, including third parties whoserests may
be affected, could be harmed if the client consents to the disclosure of
information by theegistered auditgr

(b) Whether all the relevant information is known and substantiated, to the extent
it is practicable Whenthe situation involves unbstantiated facts, incomplete
information or unsubstantiated conclusions, professional judgsteit be
used in determining the type of disclosure to be made, if any;

(c) The type of communication that is expected and to whom it is addresged,

(d) Whetherthe parties to whom the communication is addressed are appropriate
recipients.

CODET PARTA
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SECTION 150

ProfessionalBehaviour

150.1

150.2

The principle of professionabehaviourimposes an obligation oall registered
auditors to comply with relevant laws and regulationglavoid any action thdhe
reqgistered auditorknows or should knowmay discredit the profession. This
includes actionghata reasonable and informed third partsgighing all the specific
facts and circumstancesailableto theregistered auditorat thd time, would be
likely to concludeadverselyaffects the good reputation of the profession

In marketing and promoting themselves and their wadistered auditas shallnot
bring the profession into disreputeqistered audit@rshallbe honesand truthful
and not:

(@) Make exaggerated claims for the services they are able to offer, the
gualifications they possess, or experience they have gained; or

(b) Make disparaging references or unsubstantiated comparisons to the work of
others.

Multiple firms

150.3

150.4

An individual registered auditor is permitted to be a member of more than one
registered audit firm and some other type of professional firm providing
professional services. It is also permissible to practice under different firm names
for different officesprovided this does not mislead.

Individual registered auditors who are membergeaxisteredaudit firms as well as
being members of other accounting ensultingfirms that provide professional
services and haindividual members who are not reqgistemaaditors must ensure
there is a clear distinction between the different firms and the members thereof, and
that they do not unwittingly contravene section 41(2) of the Act, or cause it to be
contravened by the members of those other accouatisgnsultng firms who are
notindividual registered auditors.

Signingconvention folReports or Certificates

1505

A reqistered auditor shall not delegate to any person who is not a pasimfilow

1506

director, the power to sign audjtreviewor otherassuranceeports or certificates

that are required, in terms of any law or regulation, to be signed by the, registered auditor
responsible for the engagemenh specific cases where emergencies of sufficient
gravity arise, however, this prohibition may be relaxgupvided the full
circumstances giving rise to the need for delegation are reported both to the client
of the reqistered auditor concerned and to Regulatory Board

The individual reqistered auditoresponsibd for the audit, review or other

assirance engagemenitshall, when signing any audit, review other assurance
report or certificate reflect the following

€)) the individual futnamei st ered auditor s

9 Section 44(1)(a)
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(b)

(€)
(d)
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if not a sole proprietor, the capacity in which they are signing, namely as the
Goartnerbor directorg

t he desi gnatAiudn undehéathitheit nammepadd

if not set out on the firts letterhead, the name bfhe r eqi stered
firm.

CODET PARTA
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SECTION 200
Introduction

200.1 This Part of the Coddescribediow the conceptual framework contained in Part A
appliesin certainsituations taegistered auditas. This Part does not descrilsl of
the circumstancesand relationshipghat could beencounteredby a registered
auditor that create ormay create threatto compliance with thdundamental
principles. Therefore, the registered auditoris encouraged tdoe alert for such
circumstances and relationships.

200.2 A reqistered auditorshall not knowingly engage in any business, occupation
activity that impas or might impair integrity, objectivity or the good reputation of
the profession and as a result would be incompatible with fiuheamental
principles

Threats and Safeguards

200.3 Compliance with the fundamental principles may potentially be threateyea
broad range of circumstancard relationshipsThe nature and significance of the
threats may differ depending on whether they arise in relation to the provision of
services to an audit clieand whether thauditclient is a public interest entityo
an assurance client that is not an audit cliento a norassurance client.

Threats fall intoone or more othe following categories:
(&) Seltinterest;

(b) Selfreview;

(c) Advocacy;

(d) Familiarity; and

(e) Intimidation.

These threats are discussedherin Pat A of this Code.

200.4 Examples of circumstances that create-seéirest threats for eeqgistered auditor
include:

T A member of theassurancdeam having a directinancial interest inthe
assurancelient.

T Afirm having tndue dependence on total feesnira client.

T A member of the assurance tedmaving a significant close business
relationship with a assurancelient.

1 Afirm being ®ncerredabout the possibility of losingsgnificantclient.

1 A member of the audit teaentering intoemploymentnegotiatons with the
auditclient.

T A firm entering into a ontingent feearrangementelating to an assurance
engagement.
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T A reqistered auditordiscoveringa significant errorwhen evaluating the
results ofa previous professional servicgerformed by a member dhe
registered auditad s .f i r m

200.5 Examples of circumstances that create-mmifew threatdor a registered auditor
include:

T A firm issuing an assuranaeport on theeffectiveness of theperation of
financial systems after desigg or implemening the systems

1 A firm having prepared the original data used to generate records that are the
subject matter of thassurancengagement.

T A member of the assurance team being, or having recently been, a director or
officer oftheclient.

T A member of the assaince team being, or having recently been, employed by
the client in a position to exert significant influence over the subject matter of
the engagement.

1  The firm performing a service forraassurancelient that directly affects the
subject matteinformaion of the assurance engagement.

200.6 Examples of circumstances that create advocacy thfeata registered auditor
include:

1 The firm pomoting shares inreaudit client.

T A reqistered auditoracting as an advocate on behalf of amdit client in
litigation or disputes with third parties.

200.7 Examples of circumstances that create familiarity thréatsa registered auditor
include:

T A member of the engagement team having a close or immediate family
member whas a director or officer of the client.

T A member of the engagement team having a close or immediate family
member whois an employee of the client who is in a position to exert
significant influence over the subject matter of the engagement.

T A director or officer of the client or an employee in asiion to exert
significant influence over the subject matter of the engagerhaming
recentlyserved as the engagement partner

T A reqistered auditoraccepting gifts or preferential treatment from a client,
unless the value tsivial or inconsequential

1 Senior personndhaving a long associatiomth the assurance client.

200.8 Examples of circumstances that create intimidation thfeata registered auditor
include:

T Afirm being threatened with dismisdabm a client engagement.

T  An audit client indiating that it will not award a planned nassurance
contract to the firm if the firm co
accounting treatment for a particular transaction
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T Afirm being threatened with litigatioly the client

T Afirm being pressuretb reduce inappropriately the extent of work performed
in order to reduce fees.

1 A reqistered auditoffeeling pressured to agree wile judgment of a client
employee because the employee has more expertise oratte in question

T A reqistered auditotbeinginformedby a partner ofthe firm that a planned
promotion will not occumunlessthe reqgistered auditoragrees with an audit
clientdés inappropriate accounting trea

2009 Safeguards that may eliminate or reduce threats to an acceptable leweo falo
broad categories:

(a) Safeguards created by the profession, legislation or regulation; and
(b) Safeguards in the work environment.

Examples of safeguards created by the profession, legislation or regulation are
described in paragraph 108.4f Part A d this Code.

200.10 A reqistered auditorshall exercise judgment to determine how btstleal with
threas that are not at an acceptable leyaihether byapplying safeguards to
eliminate the threat or reduce it to an acceptable level or by terminatiteglaring
the relevant engagemenn exercising this judgment registered auditorshall
considerwhethera reasonable and informed third pamyeighing allthe specific
facts and circumstances/ailable to thaegistered auditorat that time would be
likely to concludethat thethreats would be eliminated or reduced to an acceptable
level by the application of safeguardsuch that compliance with the fundamental
principles is not compromisedhis consideration will be affected by matters such
as thesignificance of the threat, the nature of the engagement and the structure of
the firm.

200.11 In the work environment, the relevant safeguards will vary depending on the
circumstances. Work environment safeguards comprisewida safeguards and
engagerantspecific safeguards.

200.2 Examples ofifm-wide safeguards in the work environment include:

1  Leadership of the firm that stresses the importance of compliance with the
fundamental principles.

1  Leadership of the firm that establishes the expectatiah rtfembergof an
assurance team will act in the public interest.

1 Policies and procedures to implement and monitor quality control of
engagements.

T Documented policies regarding theed to identifithreats to compliance with
the fundamental principlegvduate the significance ofthose threats and
apply safeguards to eliminate or reduce the threats to an acceptablerevel
when appropriate safeguards are not available or cannot be apgirethate
or declinethe relevant engagement
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T  Documented interigpolicies and procedures requiring compliance with the
fundamental principles.

1  Policies and procedures that will enable the identification of interests or
relationships between the firm or members of engagement teams and clients.

T  Policies and procedures monitor and, if necessary, manage the reliance on
revenue received from a single client.

T Using different partners and engagement teams with separate reporting lines
for the provision of nofassurance services to an assurance client.

1 Policies and procedes to prohibit individuals who are not members of an
engagement team from inappropriately influencing the outcome of the
engagement.

9 Timely communication of a firmds pol i
changes to them, to all partners and professidat] and appropriate training
and education on such policies and procedures.

1  Designating a member of senior management to be responsible for overseeing
the adequate functioning of the firmbs

T  Advising partners and professional staff assurance clients and related
entities from which independeais required

T A disciplinary mechanism to promote compliance with policies and
procedures.

1  Published policies and procedures to encourage and empower staff to
communicate to senior levelgthin the firm any issue relating to compliance
with the fundamental principles that concerns them.

200.13 Examples of engagemenspecific safeguards in the work environment include:

1  Having aregistered auditorwho was not involved witlthe non-assurance
service review the nonassurancenvork performedor otherwise advise as
necessary.

1  Having aregistered auditorwho was not a member of the assurance team
review the assurance woperformedor otherwise advise as necessary.

1  Consulting an independent thighrty, such as a committee of independent
directors, a professional regulatory body or anotbgistered auditor

1 Discussing ethical issues with those charged with governance of the client.

1 Disclosing to those charged with governance of the client therenaf
services provided and extent of fees charged.

1 Involving another firm to perform or sgerform part of the engagement.
1  Rotating senior assurance team personnel.

200.4 Depending on the nature of the engagemenggatered auditomay also be able
to rely on safeguards that the client has implemented. However it is not possible to
rely solely on such safeguards to reduce threats to an acceptable level.
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200.5 Examplesofaf eguards within the clientds syste¢

34

il

The client requies persons other than managemamtatify or approve the
appointment ofa firm to perform an engagemerithe client has competent
employees with experience and seniority to make managerial decisions.

The client has implemented internal procedures thatirenobjective choices
in commissioning nof@ssurance engagements.

The client has a corporate governance structure that provides appropriate
oversight and communications regarding
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SECTION 210
Professional Appointment
Client Acceptaoe

210.1 Before accepting a new client relationshipyegistered auditorshall determine
whether acceptance would create any threats to compliance with the fundamental
principles. Potential threats to integrity or professiofhaviourmay be created
from, for example, questionable issues associated with the client (its owners,
managementr activities).

210.2 Client issues that, if known, could threaten compliance with the fundamental
principles include, for example, client involvement in illegal at#gi (such as
money laundering), dishonesty or questionable financial reporting practices.

210.3 A reqistered auditorshall evaluate thesignificance of any threatand apply
safeguards when necesstoeliminate them or reduce them to an acceptablé leve

Examples of suchafeguards include

1 Obtaining knowledge and understanding of the client, its owners, managers
and those responsible for its governance and business actmties

T Securing the clientdéds commitmetices to in
or internal controls.

2104 Where it is not possible to reduce the threats to an acceptablettevedgistered
auditor shalldecline to enter into the client relationship.

2105 It is recommended that aegistered auditorperiodically review accepance
decisiondor recurring client engagements.

Engagement Acceptance

2106 The fundamental principlef professional competence and due care imposes an
obligation on aegistered auditoto provide only those services that tegistered
auditor is competent to perform. Before accepting a specific client engagement, a
reqgistered auditorshall determinewhether acceptance would create any threats to
compliance with the fundamental principles. For example, airgelfest threat to
professional competen@nd due care is created if the engagement team does not
possess, or cannot acquire, the competencies necessary to properly carry out the
engagement.

2107 A reqistered auditoshall evaluate the significance of threats apgply safeguards
whennecessaryo eliminate them or reduce thetman acceptable levdExamples
of suchsafeguards include:

T Acquiring an appropriate understandincg
the complexity of its operations, the specific requirements of the engagement
and te purpose, nature and scope of the work to be performed.

T Acquiring knowledge of relevant industries or subject matters.

1 Possessing or obtaining experience with relevant regulatory or reporting
requirements.
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Assigning sufficient staff with the necessarymmetencies.
Using experts where necessary.

Agreeing on a realistic time frame for the performance of the engagement.

= =4 =4 =4

Complying with quality control policies and procedures designed to provide
reasonable assurance that specific engagements are acceptadhe@mlihey
can be performed competently.

2108 When aregistered auditoiintends to rely on the advice or work of an expert, the
registered auditorshall determinewhether such reliance is warrantdehctors to
consider include: reputation, expertise, res@es available andapplicable
professional and ethical standards. Such information may be gained from prior
association with the expert or from consulting others.

Changes in a Professional Appointment

2109 A reqistered auditowho is asked to replace atherregistered auditaror who is
considering tendering for an engagement currently held by anotiogstered
auditor, shall determine whether there are amasonsprofessional oothemwise
for not accepting the engagemestich as circumstances thateatethreas to
compliance with the fundamental principkasit cannot be eliminated or reduced to
an acceptable level by the application of safeguards example, there may be a
threat to professional competence and due careegfistered auditoraccepts the
engagement before knowing all the pertinent facts.

210.10 A registered auditoshallevaluate theignificance ofanythreats. Depending on the
nature of the engagement, this may require direct communication with the existing
auditorto estabkh the facts and circumstanaegjardingthe proposed change so
that theregistered auditocan decide whether it would be appropriate to accept the
engagement. For example, the apparent reasons for the change in appointment may
not fully reflect the factand may indicate disagreements with the exissinditor
that may influence the decision to accept the appointment.

210.11 Safeguards shall be applied when necessary to eliminate any threats or reduce them
to an acceptable level. Examples of such safelguaclude:

T When replying to requests to submit tenders, stating in the tender that, before
accepting the engagement, contact with the existuditorwill be requested
so that inquiries may be made as to whether there are any professional or other
reasms why the appointment should not be accepted

1  Asking the existingauditor to provide known information on any facts or
circumstances that, in the existimydito®© s o pi ni on,auditone pr o
needs to be aware of before deciding whether to accephtfememenor

1 Obtaining necessary information from other sources

Whenthe threats cannot be eliminated or reduced to an acceptable level through the
application of safeguards ragistered auditoshall, unless there is satisfaction as to
necessary fastby other means, decline the engagement.

210.2 A reqgistered auditormay be asked to undertake work that is complementary or
additional to the work of the existirgiditor. Such circumstances mageatethreats
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to professional competence and due caralting from, for example, a lack of or
incomplete information.The significance ofany threas shall be evaluated and
safeguards applied when necessary to eliminate the threat or reduce it to an
acceptabléevel. An exampleof sucha safeguards notifying the existingauditorof

the proposed work, which would give the existmglitorthe opportunity to provide

any relevant information needed for the proper conduct of the work.

210.13 An existingauditoris bound by confidentiality. Whethdnat registeredauditor is
permitted or required to discuss the affairs of a client with a propamsaitbr will
depend on the nature of the engagement and on:

@ Whether the clientbs permission to do

(b) The legal or ethical requirements relating tocksucommunications and
disclosure.

The proposed auditor shall treat in the strictest confidence any information
provided by the existing audito€ircumstances wherthe registered auditolis or

may be required to disclose confidential information or wisrch disclosurmay
otherwisebe appropriate are set out in Section 140 of ParttAex€ode.

210.4 Arreqgistered auditowi | | generally need to obtain ¢ttt
in writing, to initiate discussion with an existiragditor Once that permission is
obtained, the existinguditorshall comply with relevant legal and other regulations
governing such requests. Where the existinditorprovides information, it shall be
provided honestly and unambiguously. If the proposedlitor is unable to
communicate with the existinguditor, the proposeduditor shall take reasonable
stepsto obtain information about any possible threats by other meamh as
through inquiries of third parties or background investigatiasfs senior
managementr those charged with governance of the client.

210.15 Where the proposed client refuses to give permission for the propasidr to
communicate with the existing auditor, or fails to do so, the proposed auditor shall
decline the appointment, unledsete are exceptional circumstances of whilch
proposed auditor has full knowledge, and the proposed audiisr satisfied
regarding all relevant facts, by some other means.
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SECTION 220

Conflicts of Interest

220.1

220.2

220.3

220.4

220.5

38

A reqistered auditoshalltake reasoable steps to identify circumstances that could
pose a conflict of interesBuch circumstances mayeatethreats to compliance
with the fundamental principles. For example, a threat to objectivity may be created
when aregistered auditolcompetes diregfl with a client or has a joint venture or
similar arrangement with a major competitor of a client. A threat to objectivity or
confidentiality may also be created wheregistered auditoperforms services for
clients whose interests are in conflict or dtients are in dispute with each other in
relation to the matter or transaction in question.

A registered auditorshall evaluate the significance of any threatsd apply
safeguards when necessary to eliminhgethreator reduce them to an accapte

level. Before accepting or continuing a client relationship or specific engagement,
the reqistered auditorshall evaluate the significance of any thseateated by
business interests or relationships with the client or a third party.

Dependingupon the circumstances giving rise to the confagplication ofone of
thefollowing safeguardss generallynecessary

(@ Notifying the <client of the firmébs
represent a conflict of interest and obtaining theirseoin writing to act in
such circumstances; or

(b) Notifying all known relevant parties that tmegistered auditoris acting for
two or more parties in respect of a matter where their respective interests are
in conflict and obtaining their consent to s¢; ac

(c) Notifying the client that theegistered auditodoes not act exclusively for any
one client in the provision of proposed services (for example, in a particular
market sector or with respect to a specific service) and obtaining their consent
to so at

The registered auditorshall also determine whether to apply one or more of the
following additional safeguards:

(&) The use of separate engagement teams;

(b) Procedures to prevent access to informateng,(strict physical separation of
such teams, edidential and secure data filing);

(c) Clear guidelines for members of the engagement team on issues of security
and confidentiality;

(d) The use of confidentiality agreements signed by employees and partners of the
firm; and

(e) Regular review of the applicationf safeguards by a senior individual not
involved with relevant client engagements.

Where a conflict of interestreatesa threat to one or more of the fundamental
principles, including objectivity, confidentialityor professionalbehaviouy that
camot be eliminated or reduced to an acceptable level through the application of
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safeguards, theegistered auditorshall not accept a specific engagementsball
resign from one or more conflicting engagements.

220.6 Where aregistered auditothas requestl consent from a client to act for another
party (which may or may not be an existing client) in respect of a matter where the
respective interests are in conflict and that consent has been refused by the client,
the registered auditorshall not continueto act for one of the parties in the matter
giving rise to the conflict of interest.
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SECTION 230

Second Opinions

230.1

230.2

230.3

40

Situations where aeqistered auditoris asked to provide a second opinion on the
application of accounting, auditing, reporting dher standards or principles to
specific circumstances or transactions by or on behalf of a company or an entity that
is not an existing client magive rise tothreats to compliance with the fundamental
principles. For example, there may be a threat tof@ssional competence and due

care in circumstances where the second opinion is not based on the same set of facts
that were made available to the existmglitoror is based on inadequate evidence.
Theexistence andignificance ofanythreat will deped on the circumstances of the
request and all the other available facts and assumptions relevant to the expression
of a professional judgment.

When asked to provide such an opiniontegistered auditorshall evaluate the
significance ofanythreatsandappl safeguardsvhennecessary to eliminate them
or reduce them to an acceptable le¥tamples of suckafeguards includgeeking
client permission to contact the existinguditor describing the limitations
surrounding anyopinion in communicationsvith the clientand providing the
existingauditorwith a copy of the opinion.

If the company or entity seeking the opinion will not permit communication with
the existingauditor, a registered auditorshall determinewhether, taking all the
circumgances into account, it is appropriate to provide the opinion sought.
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SECTION 240

Fees and Other Types of Remuneration

240.1

240.2

240.3

240.4

When entering into negotiations regarding professional servicaggiatered

auditor may quote whatever fae deemed appromte. The fact that onegistered

auditor may quote a fee lower than another is not in itself unethical. Nevertheless,
there may be threats to compliance with the fundamental principles arising from the
level of fees quoted. For example, a getérest theat to professional competence

and due care is created if the fee quoted is so low that it may be difficult to perform
the engagement in accordance with applicable technical and professional standards
for that price.

The existence andignificance 6 anythreatscreatedwill depend on factors such as
the level of fee quoted and the services to which it applies.significance oany
threatshall be evaluad andsafeguards appliedhen necessary to eliminatine
threator reducaet to an acceptablievel. Examples of suchadeguards include:

1 Making the client aware of the terms of the engagement and, in particular, the
basis on which fees are charged and which services are covered by the quoted
fee.

T Assigning appropriate time and qualified stafthe task.

Contingent fees are widely used for certain types ofassurance engageméfits
They may, howeverreatethreats to compliance with the fundamental principles in
certain circumstances. They mayeatea selfinterest threat to objectivit The
existence andignificance of such threats will depend on factors including:

1 The nature of the engagement.

1 The range of possible fee amounts.
1 The basis for determining the fee.
)l

Whether the outcome or result of the transaction is to be reviewed by an
independent third party.

The significance oanysuch threatshallbe evaluated ansafeguardappliedwhen
necessary to eliminate or reduce them to an acceptable Exaghples of such
safeguards include:

T Anadvance written agreement with thesoli as to the basis of remuneration.

1  Disclosure to intended users of the work performed bydbestered auditor
and the basis of remuneration.

1 Quality control policies and procedures.

1 Review by anindependenthird party of the work performed by tinegistered
auditor.

19 Contingent fees for neassurance services provided to audit clients and other assurance clients are
discussed in Sections 290 a2eil of this Part of the Code

CODET PART B 41



CODE OF PROFESSIONAL CONDUCT FOR REGISTERED AUDITORS

240.4A Notwithstanding paragraphs 240.3 and 240.#Agstered auditor shall not charge

240.5

240.6

240.7

240.8

42

contingent fees for assurance services provided to clienfsr the preparation of

an original or amended tax returas these services are regaddas creating a self
interest threat to objectivity for which appropriate safeguards cannot be applied to
eliminate the threats or reduce them to an acceptable level.

In certain circumstances, eegistered auditormay receive a referral fee or
commission relating to a client. For example, where ribgistered auditodoes not
provide the specific service required, a fee may be received for referring a
continuing client to anotheegistered auditoor other expert. Aegistered auditor

may receive aa@mmission from a third partye(g, a software vendor) in connection
with the sale of goods @rovision ofservices to a client. Accepting such a referral
fee or commissiorcreats a selfinterest threat to objectivity and professional
competence and dware.

A reqgistered auditormay also pay a referral fee to obtain a client, for example,
where the client continues as a client of anottegistered auditorbut requires
specialist services not offered by the existaugditor The payment of such a
referral fee also createa selfinterest threat to objectivity and professional
competence and due care.

The significance ofthe threat shall be evaluated ams@feguardsapplied when
necessaryo eliminate the threat or redudeto an acceptablesel Examples of
suchsafeguards include:

1  Discloseto the clientin_advance in writing, any arrangements to pay a
referral fee to anotheegistered auditofor the work referred.

1  Discloseto the clientin_advance in writing, any arrangement® receivea
referral fee for referring the client to anothegistered auditar

1 Obtain agreementin_advance in writing, from the client for commission
arrangements in connection with the sale by a third mdrgypods or services
to the client.

A reqistered audir may purchase all or part of another firm on the basis that
payments will be made to individuals formerly owning the firm or to their heirs or
estates. Such payments are not regarded as commissions or referral fées for t
purpose of paragrapl240.5 240.7 above.
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SECTION 250
Marketing Professional Services

250.1 When aregistered auditorsolicits new work through advertisiray other forms of
marketing, there may keethreat to compliance with the fundamental principles. For
example, a selinterest thrat to compliance with the principle of professional
behaviouris created if services, achievemerds products are marketed in a way
that is inconsistent with that principle.

250.2 A registered auditorshall not bring the profession into disrepute whenrketing
professional services. Thegistered auditoishall be honest and truthful arghall
not:

@ Make exaggerated claims for services aterqualifications possessedr
experience gained; or

() Make disparaging references unsubstantiated comparisortes the work of
another.

If the registered auditors in doubtaboutwhether a proposed form of advertising or
marketing is appropriate, thregistered auditorshall considerconsultng with the
Requlatory Boarar relevant professional body.
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SECTION 260
Gifts and Hospitality

260.1

260.2

260.3

44

A reqistered auditaror an immediate or close family member, may be offered gifts
and hospitality from a client. Such an offeay createthreats to compliance with
the fundamental principles. For exampkeselfinterestor familiarity threat to
objectivity may be created if a gift from a client is accepgtdntimidation threat

to objectivity may result from the possibility of such offers being made public.

The existence andignificance ofany threat will depend onhe nature, valueand
intent of the offer. Where gifts or hospitalitgre offeredthat a reasonable and
informed third party,weighing all the specific facts and circumstancesuld
considertrivial and inconsequentiah registered auditormay conclude Hat the

offer is made in the normal course of business without the specific intent to
influence decision making or to obtain information. In such caseggetiistered
auditor may generally conclude thahythreat to compliance with the fundamental
principlesis at an acceptable level

A registered auditorshall evaluate the significance of any threats and apply
safeguards when necessary to eliminate the threats or reduce them to an acceptable
level. When the threats cannot be eliminated or reducednt acceptable level
through the application of safeguardgegistered auditoshall not accept such an

offer.
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SECTION 270
Custody of Client Assets

270.1 A registered auditoshallnot assume custody of client monies or other assets unless
permittedto do so by law and, if so, in compliance with any additional legal duties
imposed on aegistered auditoholding such assets.

270.2 The holding of client assets creates threats to compliance with the fundamental
principles Forexample, there is a saliterest threat to professiona¢haviourand
may be a self interest threat to objectivity arising from holding client assets.
reqgistered auditoentrusted with money (or other assets) belonging to otiexié
therefore

(@) Keep such assets separately frpensonal or firm assets
(b) Use such assets only for the purpose for which they are intended;

(c) Atall times be ready to account for those assets and any income, dividends
gains generated, to any persons entitled to such accounting; and

(d) Comply with all reevant laws and regulations relevant to the holding of and
accounting for such assets.

270.3 As part of client and engagement acceptance procedareservicesthat may
involve the holding of client assets,registered auditorshall make appropriate
inquiries about the source of such assets and consider legal and regulatory
obligations For example, if thaeqistered auditor has reason to believe that the
assets were deridefrom illegal activities, such as money launderiagthreat to
compliance with thdundamental principles would be creatéwl.such situations,
thereqgistered auditoshall not accept or holthe client moniegand may consider
seeking legal advicénter alia, with regard to regulatory reporting responsibilities

270.4 When areqister@ auditor in the course of providing professional services is
entrusted witltlient monies or property other than monidslonging to otherghe
reqgistered auditoshall i

@ for all clients monies whi cpbssessmm® i nt o
unde t hhe regi st er and forawvhichithe egistesed audtor isr o |
liable to account to a client or any other person

0] maintain one or more bank accounts with an institution or
institutions registered in terms of the Banks Act, 1990 (Act 94 of
1990) that are separate fromt h e regi st eowrebank audi t
account;and

(i) appropriately design& such account$which account or accounts
may be a general accountinh e r egi st rameodspecificd i t or €
accounts operated in the names of the relewdients or any other
person to whornthe registered auditas accountable)and

(iii) deposit client monieswithout delay to the credit of such client
account indicatedh (a) (i) and (a) (i) above; and
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for property other than money which coni@to the reqiste e d audi
possession _or _under h e reqgi st econtdl anc ford whictithre 6 s
registered auditoris liable to account to a client or to any other person
(including, but without limitation, trust property which is expressly registered
in the name ofhe registeredauditor, or jointly in the hame dheregistered
auditor and any other person, in their capacity as administrator, trustee,
curator or agent, as the case may libg registered auditor shall

() maintain such records as may be reasonabjpeeted to ensure that the
property can readily be identified as being the property of such client or
other persopand

(i) if the property isin the form of documents of title to money, or
documents of title that can be converted into money, shale such
arrangements as may be appropriate in the circumstanceafemuard
such documentgainst unauthoged use.
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SECTION 280
Objectivity 8 All Services

280.1

280.2

280.3

280.4

A reqgistered auditorshall determinewhen providing any professional service
whether there are threat® tcompliance with the fundamental principle of
objectivity resulting from having interests in, or relationships with, a clientsor
directors, officers or employees. For example, a familiarity threat to objectivity may
be created from a family or closengonal or business relationship.

A reqgistered auditowho provides an assurance sensball be independent of the
assurance client. Independence of mind and in appearance is necessary to enable the
registered auditorto express a conclusion, aneé been to express a conclusion,
without bias, conflict of interesbr undue influence of others. Sectsd@90and 291

provide specific guidance on independence requirementsefpstered auditcs

when performing assurance engagersent

The existencef threats to objectivity when providing any professional service will
depend upon the particular circumstances of the engagement and the nature of the
work that theregistered auditors performing.

A registered auditorshall evaluate the significece of any threats andapply
safeguards whenecessary to eliminate them or reduce them to an acceptable level.
Examples of suckafeguards include:

Withdrawing from the engagement team.
Supervisory procedures.

Terminating the financial or business relaship giving rise to the threat.

= =4 =4 =

Discussing the issue with higher levels of management within the firm.
1 Discussing the issue with those charged with governance of the client.

If safeguards cannot eliminate or reduce the threat to an acceptablethevel
reqgistered auditoshalldecline or terminate the relevant engagement.

CODET PART B 47



CODE OF PROFESSIONAL CONDUCT FOR REGISTERED AUDITORS

SECTION 290
INDEPEND E N C EAUDIT AND REVIEW ENGAGEMENTS
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Structure of Section

290.1 This section addresses the independence requirementadibreagagements and
review engagementsvhich are assurance engagements in whichedstered
auditor expresses a conclusion on financial statem&ush engagements comprise
audit and review engagements to report on a complete set of financial statement
and a single financial statement. Independence requirements for assurance

engagements that are not audit or review engagements are addressed in Section 291.

290.2 In certain circumstances involving audit engagements where the audit report
includes a restrictio on use and distribution and provided certain conditions are
met, the independence requirements in this section may be modified as provided
paragraphs 290.500 to 290.5I#he modifications are not permitted in the case of
an audit of financial statemerequired by law or regulation.

290.3 In this section, the term(s):

T AAudfiatdiot team, 0 faudit engagement,h O
includesreview, review teamreview engagement, review client and review
report; and

T AFiIirmo i ncl ugerceptwhere otherwige sthtedr m
A Conceptual Framework Approach to Independence

290.4 In the case of audit engagements, it is inghblic interest and, therefqreequired
by this Code, that members of audit teams, firms and network fshedl be
independenof audit clients.

290.5 The objective of this section is to assist firms and members of audit teams in
applying the conceptual framework approaatescribed belowo achieving and
maintaining independence.

290.6 Independenceomprises
Independence of Mind

The state bmind that permits the expression of a conclusion without being affected
by influences that compromise professional judgment, thereby allowing an
individual to act with integrity and exercise objectivity and professiscgpbticism

Independence in Appesrce

The avoidance of facts and circumstances that are so significant that a reasonable
and informed third party would be likely to conclude, weighing all the specific facts
and circumstances, t hat a firmds or
objedivity or professionakcepticisimhas been compromised.

290.7 Theconceptual framework approashall be appliety registered auditcsto:
(&) Identify threats to independence;
(b) Evaluaethe significance of ththreatsdentified and

(c) Apply safeguardswhennecessay, to eliminate the threats or reduce them to
an acceptable level
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When the registered auditordetermines thatappropriate safeguards are not
available or cannot bepplied to eliminate the threats or reduce them to an
acceptable levelthe reqgistered audor shall eliminate the circumstanceor
relationship creating the threats or deelm terminde the audit engagement.

A registered auditorshall use professional judgment in applying this conceptual
framework.

Many different circumstances, or combinasar circumstances, may be relevant in
assessinghreats toindependencelt is impossible to define every situation that
creates threats to independence and to specify the appropriate Bleéicefore, this
Codeestablishes conceptual framework thatgaires firms and members of audit
teams to identify, evalugtend address threats to independeridee conceptual
framework approaclassistsregistered auditas in practice in complying with the
ethical requirements in this Code. Hccommodates many vations in
circumstances that create threats to independenceaandeter aegistered auditor
from concluding that a situation is permitted if it is not specifically prohibited

Paragraphs 290.100 and onwadéscribehow the conceptual framework apprbac
to independence is to be applied. These paragraphs daduvessall the
circumstanceand relationships that create or ntagate threats to independence

In deciding whether to accept or continue an engagement, or whether a particular
individual may be a member of the audit team, a fisimall identify and evaluate
threats to independendéthe threats are not at an acceptable leaadithe decision

is whether to accept an engagementnclude a particular individual on the audit
team,the firm shd determine whethesafeguardsare availableto eliminatethe
threats or reduce them to an acceptable léfvéthe decision is whether to continue
an engagement, the firm shall determine whether any existing safeguifirds
continue to be effective toislinate the threats or reduce them to an acceptable
level or whether other safeguandsl need to be appliedr whether the engagement
needsto be terminatedWhenever new information about a threat to independence
comes to the attention of the firduring the engagementhe firm shall evaluate the
significance of the threat accordance witkhe conceptual framework approach.

Throughout this section, reference is madethe significarce of threats to
independence. Irevaluatingthe significance of ahreat qualitative as well as
guantitative factorshallbe taken into account.

This section does not, in most cases, prescribe the specific responsibility of
individuals within the firm for actions related to independence because
responsibility may diffedepending on the size, structure anganisatiorof a firm.

The firm is required by International Standards on Quality Control to establish
policies and procedures designed to provide it with reasonable assurance that
independence is maintained when rieggh by relevant ethical requirements. In
addition, International Standards on Auditing require the engagement partner to
form a conclusion on compliance with the independence requirements that apply to
the engagement.
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Networks and Network Firms

290.13 If a firm is deemedo be a network firm, the firrshallbe independent of the audit
clients of the other firms within the network (unless otherwise statdds Codé.
The independence requirements in this section that apply to a networkhiaiin
apply to anyentity, such as a consulting practice or professional law practice, that
meets the definition of a network firm irrespective of whether the entity itself meets
the definition of a firm.

290.14 To enhance their ability to provide professional services, firmsuémiy form
larger structures with other firms and entities. Whether these larger structures create
a network depends on the particular facts and circumstances and does not depend on
whether the firms and entities are legally separate and distinct. Foplkexa larger
structure may be aimed only at facilitating the referral of work, which in itself does
not meet the criteria necessary to constitute a network. Alternatively, a larger
structure might be such that it is aimed atoperation and the firms ate a
common brand name, a common system of quality control, or significant
professional resources and consequentiieemedo be a network.

290.15 The judgment as to whether the larger structure is a netstratkbe made in light
of whether a reasonable andfdrmed third party would be likely to conclude,
weighing all the specific facts and circumstances, that the entities are associated in
such a way that a network exists. This judgmemall be applied consistently
throughout the network.

290.16 Where the largertgicture is aimed at eoperation and it is clearly aimed at profit
or cost sharing among the entities within the structure diéésnedo be a network.
However, the sharing of immaterial costsesnot in itself create a network. In
addition, if the shang of costs is limited only to those costs related to the
development of audit methodologies, manuals, or training courses, this would not in
itself create a network. Further, an association between a firm and an otherwise
unrelated entity to jointly prade a service or develop a produttesnot in itself
create a network.

290.17 Where the larger structure is aimed at cooperation and the entities within the
structure share common ownership, control or managementdéeimedio be a
network. This could be a@ved by contract or other means.

290.18 Where the larger structure is aimed atoperation and the entities within the
structure share common quality control policies and proceduresléemedo be a
network. For this purposeeommon quality control policge and procedureare
those designed, implemented and monitored across the larger structure.

290.19 Where the larger structure is aimed atopmration and the entities within the
structure share a common business strategydéasnedo be a network. Sharing a
common business strategy involves an agreement by the entities to achieve common
strategic objectives. An entity is ndéemedo be a network firm merely because it
co-operates with another entity solely to respond jointly to a request for a proposal
for the provision of a professional service.

290.20 Where the larger structure is aimed atopmration and the entities within the
structure share the use of a common brand namedéemedo be a network. A
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common brand name includes common initials or a commame. A firm is
deemedo be using a common brand name if it includes, for example, the common
brand name as part of, or along with, its firm name, when a partner of the firm signs
an audit report.

Even though a firm does not belong to a network and doesse a common brand
name as part of its firm name, it may give the appearance that it belongs to a
network if it makes reference in its stationery or promotional materials to being a
member of an association of firms. Accordingfycare is not takemn how a firm
describes such membershipsperception may be created that the firelongs to a
network.

If a firm sells a component of its practice, the sales agreement sometimes provides
that, for a limited period of time, the component may continugstothe name of

the firm, or an element of the name, even though it is no longer connected to the
firm. In such circumstances, while the two entities may be practicing under a
common name, the facts are such that they do not belong to a larger structde ai

at cooperation and are, therefore, not network firms. Those ersttig determine

how to disclose that they are not network firms when presenting themselves to
outside parties.

Where the larger structure is aimed atoperation and the entities twin the
structure share a significant part of professional resources,deamedto be a
network. Professional resources include:

T  Common systems that enable firms to exchange information such as client
data, billing and time records;

1 Partners and staff

1 Technical departmentthat corsult on technical or industry specific issues,
transactions or events for assurance engagements;

T Audit methodology or audit manuals; and
1  Training courses and facilities.

The determination of whether the professional ressusbared are significant, and
therefore the firms are network firmshallbe made based on the relevant facts and
circumstances. Where the shared resources are limited to common audit
methodology or audit manuals, with no exchange of personnel or clienarxet
information, it is unlikely that the shared resources would be significant. The same
applies to a common training endeavor. Where, however, the shared resources
involve the exchange of people or information, such as where staff are drawn from a
shared pool, or a common technical department is created within the larger structure
to provide participating firms with technical advice that the firms are required to
follow, a reasonable and informed third party is more likely to conclude that the
sharedesources are significant.

Public Interest Entities

290.25

Section290 containsadditionalprovisionsthatreflectthe extenof public interest in
certain entities. For the purpose of this section, public interest entities are:
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(@ Alllisted entities;and
(b) Any entty:
i.  defined by regulation or legislation as a public interest ety

ii.  for which the audit is required by regulation or legislation to be
conducted in compliance with the same independence requirements
that apply to the audit of listed entities. Suaygulation may be
promulgated by any relevant regulator, including an audit regulator

290.26 Firms are encouraged tteterminewhetherto treatadditional entitiesor certain
categories of entitiegs public interest entities because they have a large number
and wide range of stakeholders. Factors to be considered include:

1 The nature of the business, such as the holding of assets in a fiduciary capacity
for a large number of stakeholders. Examples may include financial
institutions, such as banks and insuracm®panies, and pension funds;

1  Size; and
T Number of employees.
Related Entities

290.27 In the case of an audit client that is a listed enté@ferences to an audit client in this
section include related entities of the client (unless otherwise stated). Ftmeall o
audit clients, references to an audit client in this section include related entities over
which the client has direct or indirect control. When the audit team knows or has
reason to believe thatrelationship or circumstance involviagother relateé entity
of the client is relevant to the evaluat
the audit teanshall includethat related entity wherdentifying andevaluating
threats to independence and applying appropriate safeguards.

Those Charged wih Governance

290.28 Even when not required bthe Code,applicable auditing standards, law or
regulation, regular communication is encouraged between the firm and those
charged with governancef the audit client regarding relationships and other
matters that mig t , in the firmdés opinion, reasor
communication enables those charged with governance to

(@ consider t he firmods judgment s i n i de
independence

(b) consider the appropriateness of safeguards egpdi eliminate them or reduce
them to an acceptable leyahd

(c) take appropriate action. Such an approach can be particularly helpful with
respect to intimidation and familiarity threats.

Documentation

290.29 Documentation provides evidence of tiegistered augiord6 s j udgment s i n
conclusions regarding compliance with independence requiremé@sabsence of
documentations not a determinant of whether a ficonsidered a particular matter
or whether itis independent.
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The reqgistered auditorshall docment conclusions regarding compliance with
independence requirements, and the substance of any relevant discussions that
support those conclusions. Accordingly:

(a8 When safeguardare requiredo reducea threat to an acceptable level, the
registered auditashalldocumenthe nature of the threat and the safeguards in
place or applied that reduce the threat to an acceptable level; and

(b) When a threatequired significant analysis to determiwhether safeguards
were necessaryand the registered auditorconcludel that they were not
because the threat was already at an acceptable levekdiseered auditor
shalldocumenthe nature of the threat and the rationale forctiveclusion

Engagement Period

290.30

290.31

290.32

Independence from the audit client is required both duriegetigagement period

and the period covered by the financial statements. The engagement period starts
when the audit team begins to perform audit services. The engagement period ends
when the audit report is issued. When the engagement is of a recurtimg, mat

ends at the later of the notification by either party that the professional relationship
has terminated or the issuance of the final audit report.

Whenan entity becomes an audit client during or after the period covered by the
financial statemest on which the firm will express an opiniothe firm shall
determinewhether any threats to independenocecreated by

1  Financial or business relationships with the audit client during or after the
period covered by the financial statements but befooeming the audit
engagement; or

1 Previous services providedtize auditclient

If a nonassurance service was provided to the audit client during or after the period
covered by the financial statements but before the aedih begins to perform
audit £rvicesand the service would not be permitted during the period of the audit
engagementthe firm shall evaluateany threat to independence created by the
service.lf athreat is not at an acceptable lewbe audit engagemeshall only be
accepted if afeguards are applied to eliminaaay threas or reducethemto an
acceptable leveExamples of sch safeguards include:

1 Not including personnel who provided the rassurance service as members
of the audit team;

1 Having areqistered auditorreview the audit and norassurance work as
appropriate; or

1 Engaging another firm to evaluate the results of theassnirance service or
having another firm rperform the norassurance service to the extent
necessary to enable it to take responsibility for the cervi

Mergers and Acquisitions

290.33

When, as a result of a merger or acquisition, an entity becomes a related entity of an
audit client, the firm shall identify and evaluate previous and current interests and
relationships with the related entity that, takingoimiccount available safeguards,
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could affect its independence and therefore its ability to contihee audit
engagemerndfter the effective date of the merger or acquisition.

290.34 The firm shall take steps necessary to terminate, by the effective date cérter m
or acquisition, any current interests or relationships that are not permitted under this
Code. However, if such a current interest or relationship cannot reasonably be
terminated by the effective date of the merger or acquisition, for example, decaus
the related entity is unable by the effective date to effect an orderly transition to
anotherservice provider of a neassurance service provided by the firm, the firm
shall evaluate the threat that is created by such interest or relationship. The more
significant the threat, the more | ikely
and it will be unable to continue as auditor. The significance of the threat will
depend upon factors such as:

T The nature and significance of the interest or relationship;

1 The nature and significance of the related entity relationship (for example,
whether the related entity is a subsidiary or parent); and

T  The length of time until the interest or relationship can reasonably be
terminated.

The firm shall discuss with those e¢bad with governance the reasons why the
interest or relationship cannot reasonably be terminated by the effective date of the
merger or acquisitioand the evaluation of the significance of the threat.

290.35 If those charged with governance request the firrnaiatinue as auditor, the firm
shall do so only if:

(@) the interest or relationship will be terminated as soon as reasonably possible
and in all cases within six months of the effective date of the merger or
acquisition;

(b) any individual who has such an interestrelationship, includingne that has
arisenthrough performing a neassurance service that would not be permitted
under this section, will not be a member of the engagement team for the audit
or the individual responsible for the engagement qualityrobreview; and

(c) appropriate transitional measures will be applied, as necessary, and discussed
with those charged with governance. Examples of transitional measures
include:

1 Having areqistered auditorreview the audit or neassurance work as
appropriag;

1 Having areqistered auditorwho is not a member of the firm expressing
the opinion on the financial statements, perform a review that is equivalent
to an engagement quality control review;

1 Engaging another firm to evaluate the results of theassrance service
or having another firm rperform the norassurance service to the extent
necessary to enable it to take responsibility for the service.

290.36 Thefirm may havecompleteda significantamount ofwork on the audiprior to the
effective date of themerger oracquisition and may be able to complete the
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remaining audit proceduregithin a short period of timeln such circumstances, if
those charged with governance request the firmcdmplete the auditwhile
continuing with an interest or relationphdentified in 290.33, the firm shall do so
only if it:

(@) Has evaluated the significance of the threat created by such interest or
relationship and discussed the evaluation with those charged with governance;

(b) Complies with the requirements of paragraph.29(a) and(b); and
(c) Ceases to bine audior no later than the issuance of the audit report

When addressingrevious and current interests and relationships covesed
paragraphs 290.33 to 290.36etfirm shall determine whether, even if all the
requirenents could be met, the interests and relationships create threats that would
remain so significant that objectivity would be compromised and, if sofirthe

shall cease to be tladior.

The reqistered auditorshall document any interests or relatiopshcovered by
paragraphs 290.34 and 36 that will not be terminated by the effective date of the
merger or acquisition and the reasons why they will not be terminated, the
transitional measures applied, the results of the discussion with those charged with
governance, and the rationale as to why the previous and current interests and
relationships do not create threats that would remain so significant that objectivity
would be compromised.

Other Considerations

290.39

There may be occasions when there is an inagvextiolation of this section. If
such an inadvertent violation occurs, it generally be deemeaotto compromise
independence provided the firm has appropriate quality control policies and
procedures in plagesquivalent to thoseequired by Internatinal Standards on
Quality Contro] to maintainindependence and, once discovered, the violation is
corrected promptly and any necessary safeguards are ajgpé&chinateanythreat

or reduce it to an acceptable levEhe firm shall determingvhetherto discussthe
matterwith those charged with governance.

Paragraphs 29040to 290.99 are intentionally left blank.

Application of the Conceptual Framework Approach to Independence

290.100 Paragraphs 290.102 to 290128escribe specific circumstances and relatiqusshi

that create ormay create threats to independence. The paragraphs describe the
potential threats and the typef safeguards that may be appropriate to eliminate the
threats or reduce them to an acceptable level and idestifginsituations where

no safeguards could reduce the threats to an acceptable level. The pardgraphs
describe all of the circumstances and relationships that create or may create a threat
to independencerhe firm and the members of the audit teahall evaluatethe
implications of similar, but different, circumstances and relationships and determine
whether safeguards, including the safeguards in paragraph? 20@00.5, can be
appliedwhen necessarp eliminatethe threats to independengereduce them to

an acceptabllevel
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290.101 Paragraphs 290.102 to 290.126 contain references to the materiality of a financial
interest loan or guaranteeor the significance of @usiness relationship. For the
purpose of determining whether such an interest is material to anduad, the
combined net worth of the individual arttie i n d i v iindmedidteofamily
membersnaybe taken into account.

Financial Interests
Introduction

290.102 Holding a financial interest in an audit client may create aistfest threatThe
existence andignificance of any threatreated depends oifa) the role of the
person holding the financial interest, (b) whether the financial interest is direct or
indirect, and (c) the materiality of the financial interest.

290.103 Financial interests may be held througim intermediary (e.g. a collective
investment vehicle, estate or trust). The determination of whether such financial
interests are direct or indirect will depend upon whether the beneficial owner has
control over the investment vehicle or the ability tdluence its investment
decisions. When control over the investment vehicle or the ability to influence
investment decisions existhis Code defines thdinancial interesto bea direct
financial interest Conversely, when the beneficial owner of tihafcial interest
has no control over the investment vehicle or ability to influence its investment
decisionsthis Code defines th&hancial interesto beanindirectfinancial interest

Financialinterest in an audit client

290.104 If a member of the auditaen,a me mber o f tinmmadiatefammilydorav i d u al
firm has a direct financial interest or a material indirect financial interest in the audit
client, the seHnterest threat created would be so significtrat no safeguarsl
couldreducethe threato an acceptable level. Therefon@ne of the following shall
have a direct financial interest or a material indirect financial interest in the client: a
me mber of the audit t eam; a member of (.
firm.

Close familyholding a financial interest in an audit client

290.105When a member of the audit tedras aclose family membewho the audit team
member knowsas a direct financial interest or a material indirect financial interest
in the audit client, a selfterest threais created The significance othethreatwill
depend on factors such as:

1 The nature of the relationship between the member of the audit team and the
close family membeiand

1 The materiality of the financial interest to the close family member.

The sgnificance of the threat shall be evaluated aateguardsapplied when
necessary to eliminate the threat or reduce it to an acceptableHzaebtples of
such safeguards include:

1  The close family member disposing, as soon as practicable, of all of the
financial interest or disposing of a sufficient portion of an indirect financial
interest so that the remaining interest is no longer material;
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T Having areqistered auditoreview the work of the member of the audit team;
or

T Removing the individual from the dit team.
Financialinterest in an entity that is holding a financial interest in an audit client

290.106 If a member of the audit team, me mber of ftnmadiate familyorai dual
firm has a direct or material indirect financial interest in an entity bzt a
controlling interest in the audit client, amige client is material to the entity, the
selfinterest threat created would be so significant that no safeguards could reduce
the threat to an acceptable level. Therefoome of the followingshall hae such a
financial interesta member of the audit teana me mber of t hat [
immediate familyandthe firm.

F i r mtireanent benefit plan holding a financial interest in an audit client

290.107The hol ding by a fir mbs ea ertmaterialnneirect bene
financial interest in an audit client cresiee selfinterest threat. The significance of
thethreatshallbe evaluated and safeguards applied when necessary to eliminate the
threat or reduce it to an acceptable level.

Otherpartners holding a financial interest in an audit client

290.1081f other partners in the office in which the engagement partner practices in
connection with the audit engagement, or their immediate family members, hold a
direct financial interest or a material inditdmancial interest in that audit client,
the selfinterest threat created would be so significant that no safeguards could
reduce the threat to an acceptable level. Therefore, neither such partners nor their
immediate family membershall hold any suchihancial interests in such an audit
client.

290.109 The office in which the engagement partner practices in connection with the audit
engagement is not necessarily the office to which that partner is assigned.
Accordingly, when the engagement partner is locateal different office from that
of the other members of the audit tegmofessionaljudgmentshall be used to
determine in which office the partner practices in connection with that engagement.

Otherpartners and managerial employees providing-aodit s@vices to an audit client and
holding adirect or material indirecfinancial interest in that audit client

290.110 If other partners and managerial employees who provideandn services to the
audit client, except those whose involvemenmisimal, or their mmediate family
members, hold a direct financial interest or a material indirect financial interest in the
audit client, the selinterest threat created would be so significant that no safeguards
could reduce the threat to an acceptable level. Accordingiyher such personnel
nor their immediate family membesiallhold any such financial interests in such an
audit client.

290.111 Despite paragraphs 290.108 and 290.110, the holding of a financial interest in an
audit client by an immediate family member of &partner located in the office in
which the engagement partner practices in connection with the audit engagement, or
(b) a partner or managerial employee who providesaumtit services to the audit
client, is deemednot to compromise independence ifetHinancial interest is
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received as aresult afhe 1 mmedi at e em@aymehtyightshhéember 6 s
through pension or share option plans),amden necessaygafeguardsire applied

to eliminate any threat to independence or reduce it to an acceptable
However, when the immediate family member has or obtains the right to dispose of

the financial interest or, in the case of a stock option, the right to exercise the
option, the financial intereshallbe disposed of or forfeited as soon as pralstica

290.112 A self-interest threat may be created if the firm or a member of the audit team, or
me mber of t himmediatenfamilyy hasl aifmdnd@as interest in an entity
and an audit client also has a financial interest in that enkywever,
indepedence isleemedchotto becompromised if these interests are immaterial and
the audit client cannot exercise significant influence over the entity. If such interest
is material to any party, and the audit client can exercise significant influence over
the other entity, no safeguards could reduce the threat to an acceptable level
Accordingly, the firm shall not have such amterestandany individual with such
an interestshall before becoming a member of the audit team, either:

(@) Dispose of the interesby

(b) Dispose of a sufficient amount of the interest so that the remaining interest is
no longer material.

290.113 A seltinterest, familiarity or intimidation threahay becreatedif a member of the
audit team, 0m me mber of tiMmediate famity,iothe firm,&ds & s
financial interesin an entity when a director, officer or controlling owner of the audit
client is also knownto have afinancial interest in that entityThe existence and
significance of anythreat will depend upon factors such as:

T The role of the professional on the audit team;
T Whether ownership of the entity is closely or widely held;

T Whether the interest gives the investor the ability to control or significantly
influence the entity; and

1 The materiality of the financial interest.

The significance of any threathall be evaluated and safeguards applied when
necessary to eliminate the threat or reduce it to an acceptableHzaebples of
such safeguards include:

T  Removing the member of the audit team with the financial interest thhem
audit team; and

1 Having areqistered auditoreview the work of the member of the audit team.

Financialinterest in an audit client as a trustee

290.114The holding by a firmor a member of the audit team, armember of that
I ndi v inimediate damily, ofa direct financial interest or a material indirect
financial interest n the audit client as a trustemeats a selfinterest threat.
Similarly, a seHinterest threais created when

(@) A partner in the office in which the engagement partner practices in
connection with the audit,
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(b) Other partners and managerial employees who providessurance services
to the audit client, except those whose involvementirsmal, or

(c) their immediate family members hold a direct financial interest or a material
indired financial interest in the audit client as trustee.

Such an interesthallnot be held unless

(@) Neither the trustee, nor an immediate family member of the trustee, nor the
firm are beneficiaries of the trust;

(b) The interest in the audit client held by thest is not material to the trust;
(c) The trustis not able to exercise significant influence over the audit client; and

(d) The trustee, an immediate family memlaérthe trustegor the firm cannot
significantly influence any investment decision involving aafioial interest
in the audit client.

Known financial interesti an audit clientheld by other individuals

290.115Members of the audit teashall determinavhether a selinterest threais created
by any known financial interests in the audit client held dilger individuals
including:

T  Partners and professional employees of the firm, other than those referred to
above, or their immediate family members; and

1  Individuals with a close personal relationship with a member of the audit
team.

Whether these interestreate aelfinterest threat will depend on factors such
as:

T T he forganmdtical, operating and reporting structure; and

T The nature of the relationship between the individual and the member of the
audit team.

The significance of any threahall be evaluated and safeguards applied when
necessary to eliminate the threat or reduce it to an acceptableHzaetples of
such safeguards include:

1 Removing the member of the audit team with the personal relationship from
the audit team;

T Excluding the mefer of the audit team from any significant decismaking
concerning the audit engagement; or

1 Having areqistered auditoreview the work of the member of the audit team.

Financialinterest receivedy way of annheritance gift or as a result of anemer

290.1161f a firm or a partner or employee of the firm,ar me mber of t hat
immediate family, receives a direct financial interest or a material indirect financial
interest in an audit client, for example, by way of an inheritagieor as a esult
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of a mergerand such interest would not be permitted to be held under this section,
then:

(a) If the interest is received by the firm, the financial intesbstllbe disposed of
immediately, or a sufficient amount of an indirect financial intesésill be
disposed of so that the remaining interest is no longer material;

(b) If the interest is received by a member of the audit teara,;oember of that
i ndi v iinmediatedfamily, the individualvho received the financial
interestshall immediately dispos®f the financial interest, or dispose of a
sufficient amount of an indirect financial interest so that the remaining interest
is no longer materiabr the individual shall be removed from the audit team
or

(c) If the interest is received by an individual evis not a member of the audit
team, or byan immediate family membeof the individual, the financial
interestshall be disposed @s soon as possible, or a sufficient amount of an
indirect financial interesshall be disposed @&o that the remaining terest is
no longer material. Pending the disposal of the financial inter@st,
determination shall be madetasvhether any safeguards are necessary.

Inadvertent violations

290.117 When a inadvertent violation of this section as it relates to a financial sitaren

audit clientoccursit is deemedhotto compromise independenite

(@ The firm has established policies and procedures that require prompt
notification to the firm of any breaches resulting from the purchase,
inheritance or other acquisition ofinancial interest in the audit client;

(b) The acions in paragraph 290.116 (&) are taken as applicable; and

(c) The firm appliesother safeguardeshen necessario reduce any remaining
threat to an acceptable levEkamples of sch safeguards include:

1 Hawving aregistered auditoreview the work of the member of the audit
team; or

1 Excluding the individual from any significant decisioraking
concerning the audit engagement.

The firm shall determinewhetherto discuss the matter with those charged with
govenance.

Loans and Guarantees

A loan or quarantee of a loan from an audit client that is a bank

290.118 A loan or a guarantee of a loan, to a member of the audit teaamember of that

62

i ndi v iminadsate damily,or the firmfrom an audit client that is a bamr a
similar institution may create a threat to independence. If the loan or guarantee is
not made under normal lending procedures, terms and condifiaefinterest
threatwould becreatedhatwould be so significant that no safeguards could reduce
the threat to an acceptable level. Accordingly, neither a member of the audiateam,
me mber of t hrnamediaterfamilymor alfiareshaldascept such a loan or
guarantee.
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290.1191f a loan to a firmfrom an audit client that is a bank or similar ihgion is made
under normal lending procedures, terms and conditiand it is material to the
audit client or firm receiving the loan, it may be possible to apply safeguards to
reduce the selinterest threat to an acceptable levAh example of sch a
safeguards havingthe work reviewed by registered auditofrom a network firm
that isneitherinvolved with the audinhor receivel the loan.

290.120 A loan, or a guarantee of a loan, from an audit client that is a bank or a similar
institution to a member ofheé audit team, oma me mber of t hat
immediate familydoesnot create a threat to independence if the loan or guarantee
is made under normal lending procedures, terms and condiigamples of such
loans include home mortgages, bank overdrafir loans and credit card balances.

A loan or guarantee of a loan from an audit client other than a bank

290.1211If the firm or a member of the audit team, @ar me mber of t hat
immediate family, accepts a loan from, or has a borrowing guaranteech layidit
client, that is not a bank or similar institutioor, any directoror officer of the audit
client, the selfinterest threat created would be so significant that no safeguards
could reduce the threat to an acceptable level, unless the loan rantgeais
immaterial to botha) the firm or the member of the audit team d@nedimmediate
family membey and(b) the client.

A loan or guarantee of a loan made toamdit client

290.122 Similarly, if the firm or a member of the audit team, @rmember of that
i ndi v iminedate tamily, makes or guarantees a loan to an audit olienty
director or officer of the audit clientthe selfinterest threat created would be so
significant that no safeguards could reduce the threat to an acceptable level, unless
the loan or guarantee is immaterial to bhthe firm or the member of the audit
team and¢heimmediate familynembey and(b) the client.

Deposits or brokerage accounts with an audit client

290.123If a firm oramember of the audit team, ammember of that n d i v imthedate 6 s
family, has deposits or a brokerage accowith an audit client that is a bank,
broker or similar institutiona threat to independencenot createdf the deposit or
account is held under normal commercial terms.

Business Relatiaships

290.124 A close busiess relationship between a firor, a member of the audit team, ar
me mber of t h ammediate damily, ahd ahke Ggdit client or its
managementarises froma commercial relationship or common financial interest
and may createelfinterest or intimidation threat&xamples of such relationships
include

1  Having a financial interest in a joint venture with either the client or a
controlling owner, director, officer or other individual who performs senior
managerial activities fathat client.

T  Arrangements to combine one or more services or products of the firm with
one or more services or products of the client and to market the package with
reference to both parties.
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1 Distribution or marketing arrangements under which the firstributes or
mar kets the <c¢clientdéds products or seryv
the firmds products or services.

Unless any financial interest is immaterial and thasinessrelationship is
insignificant to the firm and the client or its maeatent,the threat created would

be so significant thato safeguards could reduce the threat to an acceptable level.
Therefore, unlesthe financial interest is immaterial and thesinesselationship is
insignificant the business relationship shall ne¢ entered into, or it shall be
reduced to an insignificant level or terminated.

In the case of a member of the audit team, unless any such financial interest is
immaterial and the relationship is insignificant to that member, the indivadhael
be remoed from the audit team.

If the business relationship is between an immediate family member of a member of
the audit team and the audit client or its management, the significanog tbfeat
shallbe evaluated ansifeguards applied when necessary toishte the threat or
reduce it to an acceptable level.

290.125 A business relationship involving the holding of an interest by the firm, or a
member of the audit team,ar me mber of timMmadate familg, invai d ual ¢
closelyheld entity when the audit clieot a director or officer of the client, or any
group thereof, also dids an interest in that entitdoes not create threats to
independence if:

(@) Thebusinesgelationship is insignificant to the firm, the member of the audit
teamandtheimmediate family nramber and the client;

(b) Thefinancialinterest is immaterial to the investor or group of investors; and

(c) The financial interest does not give the investor, or group of investors, the
ability to control the closeleld entity.

290.126 The purchase of goods and seed from an audit client by the firm, or a member of
the audit team, oa me mber of t imraediatei famdlyi, dogésdoti a | 6 s
generally create a threat to independence if the transaction is in the normal course of
business and at auchnransactiorss mgytbéd af suth@ wature ®rr
magnitude that they create a selierest threatThe significance of anthreatshall
be evaluated andafeguards applied when necessary to eliminate the threat or
reduce it to an acceptable levekamples obuch safeguards include:

1 Eliminating or reducing the magnitude of the transaction; or
1 Removing the individual from the audit team.

Family and Personal Relationships

Introduction

290.127 Family and personal relationships between a member of the audit team and a
director or officer or certain employees (dependinghmir role) of the audit client
may create selinterest, familiarity or intimidation threats. Thexistence and
significance of any threats will depend on a number of factors, including the
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individuab s responsibilities on the audit t e
other individual within the client and the closeness of the relationship.

Immediate family is a director or in a position to exert significant influence
290.128 When an immediate family membef a member of the audit team is:
(@) A director or officer of the audit client; or

(b) An employee in a position to exert significant influence over the preparation
of the clientds accounting records or
will express aropinion,

or was in such a position during any period covered by the engagement or the
financial statements, the threats to independence can only be reduced to an
acceptable level by removing the individual from the audit team. The closeness of
the relatonship is such that no other safegsacould reduce the threat to an
acceptable levelAccordingly, no individualwho hassuch a relationship shall be a
member of the audit team.

290.129Threats to independencare created when an immediate family member of a
member of the audit team is an employee in a position to exert significant influence
over the <c¢clientds financi al position,
significance of the threats will depend on factors such as:

1 The position held by the immedigtmily member; and
T  The role of the professional on the audit team.

The significance ofthe threat shall be evaluated and safeguards applied when
necessary to eliminate the threat or reduce it to an acceptable level.

Examples of sch safeguards include:
T Removing thendividual from the audit team; or

1 Structuring the responsibilities of the audit team so that the professional does
not deal with matters that are within the responsibility of the immediate family
member.

Close family is a director or in a piti®n to exert significant influence

290.130Threats to independeneeecreated when a close family member of a member of the
audit team is:

(&) A director or officer of the audit client; or

(b) An employee in a position to exert significant influence over the preparati
of the clientds accounting records or
will express an opinion.

The significance of the threats will depend on factors such as:

1 The nature of the relationship between the member of the audit teatheand
closefamily member;

T The position held by the close family member; and

1 The role of the professional on the audit team
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The significance ofthe threat shall be evaluated and safeguards applied when
necessary to eliminate the threat or reduce it to an acceable |

Examples of sch safeguards include:
T Removing thendividual from the audit team; or

T Structuring the responsibilities of the audit team so that the professional does
not deal with matters that are within the responsibility of the close family
member

Close relationship with a director or employee in a position to exert significant influence

290.131 Threats to independeneee created when a member of the audit team has a close

relationship with a person who ot an immedaate or close family membgebut

who is a director or officer or an employee in a position to exert significant
influence over the preparation of the ¢
statements on which the firm will express an opinkrmember of the audit team

who hassuch a relationship shallconsult in accordance with firm policies and
procedures. The significance of the threats will depend on factors such as:

T The nature of the relationship between the individual and the member of the
audit team;

1 The position the individudiolds with the client; and
T The role of the professional on the audit team.

The significance othe threas shall be evaluated and safeguards applied when
necessary to eliminate the thieat reducethemto an acceptable leveExamples
of such safeguardsclude:

T Removing therofessionafrom the audit team; or

1 Structuring the responsibilities of the audit team so that the professional does
not deal with matters that are within the responsibility of the individual with
whomthe professiondhas a closeetationship.

Other personal or family relationships with a director or employee in a position to exert
significant influence

290.132 Self-interest, familiarity or intimidation threats may be created by a personal or
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family relationship between
(a) a partner oemployee of the firm who is not a member of the audit jea

(b) a director or officer of the audit client or an employee in a position to exert
significant influence over the preparati
financial statementsmowhich the firm will express an opinion.

Partners and employees of the firm who are aware of such relatioskhlpsonsult
in accordance with firm policies and proceduréBe existence andgignificance of
any threat will depend on factors such as:

1 The nature of the relationship between the partner or employee of the firm and
the director or officer or employee of the client;

1 The interaction of the partner or employee of the firm with the audit team;
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1 The position of the partner or employee within fie; and

T Theposition the individual holds with the client.

The significance of any threathall be evaluated and safeguards applied when
necessary to eliminate the threat or reduce it to an acceptableH&aebples of
such safeguards include:

T Structurng t he partnerés or employeeds res
influence over the audit engagement; or

1  Having areqistered auditoreview the relevant audit work performed.

Inadvertent violations

290.133When a inadvertent violation of this section asrélates to family and personal
relationshipsoccurs it is deemeadhotto compromise independence if:

(@ The firm has established policies and procedures that require prompt
notification to the firm of any breaches resulting from changes in the
employment stas of their immediate or close family members or other
personal relationships that create threats to independence;

(b) The inadvertent violation relates to an immediate family member of a member
of the audit team becoming a director or officer of the auidihtbr being in a
position to exert significant i nfluen
accounting records or the financial statements on which the firm will express
an opinion, and the relevant professional is removed from the audit team; and

(c) The firm applies other safeguardshen necessary to reduce any remaining
threat to an acceptable levEkamples of sch safeguards include:

1 Having aregistered auditoreview the work of the member of the audit
team; or

T Excluding the relevant professional 1imo any significant decisien
making concerning the engagement.

The firm shall determine whether to dissube matter with those charged with
governance.

Employment with an Audit Client
A former partner or member of the audit team joins an audit client

290.134 Familiarity or intimidation threats may be created if a director or officer of the audit
client, or an employee in a position to exert significant influence over the

preparation of the clientés accounting r
the firm wil express an opinion, has been a member of the audit team or partner of
the firm.

290.1351f a former member of the audit team or partner of the firm has joined the audit
client in such a position and a significant connection remains between the firm and
the indvidual, the threat would be so significahatno safeguards could reduce the
threat to an acceptable level. Therefore, independence wouttkdreed to be
compromised if a former member of the audit team or partner joins the audit client
as a director oofficer, orasan employee in a position to exert significant influence
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over the preparation of the clientds ac
which the firm will express an opinion, unless:

(@)

(b)

The individual is not entitled to any benefitspatyments from the firm, unless
made in accordance with fixed pdetermined arrangemengmndany amount
owed to the individuak not material to the firm; and

The individual does not continue to participate or appear to participate in the
f i r md ss obpuoessioralsactivities.

290.1361f a former member of the audit team or partner of the firm has joined the audit
client in such a position, and no significant connection remains between the firm
and the individual, thexistence andgignificance of any famidrity or intimidation
threats will depend on factors such as:

f
f
f

The position the individual has taken at the client;
Any involvement the individual will have with the audit team;

The length of time since the individual was a member of the audit team or
parner of the firm; and

The former position of the individual within the audit team or firm, for
example, whether the individual was responsible for maintaining regular
contact with the clientds management

The significance ofiny threats createshall be evaluated and safeguards applied
when necessary to eliminate the threats or reduce them to an acceptable level.

Examples of sch safeguards include:

f
f

Modifying the audit plan;

Assigning individuals to the audit team who hasugficient experience in
relation to the individual who has joined the client; or

Having aregqistered auditoreview the work of the former member of the
audit team.

A former partner joirs an entity that subsequently becomeauadtt client

290.137 If a former patner of the firm has previously joined an entity in such a position and

the

entity subsequently becomes an audit client of the firensignificance ofny

threas to independencshallbe evaluated and safeguards appheden necessayy
to eliminate tle threat or reduce it to an acceptable level.

Audit teammembers entering into employment negotiations with an audit client

290.138 A self-interest threat is created when a member of the audit team participates in the
audit engagement while knowing thitae membe of the audit teanwill, or may,

join the client sometime in the future. Firm policies and procedsinef require
members of an audit team to notify the firm when entering employment negotiations
with the client. On receiving such notification, the gigance of the threaghallbe
evaluated and safeguards applied when necessary to eliminate the threat or reduce it
to an acceptable levdtxamples of sch safeguards include:
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Removng the individual from the audit team; or
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T A review of any significant jdgments made by that individual while on the
team.

Audit Clients that are Public Interest Entities
Key audit partnejoins an audit client

290.139 Familiarity or intimidation threats are created when a key audit partner joins the
audit client that is a public intest entity as:

(@) A director or officer of the entity; or

(b) An employee in a position to exert significant influence over the preparation
of the clientds accounting records or
will express an opinion.

Independence wid be deemed to be compromisadless, subsequent to the
partner ceasing to be a key audit partner, the public interest leaditgsued audited
financial statements covering a period of not less than twelve months and the
partner was not a member of thedit team with respect to the audit of those
financial statements.

Senior orManaging Partner (Chief Executive Offiggoins an audit client

290.140An i nti mi dation threat is created when t
Managing Partner (Chief Exetive or equivalent) joins an audit client that is a
public interest entity as

(a) an employee in a position to exert significant influence over the preparation of
the entitydés accounting;orecords or its

(b) a director or officer of the raity. Independence would be deemed to be
compromisedunless twelve months have passed since the individual was the
Seniot or Managing Partner (Chief Executive or equivalent) of the firm.

290.141 Independence isleemednot to be compromised fi as a result of a usiness

combination, a former key audit partner
Senior or Managing Partner is in a position as described in paragraphs 290.139 and
290.140and

(@) The position was not taken in contemplation of the business catioibina

(b) Any benefits or payments due to the former partner from the firm have been
settled in full, unless made in accordance with fixed-datermined
arrangements and any amount owed to the partner is not material to the firm;

(c) The former partner does nabrdinue to participate or appear to participate in
the firmés business or professional ac

(d) The position held by the former partner with the audit client is discussed with
those charged with governance.

Temporary Staff Assignments

290.142 The lending o staff by a firm to an audit client may create a -selfiew threat.
Such assistance may be given, but onl vy
personnekhallnot be involved in:
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T Providing norassurance services that would not be permitted under th
section; or

T Assuming management responsibilities.

In all circumstances, the audit clieshall be responsible for directing and
supervising the activities of the loaned staff.

The significance ofany threat shall be evaluated and safeguards applied rwhe
necessary to eliminate the threat or reduce it to an acceptableH&aebples of
such safeguards include:

1 Conducting an additional review of the work performed by the loaned staff;

T Not giving the loaned staff audit responsibility for any functioadivity that
the staffperformed during the temporary staff assignment; or

T Not including the loaned staff as a member of the audit.team
Recent Service with an Audit Client

290.143 Seltinterest, selreview or familiarity threats may be createdaifmember of té
audit team has recently servedaadirector officer, or employee of the audit client
This would be the case when, for example, a member of the audit team has to
evaluate elements of the financial statements for wthiehmember othe audit
teamhad pepared the accounting records while with the client.

290.1441f, during the period covered by the audit report, a member of the audit team had
servedas a director or officer of the audit client, or was an employee in a position to
exert significant influence@er t he preparation of the cl
the financial statements on which the firm will express an opinion, the threat created
would be so significanthat no safeguarsicould reduce the threat to an acceptable
level. Consequently, suchdividualsshallnot be assigned to the audit team

290.145 Selfinterest, selreview or familiarity threats may be created if, before the period
covered by the audit report, a member of the audit team had served as a director or
officer of the audit client, or véaan employee in a position to exert significant
influence over t he preparation of t he
statements on which the firm will express an opinion. For example, such threats
would be created if a decision made or work gened by the individual in the prior
period, while employed by the client, is to be evaluated in the current period as part of
the current audit engagement. Teeistence andsignificance ofany threats will
depend on factors such as:

1 The position the incidual held with the client;
1 The length of time since the individual left the client; and
T  The role of the professional on the audit team.

The significance ofany threat shall be evaluated and safeguards applied when
necessary to reduce the threat to aeiable levelAn example of scha safeguard

is conducting a review of the work performed by the individual as a member of the
audit team.
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Serving as a Director or Officer of an Audit Client

290.146 If a partner or employee of the firm serves as a director meofbf an audit client,
the selfreview and selinterest threats created would be so significant that no
safeguards could reduce the threats to an acceptableAecekdingly, no partner
or employee shall serve as a director or officer of an audittclie

290.147 The position of Company Secretary has different implications in different
jurisdictions. Duties may range from administrative dutissch as personnel
management and the maintenance of company records and registers, to duties as
diverse as ensuringpat the company complies with regulations or providing advice
on corporate governance matters. Generally, this position is seen to imply a close
association with the entity.

290.148 If a partner or employee of the firm serves as Company Secretary for an andlit clie
selfreview and advocacy threatse createdthat would generally be so significant
that no safeguards could reduce the threats to an acceptabl®ksm@teparagraph
290.146, vinen this practice is specifically permitted under local law, profedsiona
rules or practiceand provided management makes all relevant decidioagiuties
and activitieshallbe limited to those of a routine and administrative nasueh as
preparing minutes and maintaining statutory retutnsthose circumstances, the
significance of any threatshall be evaluated and safeguards appligden
necessarjo eliminate the threats or reduce them to an acceptable level.

290.149 Performing routine administrative services to support a company secretarial
function or providing advice irrelation to company secretarial administration
matters does not generallgreate threats tandependence, as long as client
management makes all relevant decisions.

Long Association of Senior Personnel (Including Partner Rotationyvith an Audit Client
Gereral Provisions

290.150 Familiarity and self-interest threatsire created by using the same senior personnel
on an audit engagement over a long period of time. The significance of the threats
will depend on factors such as:

How long the individual has been a membgthe audit team;
The role of the individual on the audit team;

The structure of the firm;

The nature of the audit engagement;

Whet her the clientés management team

=A =4 = =4 -4 =4

Whet her the nature or compl exi tgy of
issues has changed.

The significance of the threathall be evaluated and safeguards applied when
necessary to eliminate the threats or reduce them to an acceptabl&x}aveaples
of such safeguards include:

1 Rotating the senior personnel off the ateam;
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1 Having areqistered auditomvho was not a member of the audit team review
the work of the senior personnel; or

1  Regular independent internal or external quality reviews of the engagement.
Audit Clients that are Public Interest Entities

290.151 In respect of m audit of a public interest entity, an individuslall not be a key
audit partner for more than seven yearsis otherwise determined by legislation or
requlation After suchtime, the individuakhallnot be a member of the engagement
teamor be akey audit partner for the client for two yeaBuring that period, the
individual shall not participate in the audit of the entity, provide quality control for
the engagement, consult with the engagement team or the client regarding technical
or industryspedfic issues, transactions or eventsotherwise directly influence the
outcome of the engagement.

290.152 Despite paragraph 290.151, key audit partners whose continuity is especially
important to audit quality mayin rare caseslue to unforeseen circumstances
ot side the firmbébs control, be permitted
as the threat to independence can be eliminated or reduced to an acceptable level by
applying safeguards. For example, a key audit partner may remain on the audit team
for up to one additional year in circumstances where, due to unforeseen events, a
required rotation was not possible, as might be the case due to serious illness of the
intended engagement partner.

290.153The long association of other partners with an audit clieattitha public interest
entity creats familiarity andselfinterest threats. The significance of the threats will
depend on factors such as:

T  How long any such partner has been associated with the audit client;
1 Therole, if any, of the individual on thedititeam; and
T The natur e, frequency and extent of 1

A

clientdés management or those charged w

The significance of the threathall be evaluated and safeguards applied when
necessary to eliminate the threarr reduce them to an acceptable leizglamples
of such safeguards include:

1  Rotating the partner off the audit team or otherwise endifge part ner
association with the audit client; or

1 Regular independent internal or external quality reviews of thagament.

290.154When an audit client becomes a public interest entitg, length of time the
individual has served the audit client as a key audit partner before the client
becomes a public interest entighall be taken into accounin determiningthe
timing o the rotation If the individual has served the audit client as a key audit
partner for five years or less when the client becomes a public interest entity, the
number of years the individual may continue to serve the client in that capacity
before rotatng off the engagement is seven years less the number of years already
served. 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
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continue to serve ithat capacity foma maximum oftwo additional years before
rotating off the engagement.

290.155When a firm has only a fewegistered auditorsvith 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 severyears, in accordance with such regulation, provided that the
independent regulator has specified alternative safeguards which are applied, such
as a regular independent external review

Provision of Non-assurance Services to Audit Clients

290.156 Firms have traitionally provided to their audit clients a range of rassurance
services that are consistent with their skills and expertise. Providinrgssomance
services may, however, create threats to the independence of the firm or members of
the audit team. Théhreats created are most often gelfiew, selfinterest and
advocacy threats.

290.157 New developments in business, the evolution of financial markets and changes in
information technology make it impossible to draw up afnalusive list of non
assurance seces that might be provided to an audit client. When specific guidance
on a particular nomssurance service is not included in this section, the conceptual
frameworkshallbe applied when evaluating the particular circumstances.

290.158 Before the firm acceptan engagement to provide a rassurance service to an
audit clienta determination shall be made asatbether providing such a service
would create a threat to independence. In evaluating the significance of any threat
created by a particular nassurane service, consideratishall be given to any
threat that the audit team has reason to belgegeeated by providing other related
nontassurance serviceld athreatis created that cannbe reduced to an acceptable
level by the application of safeguds the norassurance servicehall not be
provided.

290.159 Providing certain nomssurance services to an audit client may create a threat to
independence so significant that no safeguards ceceddice the treat to an
acceptable level. However, the inadvattprovision of such a service to a related
entity, division or in respect of a discrete financial statement item of such a client
will be deemedotto compromise independence if any threats have been reduced to
an acceptable level by arrangements foit tledated entity, division or discrete
financial statement item to be audited by another firm or when another firm re
performs the nomssurance service to the extent necessary to enable it to take
responsibility for that service.

290.160 A firm may provide noressurance services that would otherwise be restricted under
this section to the following related entities of the audit client:

1 The RegulatoryBoard has not yet provided such exemption from partner rotation or specified alternative
safequards.
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(@) An entity, which is not an audit client, that has direct or indirect control over
the audit client;

(b) An entity, which is not anwait client, with a direct financial interest in the
client if that entity has significant influence over the client and the interest in
the client is material to such entity;,

(c) An entity, which is not an audit client, that is under common control wih th
audit client

if it is reasonable toonclude that

(a) the services do not create a-selfiew threat because the results of the services
will not be subject to audit proceduresd

(b) any threats that are created by the provision of such sersneesdiminated or
reduced to an acceptable lebglthe application csafeguards.

290.161Anonrassurance service provided to an audi
independence when the client becomes a public interest entity if:

(&) The previous nomssurape service complies with the provisions of this
section that relate to audit clients that are not public interest entities;

(b) Services that are not permitted under this section for audit clients that are
public interest entities are terminated before oroms |s practicable after the
client becomes a public interest entity; and

(c) The firm applies safeguardsvhen necessaryto eliminate or reduce to an
acceptable level any threats to independence arising from the service.

Management Responsibilities
General pruisions

290.162 Management of an entity performs many activities in managing the entity in the best
interests of stakeholders of the entity. It is not possible to specify every activity that
is a management responsibility. However, management responsibilitielseinvo
leading and directing an entity, including making significant decisions regarding the
acquisition, deployment and control of human, financial, physical and intangible
resources.

290.163 Whether an activity is a management responsibility depends on the caooesst
and requires the exercise of judgment. Examples of activities that would generally
be considered a management responsibility include:

1 Setting policies and strategic direction;

1 Directing and taking responsiees)l ity f
1 Authorizing transactions;
1

Deciding which recommendations of the firm or other third part®s
implement;

T Taking responsibility for the preparation and fair presentation of the financial
statements in accordance with the applicable financial regohtamework;
and
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T Taking responsibility for designing, implementing and maintaining internal
control.

290.164 Activities that are routine and administrative, or involve matters that are
insignificant, generallyare deemednot to be a management responsibility. For
example, executing an insignificant transaction that has [@ehorised by
management or monitoring the dates for filing statutory returns and advising an
audit client of those datésdeemechotto be a management responsibility. Further,
providing advce and recommendations to assist management in discharging its
responsibilitiess not assuming a management responsibility.

290.165If a firm were toassume a management responsibility for an audit cliemthreats
created would be so significatitat no safegards couldreducethe threats to an
acceptable level. For example, deciding which recommendations of thetdfirm
implement will create seffeview and selinterest threats. Further, assuming a
management responsibility creates a familiarity threat beddesfirm becomes too
closely aligned with the views and interests of managenidmrefore, the firm
shallnot assume a management responsibility for an audit client.

290.166 To avoid the risk of assuming a management responsibility when providing non
assuranceservices to an audit client, the firghall be satisfied that a member of
management is responsible for making the significant judgments and decisions that
are the proper responsibility of management, evagdhe results of the service
and accepng regonsibility for the actions to be taken arising from the results of
the service. This reduces the risk of the firm inadvertently making any significant
judgments or decisions on behalf of management. The risk is further reduced when
the firm gives the cliet the opportunity to make judgments and decisions based on
an objective and transparent analysis and presentation of the issues.

Preparing Accounting Records and Financial Statements
General Provisions

290.167 Management is responsible for the preparation aingbfasentation of the financial
statements in accordance with the applicable financial reporting framework. These
responsibilities include:

1  Originating or changing journal entries, or determining the account
classifications of transactions; and

1 Preparingor changing source documents or originating data, in electronic or
other form, evidencing the occurrence of a transaction (for example, purchase
orders, payroll time records, and customer orders).

290.168 Providing an audit client with accounting and bookkeepiegvises such as
preparing accounting records or financial statemesreats a selfreview threat
when the firm subsequently audits the financial statements.

290.169 The audit process, however, necessitates dialogue between the firm and
management of the auditent, whichmay involve

(a) the application of accounting standards or policies and financial statement
disclosure requirements,
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(b) the appropriateness of financial and accounting control and the methods used
in determining the stated amounts ofeassand liabilities, or

(c) proposing adjusting journal entries.

These activities are considered to be a normal part of the audit process and do not,
generallycreate threats timdependence.

290.170 Similarly, the client may request technical assistance franfirm on matters such
as resolving account reconciliation problems or analyzing and accumulating
information for regulatory reporting. In addition, the client may request technical
advice on accounting issues such as the conversion of existing finstatéments
from one financial reporting framework to another (for example, to comply with
group accounting policies or to transition to a different financial reporting
framework such as International Financial Reporting Standards). Such services do
not, generally,create threats tmdependence provided the firm does not assume a
management responsibility for the client.

Audit Clients that are Not Public Interest Entities

290.171 The firm may provide services related to the preparation of accounting records and
financial statements to an audit client that is not a public interest entity where the
services are of a routine or mechanical nature, so long as ang\sell threat
created is reduced to an acceptable level. Examples of such services include:

1  Providingpayroll services based on cliemtiginated data;

1 Recording transactions for which the client has determined or approved the
appropriate account classification;

1 Posting transactions coded by the client to the general ledger;
1 Posting clierdapproved entes to the trial balance; and
1 Preparing financial statements based on information in the trial balance.

In all cases, the significance of any threat creatkdll be evaluated and
safeguards applied when necessary to eliminate the threat or reduce it to an
acceptable leveExamples of sch safeguards include:

T Arranging for such services to be performed by an individual who is not a
member of the audit team; or

1 If such services are performed by a member of the audit team, using a partner
or senior staff metver with appropriate expertise who is not a member of the
audit team to review the work performed.

Audit Clients that are Public Interest Entities
General Provisions

290.172 Except in emergency situations, a fighall not provide to an audit client that is a
public interest entity accounting and bookkeeping services, including payroll
services, or prepare financial statements on which the firm will express an opinion
or financial information which forms the basis of the financial statements.

76 CODET SECTION 290



CODE OF PROFESSIONAL CONDUCT FOR REGISTERED AUDITORS

290.173 Despite paragraph 2942, a firm may provide accounting and bookkeeping
services, including payroll services and the preparation of financial statements or
other financial information, of a routine or mechanical nature for divisions or related
entities of an audit client th&t a public interest entity if the personnel providing the
services are not members of the audit team and:

T  The divisions or related entities for which the service is provided are
collectively immaterial to the financial statements on which rdwgstered
auditor will express an opinion; or

1 The services relate to matters that are collectively immaterial to the financial
statements of the division or related entity.

Emergency Situations

290.174 Accounting and bookkeeping services, which would otherwise not be tefmit
under this section, may be provided to audit clients in emergency or other unusual
situations when it is impractical for the audit client to make other arrangements.
This may be the case when

(@ only the firm has the resources and necessary kngwded o f t he cl i
systems and procedures to assist the client in the timely preparation of its
accounting records and financial statements, and

() a restriction on the firmds ability
significant difficulties forthe client (for example, as might result from a
failure to meet regulatory reporting requirements).

In such situationghe following conditions shall be met
(@) Those who provide the services are not members of the audit team;

(b) The services are provided fonly a short period of time and are not expected
to recur and

(c) Thesituationis discussed with those charged with governance.
Valuation Services
General Provisions

290.175A valuation comprises the making of assumptions with regard to future
developments, the algation of appropriate methodologies and techniques, and the
combination of both to compute a certain value, or range of values, for an asset, a
liability or for a business as a whole.

290.176 Performing valuation services for an audit client may create aes#dfv threat.
Theexistence andignificance ofanythreat will depend on factors such as:

1 Whether the valuation will have a material effect on the financial statements.

T The extent of the clientdés invol vemer
valuation methdology and other significant matters of judgment.

1 The availability of established methodologies and professional guidelines.

1 For valuations involving standard or established methodologies, the degree of
subjectivity inherent in the item.
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T The reliability aml extent of the underlying data.

T  The degree of dependence on future events of a nature that could create
significant volatility inherent in the amounts involved.

1 The extent and clarity of the disclosures in the financial statements.

The significance ofany threat createdghall be evaluated and safeguards applied
when necessary to eliminate the threat or reduce it to an acceptabl&lamples
of such safeguards include:

1  Having a professionalho was not involved in providing the valuation service
reviewthe audit or valuation work performed; or

1  Making arrangements so that personnel providing such services do not
participate in the audit engagement.

290.177 Certain valuations do not involve a significant degree of subjectivity. This is likely
the case where the derlying assumptions are either established by law or
regulation, or are widely accepted and when the techniques and methodologies to be
used are based on generally accepted standards or prescribed by law or regulation.
In such circumstances, the resulfsaovaluation performed by two or more parties
are not likely to be materially different.

290.1781f a firm is requested to perform a valuation to assist an audit client with its tax
reporting obligatios or for tax planning purpose@sid the results of the valuati
will not have a direct effect on the financial statements, the provisions included in

paragraph 290.1%pply.
Audit Clients that are Not Public Interest Entities

290.1791n the case of an audit client that is not a public interest entity, if the valuation
senice has a material effect on the financial statements on whichethistered
auditor will express an opinion and the valuation involves a significant degree of
subjectivity, no safeguasdcould reduce the sefeview threat to an acceptable
level. Accordngly a firm shall not providesuch a valuation servicdo an audit
client

Audit Clients that are Public Interest Entities

290.180 A firm shallnot provide valuation services to an audit client that is a public interest
entity if the valuations would have a magtreffect, separately or in the aggregate,
on the financial statements on which the firm will express an opinion.

Taxation Services
290.181 Taxation services comprise a broad range of services, including:

1  Tax return preparation;

1  Tax calculations for the purposémreparingthe accounting entries;
1  Tax planning and other tax advisory services; and
)l

Assistance in the resolution of tax disputes.
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While taxation services provided by a firm to an audit client are addressed
separately urel each of these broad headinigspractice these activities are often
interrelated.

290.182 Performing certain tax services creates -s®lfew and advocacy threats. The
existenceand significance of any threats will depend on factors such as

T  the system by which the tax authorities assess ahdinister the tax in
guestion and the role of the firm in that process,

1 the complexity of the relevant tax regime and the degree of judgment
necessary in applying, it

1  the particular characteristics of the engagensend
T  thelevel of tax expertiseofhe cl i ent 6s empl oyees.
Tax Return Preparation

290.183 Tax return preparation services involve assisting clients with their tax reporting
obligations by drafting and completing information, including the amount of tax due
(usually on standardized forms) requirexml he submitted to the applicable tax
authorities Such services also include advising on the tax return treatment of past
transactions and responding on behalf o]
requests for additional information and analysi€l(iding providing explanations
of and technical support for the approach being taken). Tax return preparation
services are generally based on historical information and principally involve
analysis and presentation of such historical information undetirgxitax law,
including precedents and established practice. Further, the tax returns are subject to
whatever review or approval process the tax authority deems appropriate.
Accordingly, providing such serviceslo not generallycreate athreat to
independace if management takes responsibility for the returns including any
significant judgments made.

Tax Calculations for the Purpose of Preparing Accounting Entries
Audit Clients that aré&lot Public Interest Entities

290.184 Preparing calculations of current andateed tax liabilities (or assets) for an audit
client for the purpose of preparing accounting entries that will be subsequently
audited by the firm creadea selfreview threat. The significance of the threat will
depend on

(&) the complexity of the tevant tax law and regulation and the degree of
judgment necessary in applying them,

(b) t he | evel of tax expertise of the clie
(c) the materiality of the amounts to the financial statements.

Safeguardshallbe applied when necesry to eliminate the threat or reduce it to an
acceptable levelExamples of sch safeguards include:

1 Using professionals who are not members of the audit team to perform the
service;
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1 If the service is performed by a member of the audit team, usingrepar
senior staff member with appropriate expertise who is not a member of the
audit team to review the tax calculations; or

1  Obtaining advice on the service from an external tax professional.
Audit Clients that are Public Interest Entities

290.185 Except in emargency situations, in the case of an audit client that is a public interest
entity, a firmshallnot prepare tax calculations of current and deferred tax liabilities
(or assets) for the purpose of preparing accounting entries that are material to the
financial statements on which the firm will express an opinion.

290.186 The preparation of calculations of current and deferred tax liabilities (or assets) for
an audit client for the purpose of the preparation of accounting entries, which would
otherwise not be permtéd under this section, may be provided to audit clients in
emerg@acy or other unusual situatiomehen it is impractical for the audit client to
make other arrangements. This may be the case when

(@) only the firm has the resources and necessary kngwded o f t he «cl
business to assist the client in the timely preparation of its calculations of
current and deferred tax liabilities (or assets), and

(b) a restriction on the firmbébs ability
significant difficulties for the client (for example, as might result from a
failure to meet regulatory reporting requirements).

In such situationghe following conditions shall be met
(@) Those who provide the services are not members of the audit team;

(b) The services arprovided for only a short period of time and are not expected
to recur and

(c) The situations discussed with those charged with governance.
Tax Planning and Other Tax Advisory Services

290.187 Tax planning or other tax advisory services comprise a broad cfisgevices, such
as advising the client how to structure its affairs in a tax efficient manner or
advising on the application of a new tax law or regulation.

290.188A self-review threat may be created where the advice will affect matters to be
reflected in thefinancial statements. Thexistence anaignificance of any threat
will depend on factors such as:

1  The degree of subjectivity involved in determining the appropriate treatment
for the tax advice in the financial statements;

1 The extent to which the outconoé the tax advice will have a material effect
on the financial statements;

T Whether the effectiveness of the tax advice depends on the accounting
treatment or presentation in the financial statements and there is doubt as to
the appropriateness of the acobog treatment or presentation under the
relevant financial reporting framework;
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T The | evel of tax expertise of the clie

T  The extent to which the advice is supported by tax law or regulation, other
precedent or established practice; and

T Whethter the tax treatment is supported by a private ruling or has otherwise
been cleared by the tax authority before the preparation of the financial
statements.

For example, providing tax planning and other tax advisory services where the
advice is clearly syported by tax authority or other precedent, by established
practice or has a basis in tax law that is likely to prevail does not geneesdie a
threatto independence.

290.189The significance of any threahall be evaluated and safeguards applied when
necesary to eliminate the threat or reduce it to an acceptable |[Examples of
such safeguards include:

1 Using professionals who are not members of the audit team to perform the
service;

T  Having a tax professionalvho wasnot involved inproviding thetax sevice,
advise the audit team on the service and review the financial statement
treatment;

1  Obtaining advice on the service from an external tax professional; or
1 Obtaining preclearance or advice from the tax authorities.

290.190Where the effectiveness of the taxlvice depends on a particular accounting
treatment or presentation in the financial statements and:

(@) The audit team has reasonable doubt as to the appropriateness of the related
accounting treatment or presentation under the relevant financial reporting
framework; and

(b) The outcome or consequences of the tax advice will have a material effect on
the financial statements on which the firm will express an opinion

the selfreview threat would be so significant that no safeguards could reduce the
threat to an eceptable levelAccordingly, a firm shall not providesuch tax advice
to an audit client.

290.1911In providing tax services to an audit client, a firm may be requested to perform a
valuation to assist the client with its tax reporting obligations or for tax pignn
purposes. Where the result of the valuation will have a direct effect on the financial
statements, the provais included in paragraphs 2995 to 290.80 relating to
valuation services are applicable. Where the valuation is performed for tax purposes
only and the result of the valuation will not have a direct effect on the financial
statements (i.e. the financial statements are only affected through accounting entries
related to tax), this would not generatiseate threats tmdependence if such efft
on the financial statements is immaterial or if the valuation is subject to external
review by a tax authority or similar regulatory authority. If the valuation is not
subject to such an external review and the effect is material to the financial

CODET SECTION 290 81



CODE OF PROFESSIONAL CONDUCT FOR REGISTERED AUDITORS

statenents, theexistence andgignificance of any threat created will depend upon
factors such as:

1 The extent to which the valuation methodology is supported by tax law or
regulation, other precedent or established practice and the degree of
subjectivity inherat in the valuation.

T The reliability and extent of the underlying data.

The significance of anyhreat createdhall be evaluated anshfeguards applied
whennecessary to eliminate the threat or reduce it to an acceptableHeragiples
of such safeguaslinclude:

1 Using professionals who are not members of the audit team to perform the
service;

T  Having a professional review the audit work or the result of the tax service; or
1 Obtaining preclearance or advice from the tax authorities.
Assistance in the Rekition of Tax Disputes

290.192 An advocacy or selfeview threat may be created when the firm represents an audit
client in the resolution of a tax dispute once the tax authorities have notified the
client that they have r ej euatissuwk artdeiter c|l i en
the tax authority or the client is referring the matter for determination in a formal
proceeding, for example before a tribunal or court. @kistenceand significance
of anythreat will depend on factors such as:

T Whether the firm hs provided the advice which is the subject of the tax
dispute;

1  The extent to which the outcome of the dispute will have a material effect on
the financial statements on which the firm will express an opinion;

1 The extent to which the matter is supportgdtéx law or regulation, other
precedent, or established practice;

T Whether the proceedings are conducted in public; and
1 The role management plays in the resolution of the dispute.

The significance of any threatreated shalbe evaluated and safeguards legup
when necessary to eliminate the threat or reduce it to an acceptabl&lamples
of such safeguards include:

T Using professionals who are not members of the audit team to perform the
service;

1 Having a tax professionalyho wasnot involved inproviding the tax service,
advise the audit team on the services and review the financial statement treatment;
or

T  Obtaining advice on the service from an external tax professional.

290.193 Where the taxation services involve acting as an advocate for an audit claet be
a public tribunal or court in the resolution of a tax matter and the amounts involved
are material to the financial statements on whichrélggstered auditomwill express
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an opinion, the advocacy threaeated would be ssignificant that no safeguds

could eliminate or reduce the threat to an acceptable level. Therefore, ttshditm

not perform this type of service for ar
t r i bun alshalthe determined ticoording to how tax proceedings are heard in

the particular jurisdiction.

290.194 The firm is not, however, precluded from having a continuing advisory role (for
example, responding to specific requests for information, providing factual accounts
or testimony about the work performed or assisting the dieanalysingthe tax
issues) for the audit client in relation to the matter that is being heard before a public
tribunal or court.

Internal Audit Services
General Provisions

290.195The scope and objectives of internal audit activities vary widely and depetheé on
size and structure of the entity and the requirements of management and those
charged with governance. Internal audit activities mayuohe!

(@) Monitoring of internal contidd’ reviewing controls, monitoring their operation
and recommending improvemts thereto;

(b) Examination of financial and operating informatiorreviewing the means
used to identify, measure, classify and report financial and operating
information, and specific inquiry into individual items including detailed
testing of transamins, balances and procedures;

(c) Review of the economy, efficiency and effectiveness of operating activities
including nonfinancial activities of an entity; and

(d) Review of compliance with laws, regulations and other external requirements,
and with nanagement policies and directives and other internal requirements.

290.196 Internal audit services involve assisting the audit client in the performance of its
internal audit activities. The provision of internal audit services to an audit client
creates a selfeview threat to independence if the firm uses the internal audit work
in the course of a subsequent external albBtforminga significant part of the

clientos i nternal audi t activities i nci
providing internal auidl services will assume a management responsibility. If the
firmds personnel assume a management res

services to an audit client, the threat created would be so significant that no
safeguards could reduce the threatan acceptable level. Accordingly, a fiins
personnelshall not assume a management responsibility when providing internal
audit services to an audit client.

290.197 Examples of internal audit services that involve assuming management
responsibilities include:

(a) Setting internal audit policies or the strategic direction of internal audit
activities;

(o) Directing and taking responsibility fo
employees;
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(c) Deciding which recommendations resulting from internal aactivitiesshall
beimplemened

(d) Reporting the results of the internal audit activities to those charged with
governance on behalf of management;

(e) Performing procedures that form part of the internal control, such as reviewing
and approving changdo employee data access privileges;

( Taking responsibility for designing, implementing and maintaining internal
control; and

(g) Performing outsourced internal audit services, comprising all or a substantial
portion of the internal audit function, whe the firm is responsible for
determining the scope of the internal audit work and may have responsibility
for one @ more of the matters noted in (&).

290.198 To avoid assuming management responsibility, the firm shall only provide internal

audit service to an audit client it is satisfied that:

(&) The client designates an appropriate and competent resource, preferably within
senior management, to be responsible at all times for internal audit activities
and to acknowledge responsibility for designingnplementing, and
maintaining internal control;

() The clientds management or those char
and approves the scope, risk and frequency of the internal audit services;

(0 The <clientds manage mefthe internalaaldit setviees t h e
and the findings resulting from their performance;

(d The <clientds management eval uates and
resulting from internal audit services to implement and manages the
implementation process; and

() The <clientds management reports to t
significant findings and recommendations resulting from the internal audit
services.

290.199When a firm uses the work of an internal audit functioternationalStandards on

84

Auditing requirethe performance of procedures to evaluate the adequacy of that
work. When a firm accepts an engagement to provide internal audit services to an
audit client, and the results of those services will be used in conducting the external
audit, a selreview theat is created because of the possibility that the audit team
will use the results of the internal audit service without appropriately evaluating
those results or exercising the same level of professemsdticismas would be
exercised when the internalidit work is performed by individuals who are not
members of the firm. The significance of the threat will depend on factors such as:

1  The materiality of the related financial statement amounts;

1 The risk of misstatement of the assertions related to thomecfal statement
amounts; and

T The degree of reliance that will be placed on the internal audit service.
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The significance of the threahall be evaluated and safeguards appliedhen
necessary to eliminate the threat or reduce it to an acceptabledavexample of
such a safeguards using professionals who are not members of the audit team to
perform the internal audit service.

Audit Clients that are Public Interest Entities

290.2001In the case of an audit client that is a public interest entity, astirai not provide
internal audit services that relate to

(a) A significant part of the internal controls over financial reporting;

(b) Financial accounting systems that generate information that is, separately or in

t he aggregat e, si gni f i g eecotdsort fimancialh e cl i
statements on which the firm will express an opinion; or

(c) Amounts or disclosures thate, separately or in the aggregate, material to the
financial statements on which the firm will express an opinion

IT Systems Services
General Rovisions

290.201 Services related to information technology (IT) systems include the design or
implementation of hardware or software systems. The systems may aggregate
source data, form part of the internal control over financial reporting or generate
information that affects the accounting records or financial statements, or the
systems may be unrelated to the audit |
control over financial reporting or financial statements. Providing systems services
may create a seleview threat depending on the nature of the services and the IT
systems.

290.202 The following IT systems services ateemechotto create a threat to independence
as long ashefirmo personnel do not assume a management responsibility:

(@) Design or implementation df systems that are unrelated to internal control
over financial reporting;

(b) Design or implementation of IT systems that do not generate information
forming a significant part of the accounting records or financial statements;

(c) I mpl ement at-thesie | fod aloddunting or fina
reporting software that was not developed by the firm if the customization
required to meet the clientbés needs i s

(d) Evaluating and making recommendations with respect to a system designed,
implemented or operated by another service provider or the client.

Audit Clients that are Not Public Interest Entities

290.203 Providing services to an audit client that is not a public interest entity involving the
design or implementation of IT systems that

(a) form a significant part of the internal control over financial reportiog

CODET SECTION 290 85



CODE OF PROFESSIONAL CONDUCT FOR REGISTERED AUDITORS

(b)generate information that i's significa
financial statements on which the firm will express an opinion geatelf
review threat.

290.204 The selfreview threat is too significant to permit such services unless appropriate
safeguards are put in place ensuring that:

(@) The client acknowledges its responsibility for establishing and monitoring a
system of internal controls;

(b) The client assigns the responsibility make all management decisions with
respect to the design and implementation of the hardware or software system
to a competent employee, preferably within senior management;

(c) The client makes all management decisions with respect to the design and
implementation process;

(d) The client evaluates the adequacy and results of the design and
implementation of the system; and

(e) The client is responsible for operating the system (hardware or software) and
for the data it uses or generates.

290.205 Depending on the degree @liance that will be placed on the particular IT systems
as part of the audifp determination shall be mads towhetherto providesuch
non-assurance services onyth personnel who are not members of the audit team
and who have different reporting éa within the firm. The significance of any
remaining threatshall be evaluated and safeguards applied when necessary to
eliminate the threat or reduce it to an acceptable Iemelexample of sch a
safeguards having aregistered auditoreview the audior norassurance work.

Audit Clients that are Public Interest Entities

290.206 In the case of an audit client that is a public interest entity, astia not provide
services involving the design or implementation of IT systems that

(&) form a significant partfathe internal control over financial reportinay

(b) generatea nf or mati on t hat i's significant t
financial statements on which the firm will express an opinion.

Litigation Support Services

290.207 Litigation support services rmgainclude activities such as acting as an expert
witness, calculating estimated damages or other amounts that might become
receivable or payable as the result of litigation or other legal dispute, and assistance
with document management and retrieval. Bhgsrvices may create a sedfiew
or advocacy threat.

290.208If the firm provides a litigation support service to an audit client and the service
involves estimating damages or other amounts that affect the financial statements on
which the firm will express agpinion, the valuation service provisions included in
paragraphs 290.175 1090.180shall be followed. In the case of other litigation
support services, the significance of any threat createdl be evaluated and
safeguards applied when necessary tmiekte the threat or reduce it to an
acceptable level.
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Legal Services

290.209 For the purpose of this section, legal services are defined as any services for which

the person providing the services must either be admitted to practice law before the
courts of the yrisdiction in which ach services are to be provided have the
required legal training to practice law. Such legal services may include, depending
on the jurisdiction, a wide and diversified range of areas including both corporate
and commercial servisgo clients, such as contract support, litigation, mergers and
acquisition l egal advice and support
departments. Providing legal services to an entity that is an audit client may create
both selfreview and advoay threats.

290.210Legal services that support an audit client in executing a transaction (e.g., contract

support, legal advice, legal due diligence and restructuring) may createself
threats. Thexistence andignificance ofanythreat will depend on faeors such as:

1 The nature of the service;
T Whether the service is provided by a member of the audit team; and
9 The materiality of any matter in rel

The significance ofany threat createdshall be evaluated anddeguards applied
when necessary to eliminate the threat or reduce it to an acceptabl&lamples
of such safeguards include:

1 Using professionals who are not members of the audit team to perform the
service; or

1  Having a professionakho wasnot involved in providing the legal services
provide advice to the audit team on the service and review any financial
statement treatment.

290.211 Acting in an advocacy roléor an audit client in resolving a dispute or litigation

when the amounts involved are materialie financial statements on which the
firm will express an opinion would creatlvocacy and seleview threats so
significant that no safeguarsl could reduce the threat to an acceptable level.
Therefore, the firnshallnot perform this type of service fan audit client.

290.212When a firm is asked to act in an advocacy role for an audit client in resolving a

dispute or litigation when the amounts involved are not material to the financial
statements on which the firm will express an opinion, the fhall evduate the
significance of any advocacy and sedf/iew threats created amghply safeguards
when necessary to eliminate the threat or reduce it to an acceptabl&iaraples

of such safeguards include:

T Using professionals who are not members of thetdadm to perform the
service; or

1 Having a professionavho wasnot involved in providing the legal serviges
advise the audit team on the service and review any financial statement
treatment.

290.213 The appointment of a partner or an employee of the firmmlagal adviserfor legal

affairs of an audit client would create sediview and advocacy threats that are so
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significant that no safeguards could reduce the threats to an acceptable level. The
position ofa legal adviselis generally a senior managementipos with broad
responsibility for the legal affairs of a compamaynd consequently, no member of

the firmshallaccept such an appointment for an audit client.

Recruiting Services

General Provisions

290.214 Providing recruiting services to an audit client ntagate selinterest, familiarity

or intimidation threats. Thexistence andignificance ofanythreat will depend on
factors such as:

1 The nature of the requested assistance; and
T The role of the person to be recruited.

The significance ofany threat cread shall be evaluated andafeguards applied
when necessary to eliminate the threat or reduce it to an acceptable level. In all
cases, the firnshall not assume management responsibilities, including actilg as
negotiator on t heiringdacigomshalllze lethte theaclieht, a n d

The firm may generally provide such services as reviewing the professional
qualifications of a number of applicants and prawidadvice on their suitability for

the post. In addition, the firm may interviewcand at es and advi se
competence for financial accounting, administrative or control positions.

Audit Clients that are Public Interest Entities

290.215 A firm shallnot provide the following recruiting services to an audit client that is a

public intgest entity with respect to a director or officer of the entity or senior
management in a position to exert significant influence over the preparation of the
clientés accounting records or t he fii
express an opinion:

1 Searching for or seeking out candidates for such positions; and
1 Undertaking reference checks of prospective candidates for such positions.

Corporate Finance Services

General Provisions

290.216 Providing corporate finance services such as

88

1 assisting an audit @nt in developing corporate strategies
1  identifying possible targets for the audit client to acquire
1 advising on disposal transactions

1  assisting finance raising transactipasd

1 providing structuring advice may create advocacy anerseiéw thread.

The significance ofany threat shall be evaluated and safeguards applied when
necessary to eliminate the threat or reduce it to an acceptableHeaeiples of sch
safeguards include:
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T  Using professionals who are not members of the audit team todprtive
services; or

1  Having a professional whavas not involved in providing the corporate
finance service advise the audit teamthe servicand review the accounting
treatment and any financial statement treatment.

290.217 Providing a corporate finance servider example advice on the structuring of a
corporate finance transaction or on financing arrangements that will directly affect
amounts that will be reported in the financial statements on which the firm will
provide an opinion may create a sediew tlreat. Theexistence andignificance
of any threat will depend on factors such as:

1  The degree of subjectivity involved in determining the appropriate treatment
for the outcome or consequences of the corporate finance advice in the
financial statements;

1  Theextent to which the outcome of the corporate finance advice will directly
affect amounts recorded in the financial statements and the extent to which the
amounts are material to the financial statements; and

T  Whether the effectiveness of the corporate rfoga advice depends on a
particular accounting treatment or presentation in the financial statements and
there is doubt as to the appropriateness of the related accounting treatment or
presentation under the relevant financial reporting framework.

The signficance of any threashall be evaluated and safeguards applied when
necessary to eliminate the threat or reduce it to an acceptableH&aetples of
such safeguards include:

1 Using professionals who are not members of the audit team to perform the
serviee; or

1  Having a professionalvho was not involved in providing the corporate
finance service to the client adgishe audit team on the serviaed review
the accounting treatment and any financial statement treatment.

290.218 Where the effectiveness of corporat@eahce advice depends on a particular
accounting treatment or presentation in the financial statements and:

(&) The audit team has reasonable doubt as to the appropriateness of the related
accounting treatment or presentation under the relevant financialingpor
framework; and

(b) The outcome or consequences of the corporate finance advice will have a
material effect on the financial statements on whichrélgéstered auditowwill
express an opinion;

the selfreview threat would be so significant that no saéeds could reduce the

threat to an acceptable level, in which case the corporate finance slgailc®t be
provided.

290.219 Providing corporate finance services involving promoting, dealing in, or
underwriting an audi tanadJModagon gelbravievsthrear e s
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that is so significant that no safeguards could reduce the threat to an acceptable
level. Accordingly, a firmshallnot provide such services to an audit client.

Fees
Fees- Relative Size

290.220 When the total fees from an audit client eg@nt a large proportion of the total fees
of the firm expressing the audit opinion, the dependence on that client and concern
about losing the client creata selfinterestor intimidationthreat. The significance
of the threat will depend on factors buas:

1 Theoperatingstructure of the firm;
T Whether the firm is wieestablished or new; and
1 The significance of the client qualitatively and/or quantitatively to the firm.

The significance of the threahall be evaluated and safeguards applied when
necesary to eliminate the threat or reduce it to an acceptable Examples of
such safeguardsiclude:

1  Reducinghedependency on the client;
T External quality control reviews; or

1  Consulting a third party, such #s Regulatory Boardr anotherregistered
auditor, on key audit judgments.

290.221 A self-interestor intimidationthreatis also created when the fees generated from an
audit client represent a | arge proportio
clients or a large proportion of the revenue ofiragividual office of the firm. The
significance of the threat will depend upon factors such as:

T The significance of the client qualitatively and/or quantitatively to the partner
or office; and

1  The extent to which the remuneration of the partner, or thmgra in the
office, is dependent upon the fees generated from the client.

The significance of the threahall be evaluated and safeguards applied when
necessary to eliminate the threat or reduce it to an acceptableHzaeiples of
such safeguards ihade:

1  Reducinghe dependency on the audit client;

1  Havinga registered auditoreview the work or otherwise advise as necessary;
or

1 Regular independent internal or external quality reviews of the engagement.
Audit Clients that are Public Interest Entities

290.222 Wherean audit client isa public interestentity and for two consecutive years, the
total fees from the client and its related entities (subject to the considerations in
paragraph 2907 represent more than 15% of the total fees received by the firm
expressing the opinion on the financial statements of the client, the stiad
disclose to those charged with governance of the audit client the fact that the total of
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such fees represents more than 15% of the total fees received by tharnfirm
discuss Wich of the safeguards beloiv will apply to reduce the threat to an
acceptable levebndapplythe selected safeguard

T Prior to the issuance of the audit o]
statements, eegistered auditgrwho is not a member of tHem expressing
the opinion on the financial statements, performs an engagement quality
control review of that engagementtbe Regulatory Boargerforms a review
of that engagement that is equivalent to an engagement quality ceniesl
(ha-ispjumee reari ewo)

T After the audit opinion on the second
i ssued, and before the issuance of t
financial statements, gegistered auditgrwho is not a member of the firm
expressing th@pinion on the financial statements, the Regulatory Board
performs a reviewo f t he secontdat iyegavalénsto amu d i t
engagement quality control revigwil a -ipsossutance revi ewo) .

When the total fees significantly exceed 15%, the 8irall determine whether the
significance of the threat is such that a gestiance review would not reduce the
threat to an acceptable level and, therefore, asgreance review is required. In
such circumstances a pissuance reviewhallbe performed.

Theredter, when the fees continue to exceed 18%ch yearthe disclosure to and
discussion with those charged with governasball occur and one of the above
safeguardsshall be applied. If the fees significantly exceed 15%, the fatmall
determine whethehe significance of the threat is such that a{Emiance review
would not reduce the threat to an acceptable level and, therefore;issyaece
review is required. In such circumstances aipseance reviewhallbe performed.

Fees- Overdue

290.223 A self-interest threat may be created if fees due from an audit client remain unpaid
for a long time, especially if a significant part is not paid before the issue of the
audit report for the following year. Generally the fins1 expected torequire
payment of sut fees beforesuchaudit report is issued. If fegemain unpaid after
the report has been issued, #stence andgignificance ofany threatshall be
evaluatechndsafeguards applied when necessary to eliminate the threat or reduce it
to an acceptablesVel. An example of sch a safeguards having an additional
reqgistered auditorwho did not take part in the audit engagempravide advice or
review the work performed. The firmshall determinewhether the overdue fees
might be regarded as being equerd to a loan to the client and whether, because of
the significance of the overdue fees, it is appropriate for the firm to-&yepanted
or continuethe audit engagement

Contingent Fees

290.224 Contingent fees are fees calculated on a predetermined basisgréb the outcome
of a transaction or the result of the services performed by the firm. For the purposes
of this section, a fee is not regarded as being contingent if established by a court or
other publicauthority
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290.225A contingent fee charged directly oindirectly, for example through an
intermediary,by a firm in respect of an audit engagement creates anssiést
threat thatis so significant that no safeguardsoudd reduce the threato an
acceptable level. Accordingly, a firamallnot enter intany such fearrangement.

290.226 A contingent fee charged directly or indiregtlyor example through an
intermediary,by a firm in respect of a neassurance service provided to an audit
client may also create a sdifterest threat.The threat created ould be so
significantthatno safeguardsouldreducethe threato an acceptable level if:

(a) The fee is charged by the firm expressing the opinion on the financial statements

and the fee is material or expected to be material to that firm;

(b) The fee is chayed by a network firm that participates in a significant part of the

audit and the fee is material or expected to be material to that firm; or

(c) The outcome of thaonrassurance servicand therefore the amount of the fee,

is dependent om future or conteporary judgmentelated to the audit of a
material amount in the financial statements

Accordingly, such arrangemerskallnot be accepted.

290.227 For other contingent fee arrangements charged by a firm for-@asgurance service
to an audit client, th existence andignificance ofany threats will depend on
factors such as:

f
f

f
f

The range of possible fee amounts;

Whether an appropriate authority determines the outcome of the matter upon
which the contingent fee will be determined;

The nature of the sengcand

The effect of the event or transaction on the financial statements.

The significance ofany threatsshall be evaluated and safeguards applied when
necessary to eliminate the threats or reduce them to an acceptabl&xaeveples
of such safeguardsclude:

il

|l

Having areqistered auditorreview the relevant audit work or otherwise
advise as necessary; or

Using professionals who are not members of the audit team to perform the
norrassurance service.

Compensation and Evaluation Policies

290.228 A self-interest threais created when a member of the audit team is evaluated on
compensated for selling n@ssurance services tlmataudit client.The significance
of the threat will depend on:

92

|l

The proportion of the indiviauatad 06 s
that is based on the sale of such services;

The role of the individual on the audit team; and
Whether promotion decisions are influenced by the sale of such services.
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The significance of the threahall be evaluated and, if the threat is raitan
acceptable levelthe firm shall either revise the compensatiptan or evaluation
procesdor that individual or apply safeguards to eliminate the threat or reduce it to
an acceptable level.

Examples of sch safeguards include:
T  Removing such membersfn the audit team; or

T Having aregistered auditoreview the work othemember of the audit team.

290.229 Akey audit partneshalln ot be eval uated on or compens
success in selling nesssurance services toh e  p aaudit client. Bhss is not
intended to prohibit normal profgharing arrangements between partners of a firm.

Gifts and Hospitality

290.230 Accepting gifts or hospitality from an audit client may create-inédirest and
familiarity threats.If a firm or a member of #h audit team accepts gifts or
hospitality, unless the value tisvial and inconsequentiahe threats created would
be so significanthatno safeguards couletducethe threats to an acceptable level.
Consequently, a firm or a member of the audit tehail not accept such gifts or
hospitality.

Actual or Threatened Litigation

290.231 When litigation takes place, or appears likely, between the firm or a member of the
audit team and the audit client, selferestandintimidation thread arecreated. The
relationship between client management and the members of the audit team must be
characterized by complete candor and full disclosure regarding all aspects of a
client 6s busWherehses foipremm aan do ntsh e areplage@ nt 6 s
in adversarial posbons byactual or threatened i t i gat i on, affectin
willingness to make complete disclosyrssliinterestand intimidationthreas are
created The significance of the thresatreated will depend on such factors as:

1 The materiality of the figation; and
T Whether the litigation relates to a prior audit engagement.

The significance of the threashall be evaluated and safeguards applidatn
necessaryo eliminate the threabr reduceghemto an acceptable level.

Examples of sch safeguardsclude:

1 If the litigation involves a member of the audit team, removing that individual
from the audit team; or

1 Having a professional review the work performed.

If such safeguards do not reduce the tlsr¢at an acceptable level, the only
appropriate aghn is to withdraw from, or decline, the audit engagement.

Paragraphs 290.22 to 290.499 are intentionallyleft blank.
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Reports that Include a Restriction on Use and Distribution
Introduction

290.500 The independence requirements Saction 290 apply to all audeéngagements.
However, in certain circumstances involving audit engagements where the report
includes a restriction on use and distribution, and providedonditionsdescribed
in paragraph290.501to 290502 are met, the independence requirements i th
section may be modified as provided in paragraphs 250®&®90.514.These
paragraphs are only applicable to an audit engagement on special purpose financial
statements

(a) that is intended to provide a conclusion in positive or negative form that the
financial statements are prepared in all material respects, in accordance with the
applicable financial reporting framework, including, in the case of a fair
presentation framework, that the financial statements give a true and fair view or
are presented fdy, in all material respects, in accordance with the applicable
financial reporting framework, and

(b) where the audit report includes a restriction on use and distribufios
modifications are not permitted in the case of an audit of financial statements
required by law or regulation.

290.501 The modificagions to the requirements &ection 290 are permitted the intended
users of the report

(a) are knowledgeable as to the purpose and limitations of the report, and
(b) explicitly agree to the application of the moddiindependence requirements.

Knowledge as to the purpose and limitations of the report may be obtained by the
intended users through their participation, either directly or indirectly through their
representative who has the authority to act for thended users, in establishing the
nature and scope of the engagement. Such participation enhances the ability of the
firm to communicate with intended users about independence matters, including the
circumstances that are relevant to the evaluation of tieatthto independence and

the applicable safeguards necessary to eliminate the threats or reduce them to an
acceptable level, and to obtain their agreement to the modified independence
requirements that are to be applied.

290.502 The firm shall communicate (for exmple, in an engagement letter) with the
intended users regarding the independence requirements that are to be applied with
respect to the provision of the audit engagement. Where the intended users are a
class of users (for example, lenders in a syndickten arrangement) who are not
specifically identifiable by name at the time the engagement terms are established,
such usershall subsequently be made aware of the independence requirements
agreed to by the representatieé the class of usergfor exanple, by the
representative making the firmbs engagem

290.503If the firm also issues an audit report that does not include a restriction on use and
distribution for the same client, the provisions of paragraphs 290.500 to 2851
not change the requiremetat apply the provisions of paragraphs 290.1 to 230D.
to that audit engagement.
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290.504The modifications to the requirements $&ction 290 thatare permitted in the
circumstances set out above atescribed in paragraphs 290.5@% 290.514.
Compliance in all other respects with the provisionSaaition 290 is required.

Public Interest Entities

290.505When the conditions set out in paragraphs 290.500 to 290.502 are met, it is not
necessary to apply the additional requirements in paragra®d.100 to 2932
that apply to audit engagements for public interest entities.

Related Entities

290.506 When the conditions set out in paragraphs 290.500 to 290.502 are met, references to
audit client do not include its related entities. However, wheraudi team knows
or has reason to believe thategationship or circumstance involvingelated entity
of the client iIis relevant to the evaluat
audit teamshall includethat related entity whementifying andevaluating threats
to independence and applying appropriate safeguards.

Networks and Network Firms

290.507 When the conditins set out in paragraphs 290.36@®90.502 are met, reference to
the firm does not include network firms. However, when the firm knowkasr
reason to believe that threadse created by any interests and relationships of a
network firm, theyshallbeincludedin the evaluation of threats to independence.

Financial Interests, Loans and Guarantees, Close Business Relationships and Family and
Personal Relationships

290.508 When the conditions set out in paragraphs 290.500 to 290.502 are met, the relevant
provisions set out in paragraphs 290.102290.145 apply only to the members of
the engagement team, their immediate family members and close faemipers.

290.5091In addition,a determination shall be madetasvhether threats to independence are
created by interests and relationships, described in paragraphs 290.102
290.145, between the audit client and the following members of the audit team:

(@) Those who provide consultation regarding technical or industry specific
issues, transactions or events; and

(b) Those who provide quality control for the engagement, including those who
perform the engagemequality control review

An evaluation shall benade of the significance ainy threats that the engagement

team has reason to belieaee created by interests and relationships between the

audit client and others within the firm who can directly influence the outcome of the
audit engagement, includirthose who recommend the compensation of, or who
provide direct supervisory, management or other oversight of the audit engagement
partner in connection with the performance of the audit engagement (including
those at all successively senior levels aboeeethgagement partner through to the
individual who 1is the firmbs Seni or or
equivalent).

290.510An evaluation shallalso bemade of the significance ofany threats that the
engagement team has reason to belaeereated byfinancial interests in the audit
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client held by individuals, as described in paragraphs 290.40290.111 and
paragraphs 290.113 to 290.115

290.511 Where a threat to independence is aban acceptable leyvetafeguardshall be
applied to eliminate the threat reduce it to an acceptable level.

290.5121In applying the provisions set out in paragraphs 290.106 and 290.115 to interests of
the firm, if the firm has a material financial interest, whether direct or indirect, in
the audit client, the selfterest threat ceded would be so significarithat no
safeguard could reduce the threat to an acceptable level. Accordingly, the firm
shallnot have such a financial interest.

Employment with an Audit Client

290.513 An evaluation shall be made of the significance oftangats fom any employment
relationships as described in paragraphs 290.134 to 290.138. Where a threat exists
that is notat an acceptable leyedafeguardshallbe applied to eliminate the threat
or reduce it to an acceptable levekamples osafeguardshatmight be appropriate
include those set out in paragraph 290.136.

Provision of NopAssurance Services

290.5141f the firm conducts an engagement to issue a restricted use and distribution report
for an audit client and provides a Rassurance service to the audient, the
provisions of paragraphs 290.156 to 2382 shall be complied with, subject to
paragraphs 290.504 290507.
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Structure of Section

291.1 This section addresses independence requirements for assurance engagements that
are rot audit or review engagements. Independence requirements for audit and
review engagements are addressed in Section 290. If the assurancs elismtan
audit or review client, the requirements in Section 290 also apply to the firm,
network firms and nmabers of the audit or review team. In certain circumstances
involving assurance engagements where the assurance report includes a restriction
on use and distribution and provided certain conditions are met, the independence
requirements in this section mbg modified as provided in 291.21 to 291.27

2912 Assurance engagement s ar e designed t o
confidence about the outcome of the evaluation or measurement of a subject matter
against criteria. The International Framework for Assoea Engagements (the
Assurance Framework) issued by the International Auditing and Assurance
StandarddRegulatory Boardlescribes the elements and ohjext of an assurance
engagementand identifies engagements to which International Standards on
Assurane Engagements (ISAEs) apply. For a description of the elements and
objectives of an assurance engagenreftr to the Assurance Framework.

291.3 Compliance with the fundamental principle of objectivitgquires being
independent of assurance clients. In theegasassurance engagements, it is in the
public interest and, therefore, required by this Code of Ethics, that members of
assurance teams and firms be independent of assurance clietitatamy threats
that the firm has reason to beliemee created bya network firmd snterests and
relationshipsbe evaluatedIn addition when the assurance teaknows orhas
reason to believe thatralationship or circumstance involvingelated entity of the
assurance client I's r el es\ndepandericiomthéh e ev a
client, the assurance teashall include that related entity whendentifying and
evaluatingthreats tandependence and applying appropriate safeguards.

A Conceptual Framework Approach to Independence

291.4 The objective of this sectiois to assist firms and members of assueadrams in
applying the conceptual framework approactescribed belowo achieving and
maintaining independence.

291.5 Independenceomprises
(@) Independence of Mind

The state of mind that permits the expression of a osimet without
being affectedby influences that compromise professional judgment,
thereby allowing an individual to act with integrity and exercise objectivity
and professionalcepticism

(b) Independence in Appearance

The avoidance of facts and circumstantdest are so significant that a

reasonable and informed third party would be likely to conclude, weighing

al | the specific facts and circumst anc
assurance teamds, I nt e gceptidisyhasberb j ect i vi
compromised.
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The conceptuaframeworkapproactshall be applied byegistered auditas to:

(a) Identify threats to independence;
(b) Evaluakthesignificance of thehreatsdentified and

(c) Apply safeguards tvennecessaryo eliminate the threats or reducernhéo an
acceptable level

When the registered auditordetermines thatappropriate safeguards are not
available or cannot bepplied to eliminate the threats or reduce them to an
acceptable levelthe registered auditorshall eliminate the circumstanceor
relationship creating the threats or deglom terminatethe assurance engagement.

A reqistered auditorshall use professional judgment in applying this conceptual
framework.

Many different circumstances, or combinasar circumstances, may be relevamt
assessinghreatsto independencelt is impossible to define every situation that
creates threats to independence and to specify the appropriate Ho&efore, this
Code establishesa conceptual framework that requires firms and members of
assurane teams to identify, evaluatand address threats to independenidee
conceptual framework approadssistsregistered auditas in complying with the
ethical requirements in this Codet khccommodates many variations in
circumstances that creatadatsto independence arwhn deter @egistered auditor
from concluding that a situation is permitted if it is not specifically prohibited.

Paragraphs 291.100 and onwadéscribehow the conceptual framework approach
to independence is to be appliefihese paagraphs do notaddressall the
circumstanceand relationshipthatcreate or may create threats to independence

In deciding whether to accept or continue an engagement, or whether a particular
individual may be a member of the assurance team, a 8hall identify and
evaluate any threats to independeritehe threats are not at an acceptable level,
and the decision is whethdo accept an engagement wmriclude a particular
individual on the assurance team, the firm sdatermine whethesafeguardsre
availableto eliminatethe threats or reduce them to an acceptable lel¥ethe
decision is whether to continue an engagement, the firm shall determine whether
any existing safeguards will continue to be effective to eliminate the thoeats
reduce tem to an acceptable level or whether other safeguards will need to be
applied or whether the engagement needs to be terminatdtenever new
information about a threat comes to the attention of thedunmng the engagement

the firm shall evaluate the ggiificance of the threain accordance withthe
conceptual framework approach.

Throughout this section, reference is madethe significarce of threats to
independence. Irevaluatingthe significance ofa threat qualitative as well as
guantitative facta@shallbe taken into account.

This section does not, in most cases, prescribe the specific responsibility of
individuals within the firm for actions related to independence because
responsibility may differ depending on the size, structurecaganisatn of a firm.
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The firm is required by International Standards on Quality Control to establish
policies and procedures designed to provide it with reasonable assurance that
independence is maintained when required by relevant ethical standards.

Assurance Ergagements

291.12

291.13

291.14

291.15

291.16

As further explained in the Assurance Framework, in an assurance engagement the
registered auditorexpresses a conclusion designed to enhance the degree of

confidence of the intended users (other than the responsible party) about the
outcome oflhe evaluation or measurement of a subject matter against criteria.

The outcome of the evaluation or measurement of a subject matter is the
information that results from applying the criteria to the subject matter. The term
Asubject mat t e sed tb méan thenautcome rofdthe iewaluation or
measurement of a subject matter. For example, the Framework states that an
assertion about the effectiveness of internal control (subject matter information)
results from applying a framework for evaluating tb#ectiveness of internal
control, such as COS®or CoCd?* (criteria), to internal control, a process (subject
matter).

Assurance engagements may be assebi@sed or direct reporting. In either case,
they involve three separate partiesregistered audir, a responsible party and
intended users.

In an assertio#based assurance engagement, the evaluation or measurement of the
subject matter is performed by the responsible party, and the subject matter
information is in the form of an assertion by thepmssible party that is made
available to the intended users.

In a direct reporting assurance engagementreébestered auditoreither directly
performs the evaluation or measurement of the subject matter, or obtains a
representation from the responsitparty that has performed the evaluation or
measurement that is not available to the intended users. The subject matter
information is provided to the intended users in the assurance report.

Assertion-based Assurance Engagements

291.17

In an assertiobased assunge engagement, the members of the assurance team
and the firmshall be independent of the assurance client (the party responsible for
the subject matter information, and which may be responsible for the subject
matter). Such independence requirements ipiolcertain relationships between
members of the assurance team and

(@) directors or officersand

(b) individuals at the client in a position to exert significant influence over the
subject matter information.

12 finternal Controli Integrated Framewolxk The Commi ttee of Sponsoring Org
Comnission

13 fAGuidance on Assessing ContfolThe CoCo Principles Cr i t eri a of Contr ol Boar d.
of Chartered Accountants.
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Also, a determination shall be made t@s whether threats to independence are
created by relationships with individuals at the client in a position to exert
significant influence over the subject matter of the engagerargvaluation shall

be made of the significance ahy threats that therin has reason to belie\are
created by network firfifinterests and relationships.

291.18 In the majority of assertiechased assurance engagemetfis responsible party is
responsible for both the subject matter information and the subject matter. However,
in some engagements, the responsible party may not be responsible for the subject
matter. For example, whenr@gistered auditois engaged to perform an assurance
engagement regarding a report that an environmental consultant has prepared about
a c 0 mp astayndb#ity pgagtices for distribution to intended users, the
environmental consultant is the responsible party for the subject matter information
but the company is responsible for the subject matter (the sustainability practices).

291.19 In assertiorbased asgance engagements where the responsible party is responsible
for the subject matter information but not the subject matter, the members of the
assurance team and the fishall be independent of the party responsible for the
subject matter information (ghassurance client). In additicam evaluation shalleb
made ofany threats the firm has reason to beliewe created by interests and
relationships between a member of the assurance team, the firm, a network firm and
the party responsible for the sulijetatter.

Direct Reporting Assurance Engagements

291.20 In a direct reporting assurance engagement, the members of the assurance team and
the firm shall be independent of the assurance client (the party responsible for the
subject matter)An evaluation shall atsbe made oény threats the firm has reason
to believearecreated by network firm interests and relationships.

Reports that Include a Restriction on Use and Distribution

291.21 In certain circumstances where the assurance report includes a restriction oth use an
distribution, and providethe conditionsin this paragraph and in 22P are met,
the independence requirements in this section may be modified. The modifications
to the requirements @ection 291 are permitted if the intended users of the report

(@) are knowledgeable as to the purpose, subject matter information and
limitations of the reportand

(b) explicitly agree to the application of the modified independence requirements.

Knowledge as to the purpose, subject matter informaaod limitatons of the

report may be obtained by the intended users through their participation, either
directly or indirectly through their representative who has the authority to act for the
intended users, in establishing the nature and scope of the engagemént. Suc
participation enhances the ability of the firm to communicate with intended users
about independence matters, including the circumstances that are relevant to the
evaluation of the threats to independencetaedapplicablesafeguardsiecessaryo

14 See paragraphs 293.10 290.240or guidance on what constitutes a network firm.
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eliminate the threats or reduce them to an acceptable leveltoanltain their
agreement to the modified independence requirements that are to be applied.

291.22 The firm shall communicate (for example, in an engagement letter) with the
intended users regarding thelependence requirements that are to be applied with
respect to the provision of the assurance engagement. Where the intended users are
a class of users (for example, lenders in a syndicated loan arrangement) who are not
specifically identifiable by namet ghe time the engagement terms are established,
such usershall subsequently be made aware of the independence requirements
agreed to by the representative (for example, by the representative making the
firmébs engagement | etter available to al

291.23 If the firm also issues an assurance report that does not include a restriction on use
and distribution for the same client, the provisions of paragraphs 291.25 to 291.27
do not change the requirement to apply the promsiof paragraphs 291.1 to
291159 b that assurance engagement. If the firm also issues an audit report,
whether or not it includes a restriction on use and distribution, for the same client,
the provisions ofection 290shallapply to that audit engagement.

291.24 The modifications to the regeiments of Section 291 that are permitted in the
circumstances set out above are described in paragraphs 291.25 to 291.27.
Compliance in all other respects with the provisions of Section 291 is required.

291.25 When the conditions set out in paragraphs 294r#1291.22 are met, the relevant
provisions set out in paragraphs 291.1104291.134 apply to all members of the
engagement teanand their immediate and close family members. In additin,
determination shall be made @swhether threats to independence eneated by
interests and relationships between the assurance client and the following other
members of the assurance team:

(@) Those who provide consultation regarding technical or industry specific
issues, transactions or events; and

(b) Those who provide quajitcontrol for the engagement, including those who
perform the engagement quality control review.

An evaluation shall also be madby reference to the provisie set out in
paragraphs 291.104 291.134of any threats that the engagement team has reason
to believearecreated by interests and relationships between the assurance client and
others within the firm who can directly influence the outcome of the assurance
engagementincluding those who recommend the compensation, or who provide
direct supervisy, management or other oversigbt the assurance engagement
partner in connection with the performance of the assurance engagement.

291.26 Even thoughthe conditions set out in paragraphs 291.21 to 291.22 are met, if the
firm had a material financial interesthether direct or indirect, in the assurance
client, the seHnterest threat created would be so significrat no safeguarsl
could reduce the threat to an acceptable level. Accordingly, theshathnot have
such a financial interest. In additiohgtfirm shallcomply with the other applicable
provisions of this section described in paragraphs 291.113 to 291.159.

291.27 An evaluation shall also be madeasfy threats that the firm has reason to believe
arecreated by network firm interests and relatiopshi
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Multiple Responsible Parties

291.28 In some assurance engagements, whether asskeasad or direct reporting, there
might be several responsible parties. In determining whether it is necessary to apply
the provisions in this section to each responsibleypartsuch engagements, the
firm may take into account whether an interest or relationship between the firm, or a
member of the assurance team, and a particular responsible party would create a
threat to independence that is miavial and inconsequentiah the context of the
subject matter information. This will take into account factors such as:

1 The materiality of the subject matter information (or of the subject matter) for
which the particular responsible party is responsible; and

1  The degree of publimterest associated with the engagement.

If the firm determines that the threat to independence created by any such interest or
relationship with a particular responsible party wouldrheal andinconsequential

it may not be necessary to apply all ¢ietprovisions of this section to that
responsible party.

Documentation

291.29 Documentation provides evidence of tlegistered auditadb s j udgment s i n
conclusions regarding compliance with independence requirenfdrgsabsence of
documentations nota determinant of whether a firconsidered a particular matter
nor whether iis independent

The registered auditorshall document conclusions regarding compliance with
independence requirements, and the substance of any relevant discussions that
support thee conclusions. Accordingly:

() When safeguardare requiredo reducea threat to an acceptable level, the
registered auditoshalldocument the nature of the threat and the safeguards in
place or applied that reduce the threat to an acceptable level; and

(b) When a threatequired significant analysis to determiwhether safeguards
were necessary anthe registered auditorconcluded that they were not
because the threat was already at an acceptable levekdistered auditor
shalldocument the nature of thiereatand the rationale for the conclusion

Engagement Period

291.30 Independence from the assurance client is required both during the engagement
period and the period covered by the subject matter information. The engagement
period starts when the assuraneant begins to perform assurance services with
respect to the particular engagement. The engagement period ends when the
assurance report is issued. When the engagement is of a recurringinanas at
the later of the notification by either party ththe professional relationship has
terminated or the issuance of the final assurance report.

291.31 When an entity becomes an assurance client during or after the period covered by
the subject matter information on which the firm will express a conclusion rthe fi
shall determinevhether any threats to independenoecreated by:
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(@) Financial or business relationships with the assurance client during or after the
period covered byhe subject matter informatiobut before accepting the
assurance engagement; or

(b) Previous services providdd theassurance client

291.32 If a nonassurance service was provided to the assurance client during or after the
period covered by the subject matter information but beforaghigrance team begins
to perform assurance servicasd tle service would not be permitted during the
period of the assurance engagemethie firm shall evaluateany threat to
independencereated bythe servicelf any threat is not at an acceptable level, the
assurance engagemestitall only be accepted if safegrdsare applied toeliminate
any threa or reducethemto an acceptable leveExamples of sch safeguards
include:

T  Not including personnel who provided the ragsurance service as members
of the assurance team;

1 Having aregistered auditoreview theassurance and nassurancevork as
appropriate; or

T  Engaging another firm to evaluate the results of theassurance service or
having another firm rperform the norassurance service to the extent
necessary to enable it to take responsibility for #reise.

However, if the norassurance service has not been completed and it is not practical
to complete or terminate the service before the commencement of professional
services in connection with the assurance engagement, thehtlhonly accept the
assurance engagement if it is satisfied:

(@) The nonassurance service will be completed within a short period of time; or

(b) The client has arrangements in place to transition the service to another
provider within a short period of time.

During the service perth safeguardshall be appliedvhennecessary. In addition
the matteshallbe discussed with those charged with governance.

Other Considerations

291.33 There may be occasions when there is an inadvertent violation of this section. If
such an inadvertent violah occurs, it generallwill be deemeahotto compromise
independence provided the firm has appropriate quality control policies and
procedures in placequivalent to thoseequired by International Standards on
Quality Controlto maintainindependence ah once discovered, the violation is
corrected promptly and any necessary safeguards are ajgpéohinateanythreat
or reduce it to an acceptable levehe firm shall determinevhetherto discussthe
matterwith those charged with governance.

Paragraphs 291.34 to 291.99 are intentionally left blank
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Application of the Conceptual Framework Approach to Independence

291.100 Paragraphs 291.10# 291.159 describe specific circumstances and relationships
that create ormay create threats to independence. The paphg describe the
potential threats and the typef safeguards that may be appropriate to eliminate the
threats or reduce them to an acceptable level and idestifginsituations where
no safeguards could reduce the threats to an acceptable levphrélgeaphsio not
describe all of the circumstances and relationships that create or may create a threat
to independenc&hefirm and the members of the assurance tehailevaluatehe
implications of similar, but different, circumstances and relakippssand determine
whether safeguards, including thafeguards in paragraphs 200.11 to 20@d®be
appliedwhen necessarp eliminatethe threats to independengereduce them to
an acceptable level

291.101 The paragraphslemonstratéhow the conceptual fragwork approach applies to
assurance engagements ad tobe read in conjunction with paragraph 291.28
which explains that, in the majority of assurance engagements, there is one
responsible party and that responsible party is the assurance client. iHoweve
some assurance engagements there are two or more responsible parties. In such
circumstancesan evaluatiorshall be made ofany threats the firm has reason to
believe are created by interests and relationships between a member of the
assurance teanthe firm, a network firm and the party responsible for the subject
matter. For assurance reports that include a restriction on use and distribution, the
paragraphsare tobe read in the context of paragraphs 291.21 to 291.27.

291.102 Interpretation 2005-01 provides further guidance on applying the independence
requirements contained in this section to assurance engagements.

291.103 Paragraphs 291.104 to 291.120 contain references to the materiality of a financial
interest loan or guarantegor the significance of ausiress relationship. For the
purpose of determining whether such an interest is material to an individual, the
combined net worth of the individual and h e i n dimwmadidte &amify s
membersnaybe taken into account

Financial Interests
Introduction

291.104 Holding a financial interest in an assurance client may create-mtsg#st threat.
The existence and significance of any threat created depends on:

(@ the role of the person holding the financial interest,
(b)  whether the financial interest is directindirect, and
(c) the materiality of the financial interest.

291.105Financial interests may be held through an intermediary (e.g. a collective
investment vehicle, estate or trust). The determination of whether such financial
interests are direct or indirewatill depend upon whether the beneficial owner has
control over the investment vehicle or the ability to influence its investment
decisions. When control over the investment vehicle or the ability to influence
investment decisions existhis Code defineshat financial interesto bea direct
financial interest Conversely, when the beneficial owner of the financial interest
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has no control over the investment vehicle or ability to influence its investment
decisionsthis Code defines théihancial interesto beanindirectfinancial interest

Financial interest in an assurance client

291.106 If a member of the assurance te@am, me mber o f immadiate familg,i v i d u a
or a firm, has a direct financial interest or a material indirect financial interest in the
assurance client, the saftterest threatcreatedwould be so significanthat no
safeguard could reducethe threat to an acceptable levEherefore, none of the
following shall have such a financial interest: a member of the audit team; a
memberoftat i ndi vi dual 6s i mmedi ate family; P2

Close family holding a financial interest in an assurance client

291.107When a member of the assurance telamas aclose family membemwho the
assurance team member knowas a direct financial interest or a matemmlirect
financial interest in the assurance client, a-sgfrest threatis created.The
significance othethreatwill depend on factors such:as

1 The nature of the relationship between the member of the assurance team and
the close family membgand

1 The materiality of the financial interest to the close family member.

The significance of the threat shall be evaluated afdgsardsapplied when
necessary to eliminate the threat or reduce it to an acceptableHzaetples of
such safeguards incled

1 The close family member disposing, as soon as practicable, of all of the
financial interest or disposing of a sufficient portion of an indirect financial
interest so that the remaining interest is no longer material;

1  Having aregistered auditoreview he work of the member of the assurance
team; or

T Removing the individual from the assurance team.

Financial interest in an entity that is holding a financial interest in an assurance client

291.108 If a member of the assurance team, me mber of immadiate familg,i v i d u &
or a firm has a direct or material indirect financial interest in an entity that has a
controlling interest in the assurance client, and the client is material to the entity, the
selfinterest threatreatedvould be so significant that reafeguards could reduce the
threat to an acceptable level. Therefatene of the followingshall have such a
financial interesta member of the assurance team; me mb e r of t hat [
immediate familyandthe firm.

Financial interest in an assurap client as a trustee

291.109The holding by a firm or a member of the assurance teara, member of that
I ndi v inimedsate damily, of a direct financial interest or a material indirect
financial interest in th assurance client as a trusteeates a selfinterest threat.
Suchan interesshall not be held unless

(@) Neither the trustee, nor an immediate family member of the trustee, nor the
firm are beneficiaries of the trust;
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(b) The interest in the assurance client held by the trust is not materisd to t
trust;

(c) The trust is not able to exercise significant influence over the assurance
client; and

(d) The trustee, an immediate family member of the trustee, or the firm cannot
significantly influence any investment decision involving a financial istere
in the assurance client.

291.110 Membes of the assurance teashall determinewhether a selinterest threais
created by any known financial interests in the assurance client held by other
individualsincluding:

1 Partners and professional employees of thma,fiother than those referred to
above, or their immediate family members; and

1 Individuals with a close personal relationship with a member of the assurance
team.

Whether these interests create a-sa#rest threat will depend on factors such as:
T The firm 6 a&rganisatioal, operating and reporting structure; and

T The nature of the relationship between the individual and the member of the
assurance team.

The significance of any threahall be evaluated and safeguards applied when
necessary to eliminate thireat or reduce it to an acceptable le¥stamples of
such safeguards include:

T  Removing the member of the assurance team with the personal relationship
from the assurance team;

T  Excluding the member of the assurance team from any significant decision
making concerning the assurance engagement; or

1 Having aregistered auditoreview the work of the member of the assurance
team.

Financial interest received by way of an inheritance, gift or as a result of a merger

291.1111f a firm, a member of the assurance teamaroimmediate familymemberof the
individual, receives a direct financial interest or a material indirect financial interest
in an assurance client, for example, by way of an inheritance, gift or as a result of a
merger, and such interest would not benpeed to be held under this section, then:

(a) If the interest is received by the firm, the financial intesbstllbe disposed of
immediately, or a sufficient amount of an indirect financial intesésil be
disposed of so that the remaining intefesto longer materiabr

(b) If the interest is received by a member of the assurance teanmember of
t hat i nicdhimediatd family, the individuaivho received the financial
interestshall immediately dispose of the financial interest, or digpof a
sufficient amount of an indirect financial interest so that the remaining interest
is no longer material
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Inadvertent violation

291.112When a inadvertent violation of this section as it relates to a financial interest in an
assurance cliemccurs it is deemedotto compromise independenite

(8 The firm has established policies and procedures that require prompt
notification to the firm of any breaches resulting from the purchase,
inheritance or other acquisition of a financial interest in the asse@ient;

(b) The actions taken in paragraph 291.111(f)) are taken as applicable; and

(c) The firm appliesother safeguardeshen necessary to reduce any remaining
threat to an acceptable levEkamples of sch safeguards include:

1 Having aregisteral auditor review the work of the member of the
assurance team; or

1 Excluding the individual from any significant decisioraking
concerning the assurance engagement.

The firm shall determinewhetherto discuss the matter with those charged with
governance.

Loans and Guarantees

A loan or guarantee of a loan from an assurance client that is a bank

291.113 A loan, or a guarantee of a loan, to a member of the assurance teameotber of
t hat 1 ngnmediatd family,@ she firmfrom an assurance client thatas
bank or a similar institution, may create a threat to independence. If the loan or
guarantee is not made under normal lending procedures, terms and conditions,
selfinterest threatvould be created thatould be so significanthat no safeguards
couldreduce the threat to an acceptable level. Accordingly, neither a member of the
assurance teanaa, me mber of tinmediate ifamity,nov a fidrushdll 6 s
accept such a loan or guarantee.

291.1141f a loan to a firm from an assurance client that is a bardnoilar institution is
made under normal lending procedures, terms and conditions and it is material to
the assurance client or firm receiving the lo#@nmay be possible to apply
safeguards to reduce the sialferest threat to an acceptable levah example of
such a safeguardis having the work reviewed bya registered auditorfrom a
network firm that isneitherinvolved with the assurance engagemeort receivel
the loan.

291.115A loan, or a guarantee of a loan, from an assurance client that is a basikndaa
institution to a member of the assurance teamg or me mb e r of t hat
immediate family,doesnot create a threat to independence if the loan or guarantee
is made under normal lending procedures, terms and conditions. Examples of such
loars include home mortgages, bank overdrafts, car loans and credit card balances.

A loan or guarantee of a loan from assurancelient other thana bank

291.1161f the firm or a member of the assurance teamaor me mb e r of t hat
immediate family, accap a loan from, or has a borrowing guaranteed by, an
assurance client that is not a bank or similar institutorany director or officer of
the audit client the selfinterest threatcreatedwould be so significant that no
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safeguards could reduce therelt to an acceptable level, unless the loan or
guarantee is immaterial to both the fjror the member of the assurance team and
theimmediate family member, and the client.

A loan or guarantee of a loan made to an assurance client

291.117 Similarly, if the firm, or a member of the assurance teamaanember of that
i ndi v imihedate tamily, makes or guarantees a loan to an assuranceoclient
anydirector or officer of the audit clientthe seHinterest threatreatedvould be so
significant that no saferds could reduce the threat to an acceptable level, unless
the loan or guarantee is immaterial to both the fanthe member of the assurance
team andheimmediate family member, and the client.

Depositsor brokerage accounts

291.118If a firm or a member ofthe assurance team, ar me mb e r of t hat [
immediate familyhas deposits or a brokerage accowitlh an assurance client that
is a bank, brokeior similar institution a threat to independentenot createdf the
deposit or account is helshder normal commercial terms.

Business Relationships

291.119 A close business relationship between a firm, or a member of the assurance team, or
a member o f tirhnaediateifamdyj and theu assui@rsce clientite
managemenarises froma commercial retionship or common financial interest
and may create seiifiterest or intimidation threat&xamples of such relationships
include

1  Having a financial interest in a joint venture with either the clienta
controlling owner, director or officer or otherdividual who performs senior
managerial activities for that client.

T  Arrangements to combine one or more services or products of the firm with
one or more services or products of the client and to market the package with
reference to both parties.

1 Distribution or marketing arrangements under which the firm distributes or
mar kets the c¢clientés products or seryv
the firmds products or services.

Unless any financial interest is immaterial and thesinessrelationship is
insignificant to the firm and the client or its managem#g,threat created would

be so significant thato safeguards could reduce the threat to an acceptable level.
Therefore, unlesthe financial interest is immaterial and thesinesselationshp is
insignificant the business relationship shall not be entered into, or shall be reduced
to an insignificant level or terminated.

In the case of a member of the assurance team, unless any such financial interest is
immaterial and the relationship issignificant to that member, the individustall
be removed from the assurance team.

If the business relationship is between an immediate family member of a member of
the assurance team and the assurance client or its management, the significance of

CODET SECTION 291 109



CODE OF PROFESSIONAL CONDUCT FOR REGISTERED AUDITORS

anythreatshallbe evaluated and safeguards applied when necessary to eliminate the
threat or reduce it to an acceptable level.

291.120The purchase of goods and services from an assurance client by the firm, or a
member of the assurance teamaanember of that indivd u anmédgte family,
doesnot generally create a threat to independence if the transaction is in the normal
course of business and at armbés | engt h.
nature or magnitude that they create a-sedrest threatThe significance of any
threatshall be evaluatednd safeguards applied when necessary to eliminate the
threat or reduce it to an acceptable leizglamples of sch safeguards include:

1 Eliminating or reducing the magnitude of the transaction; or
1 Removirg the individual from the assurance team.

Family and Personal Relationships

Introduction

291.121 Family and personal relationships between a member of the assurance team and a
director or officer or certain employees (depending on their role) of the assurance
client, may create selhterest, familiarity or intimidation threats. Tlegistence and
significance of any threats will depend on a number of factors, including the
i ndi vi dual 0 sontheassyrance seamhgei rdleiot the éamily member or
other ndividual within theclient, and the closeness of the relationship.

Immediate family is a director or in a position to exert significant influence
291.122 When an immediate family member of a member of the assurance team is:
(@) A director or officer of the assamce client, or

(b) An employee in a position to exert significant influence over the subject
matter information of the assurance engagement,

or was in such a position during any period covered by the engagement or the
subject matter information, the tlats to independence can only be reduced to an
acceptable level by removing the individual from the assurance team. The closeness
of the relationship is such that no other safeguadlld reduce the threat to an
acceptable levelAccordingly, no individual who hassuch a relationship shall be a
member of the assurance team.

291.123Threats to independencare created when an immediate family member of a
member of the assurance team is an employee in a position to exert significant
influence over the subject matiefrthe engagement. The significance of the threats
will depend on factors such as:

1 The position held by the immediate family member; and
T  The role of the professional on the assurance team.

The significance ofthe threat shall be evaluated and safeguardspleed when
necessary to eliminate the threat or reduce it to an acceptableHzaetples of
such safeguards include:

1 Removing the individual from the assurance team; or
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T Structuring the responsibilities of the assurance team so that the professional
doesnot deal with matters that are within the responsibility of the immediate
family member.

Close family is a director or in a position to exert significant influence

291.124 Threats to independeneee created when a close family member of a member of
the assuranceam is:

1 A director or officer of the assurance client; or

T  An employee in a position to exert significant influence over the subject
matter information of the assurance engagement.

The significance of the threats will depend on factors such as:

T  The natuwe of the relationship between the member of the assurance team and
theclose family member;

T The position held by the close family member; and
1  The role of the professional on the assurance team.

The significance ofthe threat shall be evaluated and safegda applied when
necessary to eliminate the threat or reduce it to an acceptableBzaeiples of
such safeguards include:

T  Removing the individual from the assurance team; or

1 Structuring the responsibilities of the assurance team so that the professional
does not deal with matters that are within the responsibility of the close family
member.

Close relationship with a director or employee in a position to exert significant influence

291.125Threats to independence are created when a member of the assuranbasteam
close relationship with a person who is not an immediate or close family member
but who is a director or officer or an employee in a position to exert significant
influence over the subject matter information of the assurance engageinent.
member of the assurance teamwho has such a relationship shalbnsult in
accordance with firm policies and procedures. The significance of the threats will
depend on factors suds:

1  The nature of the relationship between the individual and the member of the
assuance team;

1  The position the individual holds with the client; and
1 The role of the professional on the assurance team.

The significance othe threas shall be evaluated and safeguards applied when
necessary to eliminate the thieat reducethemto an aceptable levelExamples
of such safeguards include:

T  Removing the professional from the assurance team; or
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T Structuring the responsibilities of the assurance team so that the professional
does not deal with matters that are within the responsibility ofritheidual
with whomthe professionahas a close relationship.

Other personal or family relationships with a director or employee in a position to exert
significant influence

291.126 Self-interest, familiarity or intimidation threats may be created by a personal o
family relationship between

(a) a partner or employee of the firm who is not a member of the assurange team
and

(b) a director or officer of the assurance client or an employee in a position to
exert significant influence over the subject matteoiimfation of the assurance
engagement.

Theexistence andignificance of any threat will depend on factors such as:

1 The nature of the relationship between the partner or employee of the firm and
the director or officer or employee of the client;

1 The intenaction of the partner or employee of the firm with the assurance team;
1 The position of the partner or employee within the firm; and
T  The role of the individual within the client.

The significance of any threahall be evaluated and safeguards applied when
necessary to eliminate the threat or reduce it to an acceptableHzaetples of
such safeguards include:

f Structuring the partnerés or employeebod
influence over the assurance engagement; or

1 Having aregistered auior review the relevant assurance work performed.

Inadvertent violation

291.127 When a inadvertent violation of this section as it relates to family and personal
relationshipsoccurs it is deemedotto compromise independence if:

(a) The firm has established paks and procedures that require prompt
notification to the firm of any breaches resulting from changes in the
employment status of their immediate or close family members or
other personal relationships that create threats to independence;

(b) The inadvertentiolation relates to an immediate family member of a
member of the assurance team becoming a director or officer of the
assurance client or being in a position to exert significant influence
over the subject matter information of the assurance engagesment,
the relevant professional is removed from the assurance team; and

(c) The firm applies other safeguardghen necessary to reduce any
remaining threat to an acceptable le\etamples of sch safeguards
include:
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