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Dear Ms. Munro 
 
IFAC Exposure Draft – Proposed Revised Code of Ethics for Professional Accountants 
 
FSR notes that IFAC is seeking comments on Section 290, and only on those changes to Section 
290 to conform the Code to the International Framework for Assurance Engagements issued by 
IAASB and to conform the Code to the definitions in ISQC1 Quality Control for Firms that 
Perform Audits and Reviews of Historical Financial Information and Other Assurance Related 
Service Engagements.  
 
FSR understands and agrees that the review of the Code is and should be a continuous process.  
 
Comments on questions 
 

a) Are the changes to conform to the Assurance Framework appropriate and clear? 
 
The Code should be readable as a stand-alone document and be self-explanatory with clear 
definitions and terminology.  
 
Although it should be assumed that the reader of the Code is aware of the concepts and 
principles of the Assurance Framework, the present explanations of changes are in our opinion 
not sufficiently clear to the reader.  
 
For instance changes related to the distinction between subject matter and subject matter 
information are unclear and make the Code difficult to read and to understand.  
 

b) Is it appropriate that the individual responsible for the engagement quality control 
review in the audit of a listed entity be subject to the same rotation requirements as the 
engagement partner? 

 
In our opinion, based on the principle approach, the rotation requirements should be limited to 
situations where all other safeguards do not sufficiently reduce or mitigate the familiarity threat.  
 
Engagement quality control reviewers generally do not maintain close contact with management 
of the entities which financial statements are being audited, and may have very little contact with 
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management if at all. Consequently, they are generally not subject to the familiarity threat to 
which engagement partners may be exposed. A requirement in this situation could lead to the 
conclusion that a requirement should also be introduced in other situations. However, we find 
that the situations should be dealt with according to the principle based approach (analysis of 
threats and safeguards). 
 

c) Is the effective date appropriate? 
 
The effective date of 31 December 2005 is in our view appropriate. 
 
 
 
Yours sincerely 
 
 
 
Torben Haaning Ole Steen Jørgensen 
Chairman of FSR’s Ethics Committee Head of Department 
 







 
 
 
 
October 13, 2004 
 
Jan Munro 
IFAC Ethics Committee 
545 Fifth Avenue, 14th Floor 
New York, New York 10017 USA  
 
By e-mail to EDComments@ifac.org  
 
Dear Jan, 
 
Proposed Revised Code of Ethics for Professional Accountants (October 2004) 
 
Introduction 
Thank you for the opportunity to comment on the Proposed Revised Code of Ethics for 
Professional Accountants. 
 
Please note that the following comments are those of staff of the International Auditing 
and Assurance Standards Board (IAASB).  While we believe they are consistent with 
published IAASB documents, these comments have not been reviewed by members of 
the IAASB and do not necessarily represent their views. 
 
Two responsible parties  
The version of the Draft discussed with the IAASB at its September 2004 meeting, 
explicitly recognized the existence of direct reporting engagements.  The current Draft 
does not.  The Draft does, however, note that in some assurance engagements that are not 
financial statement audit engagements, there are two responsible parties.  In such 
engagements, the Draft requires members of the assurance team and the firm to be 
independent of the party responsible for the subject matter information (which it 
describes as the assurance client). 
 
While the Assurance Framework does not define the professional accountant in public 
practice as a “responsible party” with respect to a direct reporting engagement, it is 
nonetheless clear from the Framework that in such an engagement the professional 
accountant in public practice is responsible for the subject matter information.  Readers 
of the Draft may, therefore, reasonably consider direct reporting engagements to be 
engagements in which there are 2 responsible parties.   
 
As the professional accountant in public practice is responsible for the subject matter 
information in all direct reporting engagements, the requirement of the draft that the 
members of the assurance team and the firm be independent of the party responsible for 
the subject matter information cannot be complied with in a direct reporting engagement. 



 
We suggest that the Draft explicitly recognize direct reporting engagements, and require 
at a minimum, that the assurance team and the firm be independent of the party 
responsible for the subject matter, rather than the subject matter information, for such 
engagements. 
 
Other matters 
The IAASB has decided not to use of the term “client” as it has connotations of the 
auditor being answerable to the entity (management or those charged with governance) 
rather than, in the case of a company for example, the shareholders.  It is suggested the 
Ethics Committee also consider not using the term “client”.  If the term client is to be 
retained, the following changes are suggested to the first sentence of the definition of 
financial statement audit client:  “An entity in respect of which whose financial 
statements a firm conducts an financial statement audit or review engagement.”  The 
reasons for this suggestion are:  
(a) “an entity in respect of which a firm conducts a financial statement audit” is 
ambiguous – the entity could be the engaging party rather than the party responsible for 
the financial statements; and 
(b) to recognize financial statement review engagements. 
 
The following changes are suggested to the first sentence of the definition of financial 
statement audit engagement:  “A reasonable assurance engagement in which a 
professional accountant in public practice expresses an opinion, or provides an expression 
of negative assurance, about whether financial statements are prepared in all material 
respects in accordance with an identified financial reporting framework., sSuch as an 
engagements are conducted in accordance with International Standards on Auditing or 
relevant national auditing standards.” The reasons for this suggestion are:  
(a) the current construction makes it appear optional as to whether the professional 
accountant in public practice follows auditing standards or not; and 
(b) to recognize financial statement review engagements. 
 
 
Please do not hesitate to contact me should you have any queries on this submission or 
related matters. 
 
Yours sincerely, 
 
 
 
 
James M. Sylph 
Technical Director 
 
Cc John Kellas, Chair IAASB 
 Denise Esdon, Deputy Chair IAASB and Liaison member – Ethics Committee 
 















Institute of Certified Public Accountants of Kenya (ICPAK) 
 
Jan Munro 
IFAC Ethics Committee 
545 Fifth Avenue, 14th Floor 
New York, New York 10017 USA 
E-mail: EDComments@ifac.org 
 
Subject: Comments on the Proposed Revised Code of Ethics for Professional            
    Accountants 
 
We have reviewed the exposure draft on the Proposed Revised Code of Ethics for 
Professional Accountants and here in wish to present our comments on the various 
aspects of the draft. We have responded to the specific questions raised in the draft but 
also commented on other issues. 
 
Our views on the specific questions are as below: 
 
Question 
 
(a)Are the changes to conform to the assurance framework appropriate and clear? 
 
Response 
 
Yes these proposed changes are appropriate but the terms “subject matter and subject 
matter information” are not defined. Although these terms have been discussed in the 
International framework for Assurance Engagements, they have not been defined either. 
 
Question 
 
(b) Is it appropriate that the individual responsible for the engagement quality control 
review in the audit of a listed entity be subject to the same rotation requirements as the 
engagement partner? 
 
Response 
 
Yes, he/she should be subject to the same rotation requirements as an engagement 
partner if the objective of reducing the threat to independence is to be achieved. 
 
Audit firms world over will however have to reckon with the challenges of establishing 
working arrangements with professional Accountants outside their firms or networks. 
 
The challenge is even greater since when the code becomes effective, the time an 
engagement partner has handled a particular engagement client will be considered. 
IAASB may need to consider the implications of this proposal. 
 



 
 
Question 
 
(c) Is the effective date appropriate? 
 
Response 
 
Yes  
 
This will however require firms to move fast in addressing the necessary capacity issues  
 
We trust that the above comment will proof useful in the review of the code. 
 
Kind regard 
 
John Irungu 
 







 

 

 

December 3, 2004 

 

Ms. Jan Munro 
IFAC Ethics Committee 
545 Fifth Avenue, 14th Floor 

New York 10017 
USA 

 

Re. Proposed Revised Code of Ethics for Professional Accountants - Exposure 
Draft October 2004 

Dear Jan, 

We appreciate the opportunity to submit our comments on the above exposure draft, 
and are pleased to respond to the Ethics Committee’s specific request for comments.  

The IDW welcomes the revised Code as an improvement on the exposure draft 
dated July 2003. We particularly appreciate that the Code has been shortened by the 
removal of unnecessary repetition.  

We are pleased that the Ethics Committee has addressed certain suggestions pro-
posed in our letter dated November 27, 2003. However, certain matters raised in our 
previous letters remain unaddressed, such that we consider it appropriate to refer 
back to these letters, including those dated February 10, 2004 and September 15, 
2004 in formulating our responses. We would also like to take the opportunity to 
thank the Ethics Committee for its letter dated November 3, 2004. We have included 
our response to your letter in this letter. 

We include comments of a general nature before addressing the request for com-
ments made by the Ethics Committee in the first Section of this letter. However, since 
we note that certain of the proposed amendments are not only editorial in nature we 
consider it necessary to comment on certain specific amendments. These comments 
are placed in the second Section of this letter together with our response to the Ethic 
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Committees letter referred to above. Although the Ethics Committee is not seeking 
comments on other matters, we believe that some matters that we had addressed in 
our previous comment letters that have not led to amendment of the Code are so se-
rious that they represent fundamental deficiencies in the Code. We provide a sum-
mary of these in the third Section of this letter. 

General Comments 

In issuing the Code of Ethics for professional accountants, the Ethics Committee per-
forms a public interest activity on behalf of IFAC and the accountancy profession 
worldwide. A prerequisite for the performance of this public interest activity is the ap-
plication of an adequate due process in the development of the Committee’s pro-
nouncements. In this context, while it may be appropriate to seek comments on only 
all of the changes made, we do not believe it to be appropriate to seek to limit com-
ments to specific changes only. For example, the Committee proposed changes to 
the independence requirements both to conform to the IAASB Assurance Framework 
and to conform to definitions in ISQC1, but has requested comments only in respect 
of the changes to conform with the IAASB Assurance Framework.  

We believe that good due process requires the Committee to seek comments on all 
changes made. Furthermore, some of the matters that the Committee considers edi-
torial may not represent editorial changes to others (i.e., repositioning text may cause 
substantive issues). The addition of a preface also represents a major amendment 
that ought to be subject to comment. In conclusion, we believe that good due process 
demands that the Committee seek comments on all of the changes made to the 
original draft. It might also have been helpful to provide a marked up version of the 
draft so that interested parties can track the changes. 

Section 1: Responses to Your Request for Comments 

(a)  Are the changes to conform to the IAASB’s International Framework for As-
surance Engagements appropriate and clear? 

We accept that the changes to conform to the IAASB’s International Framework for 
Assurance Engagements have led to a reduction of the former Section 8 of Part B. 
We consider the changes appropriate to avoid duplication.  

However, in our opinion, further amendments are necessary. Since it is imperative 
that terminology within IFAC bodies be aligned to the extent possible, we would like 
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to draw attention to the comments in our previous letters regarding numerous defini-
tions we consider deficient or imprecise. 

1. Changes to conform to the IAASB’s International Framework for Assurance En-
gagements and to integrate the former Section 8 into Part B of the Code 

In our opinion, Section 290 “Independence- Assurance Engagements” (formerly sec-
tion 8) has not been fully integrated into the framework in Part A. Throughout the 
Code of Ethics, and in particular in Part A, reference has been made to “threats to 
compliance with the fundamental principles”. The Code goes on to discuss safe-
guards to these threats. In fact, Part A does not include the word “independence” at 
all. In our view, applying the framework laid down in Part A, would lead to the conclu-
sion that a lack of independence constitutes a threat to the fundamental principle of 
objectivity, and conversely, being demonstrably independent would therefore repre-
sent the application of a safeguard to this threat to objectivity. We addressed this is-
sue in more detail on page three of our letter dated November 27, 2003 in response 
to your request for comments at that time and would like to refer to these comments. 

To illustrate our contention that section 290 has not been fully integrated into the 
framework in Part A, the new fifth bullet point (which is an addition) to paragraph 
200.12 of Part B makes the first reference to “threats to independence” without ex-
plaining the nature of the link between independence and the fundamental principles. 
Because “independence” is neither a fundamental principle, as defined by Part A of 
the Code, nor does the Code explain a link to these fundamental principles, the 
reader will be confused. For this bullet point to be understood in context, Part A 
should first explain how independence is linked to the fundamental principle of objec-
tivity. In order to accurately reflect the wording of paragraph 6 of the International 
Framework for Assurance Engagements which states that Part B of the Code: 
“…includes a conceptual approach to independence…” it is necessary to categorize 
independence as a sub-set of objectivity. In part, an explanation has been inserted 
into paragraphs 280.2 and 280.3, but is not, in our opinion, optimally positioned 
within the Code. In addition, as stated in our letter dated November 27, 2003, we 
continue to maintain that independence may not be solely relevant to assurance en-
gagements and that therefore Section 120 of Part A constitutes an appropriate place 
to discuss the connection.  

 

Following the relocation of the framework for identifying, evaluating and responding 
to threats to independence from Section 8 of Part B to Part A, the wording of para-
graph 290.5 needs to be amended. The proposed draft incorrectly states: “This sec-
tion provides a conceptual [sic: see our comments on the use of the term “conceptual 
framework” below] framework…”, which is no longer the case. 
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2. Clarity arising from the proposed changes 

In respect of clarity, we are concerned that paragraph 290.10 is difficult to under-
stand without reference to paragraphs 8 - 10 of the International Framework for As-
surance Engagements. The latter differentiates between subject matter and subject 
matter information and 25 (b) of the International Framework for Assurance Engage-
ments gives an example of an engagement involving two distinct parties responsible 
for the subject matter and subject matter information respectively. To aid compre-
hension it would be useful if references to the Framework were provided in para-
graph 290.10. Paragraph 290.102 also covers this aspect and constitutes an addition 
to the application guidance section, which may likewise profit from a cross-reference 
to the International Framework for Assurance Engagements. 

 

3. Changes to conform to ISQC 1 and ISA 220 

The new thirteenth bullet point of paragraph 200.12 “Advising partners and profes-
sional staff of those assurance clients and related entities from which they must be 
independent” is at odds with ISQC 1 since it is far more specific. We appreciate that 
this also derives from the former Section 8; however, there are a number of ways in 
which a firm can achieve the objectives set forth in ISQC 1. The Code of Ethics 
should be more general and provide the example that firm-wide safeguards be in line 
with general requirements of paragraph 18 of ISQC 1: “Establish policies and proce-
dures designed to provide it with reasonable assurance that the firm, its personnel 
and where applicable others subject to independence requirements, maintain inde-
pendence”. 

The definition of “Firm” is not consistent with that of ISQC 1 because the definition in 
the Code does not cover other “entities” of professional accountants that are not sole 
practitioners, partnerships or corporations. We had specifically addressed this point 
with the IAASB in relation to the drafting of ISQC 1, since in Germany there are as-
sociations of auditors in whose name audit reports are issued that are not sole practi-
tioners, partnerships or corporations of professional accountants. 

(b) Is it appropriate that the individual responsible for the engagement quality con-
trol review in the audit of a listed entity be subject to the same rotation requirements 
as the engagement partner? 

We are not in favor of the proposed amendments to 290.153 et seq. We view rotating 
both the engagement partner and the individual responsible for the engagement 
quality control review as an overly zealous and unnecessary regulatory step that is 
based on a misconception of the role of an engagement quality control reviewer, as 
opposed to an engagement partner.  
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Engagement partners, almost by definition, maintain close contact to management of 
the entities whose financial statements are being audited. Hence, there may be a 
familiarity threat resulting from prolonged contact with management of an entity for 
which rotation may be the only safeguard by which that threat may be reduced. En-
gagement quality control reviewers, on the other hand, generally do not maintain 
close contact with management, and in fact, may have very little contact with man-
agement at all. Consequently, they are generally not subject to the familiarity threat 
to which engagement partners may be exposed. Furthermore, since the engagement 
partner is subject to rotation, the threat that the engagement quality control reviewer 
will lose his or her objectivity with respect to the engagement partner is likely to be 
very low.  

Even if a familiarity threat for an engagement quality control reviewer were to arise, 
this does not imply that such a threat cannot be reduced by appropriate safeguards 
other than rotation. In our opinion paragraph 290.156 should be amended with re-
spect to the individual responsible for engagement quality control review such that 
alternative safeguards could be implemented in general rather than only “when a firm 
has only a few people with the necessary knowledge and experience…”. An example 
of a safeguard to reduce the familiarity threat for engagement quality control review-
ers might be firm policies and procedures with respect to contact between the re-
viewer and client management. A further example of a safeguard, such as consulta-
tion with professional organizations on matters of particular audit significance, might 
be useful guidance to auditors in smaller firms. Rotation represents the final safe-
guard if other safeguards no longer prove to be effective.   

Such over-regulation will ultimately be counterproductive to enhancing the effective-
ness of the profession. We understand that this issue was discussed at some length 
by the IAASB in drafting ISQC 1 and referred to the Ethics Committee for further de-
liberation. The proposal should not be included in the IFAC Code, as it is not princi-
ples based – that is, it has not been properly integrated into the Code’s framework of 
threats and safeguards. In addition, as currently drafted, the requirement might cause 
considerable practical problems for smaller firms. Furthermore, such a rotation re-
quirement is not only impracticable for SMP’s – in many jurisdictions, there are only a 
limited number of auditors in the large accounting firms specialized in certain industry 
sectors. Consequently, this requirement may also be impracticable for the large ac-
counting firms in many jurisdictions.  

(c) Is the effective date appropriate? 

Yes –provided that the Code is issued without undue delay we see no reason to alter 
our previous view. 
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Section 2: Responses to Amendments Proposed 

As noted above, we generally welcome the amendments that have been made, but 
would like to draw your attention to the following matters that directly result from 
amendments: 

Level of Authority 
We have previously queried an apparent ambiguity in the exposure draft dated July 
2003 in respect of the level of authority. A Preface has subsequently been added to 
this revised exposure draft, and now deals with this issue.  

The new requirement, which places the onus on individual professional accountants 
to apply the Code (see the last sentence of the Preface) is not consistent with the 
requirements in the IFAC Constitution in conjunction with IFAC Statement of Mem-
bership Obligations 4, which requires the member bodies to notify their members of 
the provisions of the IFAC Code (and other pronouncements developed by the Ethics 
Committee) and allows no member body to apply less stringent standards than those 
stated in Section 8. Furthermore, the new wording goes beyond the requirements in 
the previously drafted version of the Code of Ethics.  

The exposure draft of the Code dated July 2003 clearly stated that IFAC member 
bodies in each country are responsible for implementing and enforcing detailed ethi-
cal requirements. This is not reflected in the revised edition’s Preface and the onus to 
apply potentially more stringent requirements of the IFAC Code of Ethics has now 
been placed on the individual. On this basis, the Preface needs to be made consis-
tent with SMO 4 and the IFAC Constitution. 

Furthermore, we are concerned that the last paragraph of the Preface places an un-
necessarily onerous burden on the individual professional accountant in requiring: 
“Professional accountants should be aware of those differences and comply with the 
more stringent requirements and guidance unless prohibited by law or regulation”. 
The individual professional accountant would thus be required to:  

a.) make him or herself aware of the differences between the require-
ments of the Code and the requirements and guidance applicable in 
his or her jurisdiction,  

b.) assess which of the requirements is the more stringent, 

c.) should this be the Code, determine whether compliance is prohibited 
by law in his or her jurisdiction 

d.) comply with the more stringent Code requirement when this is not 
the case.  
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In our opinion the proposed process is impracticable for an individual professional 
accountant. This sort of process ought to be applied by the member bodies by means 
of SMO 4.  

 

Practitioner override 
Section 110 of Part A has been augmented by the addition of the following sentence: 
“A professional accountant will not be considered to be in breach of paragraph 110.2 
if the professional accountant provides a modified report in respect of a matter con-
tained in paragraph 110.2.” We believe that this change has not clarified the profes-
sional responsibilities of accountants. 

We refer to our letter dated September 15, 2004, which details our concerns relating 
to interpretation of the issue of auditor override together with suggested wording. 
From your response in your letter dated November 3, 2004, we are under the im-
pression that the Committee may have misinterpreted the nature of our concern. In 
particular, we believe that the assertion in your letter that this issue is an IAASB mat-
ter is misplaced because it also applies to accountants in business that prepare in-
formation.  

Furthermore, your response stated that a requirement in ISA 700 for an override 
leading to a modified report would not be regarded as a breach of the ethical re-
quirements in the Code. This was not the issue. The auditor override was incorpo-
rated into the current draft of ISA 700 by the ISA 700 Task Force of the IAASB on the 
basis that the Code requires such an override beyond any requirements in the appli-
cable financial reporting framework. We question whether this is an appropriate in-
terpretation of the Code because this would lead to the rather strange situation that 
auditors have greater responsibility for the content of the audited financial statements 
than management does unless management were also professional accountants 
subject to the Code.  

What we are seeking is clarification whether the Code does in fact require profes-
sional accountants (including auditors) to override the financial reporting framework if 
its application leads to misleading financial information. As we pointed out in our let-
ter to you dated September 15, 2004, some legal environments do not allow the audi-
tor to override legal requirements. 

However, if the Code were interpreted as including such a requirement, we were 
seeking some legal protection for professional accountants (including auditors) by 
allowing them to presume, unless there is evidence to the contrary, that information 
prepared in accordance with legal requirements is not misleading and that hence any 
representations to this effect, if true, also are presumed not to be misleading. 
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We would be pleased to be of further assistance in this matter and look forward to 
hearing from you.  

 

Familiarity threats  
Part B, paragraph 200.7 (formerly Part B 1.10) deals with familiarity threats for ac-
countants in public practice. The last bullet point has been added and reads: ”Long 
association of a senior member of the assurance team with the client”. Similarly, the 
last bullet point of 200.13 has been added to read “Rotating senior assurance team 
personnel”. The terminology is not in line with that used in 290.152:”Long association 
of senior personnel with assurance clients”. We query the reasons behind the appli-
cation of varying terminology as this may lead to confusion. 

 

Acceptable vs. unacceptable 
We question the need to revise the word “unacceptable” of the former 1.13 of part B, 
to read “acceptable” in 200.11. This now reads “what a reasonable and informed third 
party…. would reasonably conclude to be acceptable”. This is more stringent, and 
does not correspond to the [unchanged] similar wording in 100.15, 290.3 and 290.15.  

 

Using the work of an expert  
While the wording of the paragraph 210.9 has been changed from that of the previ-
ous paragraphs 2.13 and 2.14, reference should be made to the need for the profes-
sional accountant to possess sufficient skills to interpret the results of the work of an 
expert. The emphasis remains solely on the desirability of ensuring the experts cre-
dentials. 

Section 3: Comments on Other Matters Previously Addressed in Our Letters 

We appreciate the IFAC Ethics Committee’s statements that it is not seeking com-
ments on previously exposed parts of the Code. Nevertheless, we consider it appro-
priate to make the following comments, as certain amendments made do not go far 
enough:  
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Basic Deficits in the Code. 
We previously identified two basic principles that have not been addressed in the 
revision of the exposure draft. In our opinion these represent major deficiencies, 
which should be addressed. We quote from our letter dated November 27, 2003 as 
follows (quotes from this letter are in quotation marks and italic script): 

“Fundamental Principles
The proposed revised Code regards its identified principles or objectives as a dichot-
omy, rather than as a continuum. It should be stressed that sufficient application of 
each principle is required as, for example, the level of integrity a professional ac-
countant should adopt or competence required will vary from case to case.” 

Paragraph 100.5 repeats the former 1.10 of Part A and ends with “such that compli-
ance with the fundamental principles is not compromised”. As such this is a gross 
oversimplification because one cannot comply with the principles as they now stand. 
One can only ensure that the principle be expressed in a manner that recognizes that 
a professional accountant must apply each of these principles adequately in the cir-
cumstances. Furthermore, annotating compliance (or application) as a sufficient de-
gree / an adequate level, or similar would be more practicable. We suggest the intro-
ductory sentence to 100.4 should be amended to read along the following lines: “A 
professional accountant must apply each of the following principles to the degree 
appropriate in the circumstances”. The way the principles and the compliance 
therewith are currently written in the Code, a professional accountant must have 
100 % integrity, objectivity, professional competence and due care, confidentiality 
and professional behavior. This is patently unreasonable because neither a profes-
sional accountant, nor anyone else is in a position to achieve this requirement.  

“Similarly the concept of “conflict of principles” has not been addressed. An example, 
of this may be an instance where a conflict of interest between integrity and confiden-
tiality exist, in which it is impossible to comply 100% with both principles concurrently. 
We consider it necessary for IFAC to address the phenomenon of “conflict of princi-
ples” as an integral part of its consideration of Fundamental Principles. In addition, 
the Code should make readers aware that in some situations specific safeguards ap-
plied to alleviate threats to some principles may create threats to other principles. For 
example, the safeguard of rotating senior personnel in an engagement as listed un-
der Part B 1.16 aims to have a positive impact on objectivity, but may have a nega-
tive impact on professional competence.  

These represent basic deficits in the Code that should be remedied.” 
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The comments on page 11/14 of our letter dated November 17, 2003 regarding the 
individual Fundamental Principles have not been addressed. 

Furthermore, the framework does not make it clear that it is never possible for an in-
dividual to attain complete objectivity (note our comments on 100 % compliance with 
the principles above). As a further extreme example to better illustrate the point, the 
only individual who is completely objective is someone who knows “nothing”; such an 
individual would certainly not be competent.  

 

Conceptual Framework - Coupled with the deficiencies noted above we are not 
convinced that part A provides a conceptual framework as stated in the introduction 
(100.2). Current defects include: 

• No reference to the need for each professional accountant to be seen 
to be complying with the fundamental principles. The only concession 
to this in the Code as currently drafted is in the section concerning in-
dependence in appearance in 290.2. This should apply throughout the 
Code and not exclusively to independence. 

• The theoretical and logical basis is still missing (i.e., how do these prin-
ciples arise and why are they important to professional accountants) 
and continues only to be assumed. The framework is not conceptual in 
nature. 

• Application of safeguards (100.5-100.9) does not refer to safeguards as 
having to be effective, rather only to appropriate safeguards. The IDW 
has previously suggested that reference be made to effective and ap-
propriate safeguards. This has not been addressed. 

We realize that resolution of a number of the matters we have revisited above would 
entail changes to the framework introduced in Part A of the Code, however we view 
these as important issues for the credibility of the Code and ultimately for the accoun-
tancy profession worldwide.  
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If you have any further questions about our views on these matters, we would be 
pleased to be of further assistance. 

 

Yours truly, 
 

Wolfgang Schaum      Helmut Klaas 
Executive Director      Head of Sections 
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November 29, 2004 

 
Ms. Jan Munro 
IFAC Ethics Committee 
545 Fifth Avenue, 14th Floor 
New York, NY 10017 
 
Re: Proposed Revised Code of Ethics for Professional Accountants 
 
Dear Ms. Munro: 
 
IOSCO’s Standing Committee No. 1 (“SC 1”) is writing to provide comments regarding the Exposure 
Draft of proposed changes to the IFAC Code of Ethics for Professional Accountants ("the Code"), and 
to communicate additional concerns relating to the Code.  
 
IOSCO is committed to promoting the integrity of international markets through promotion of high 
quality accounting, auditing, and professional standards.  Our comments noted herein reflect those 
matters on which we have reached a general consensus among Standing Committee No. 1 members.  
These are not intended to include all the comments that might be provided by individual members on 
behalf of their respective jurisdictions. 

 
In the Explanatory Memorandum for this Exposure Draft (ED), you advise that you are seeking 
comments only on the three questions raised in your exposure draft, and not on other portions of the 
current Ethics Code.  In this letter, we provide our comments in response to your three questions, but we 
are concerned that the Exposure Draft limits the request for comments to only the three stated issues. 
We are therefore beginning our letter with additional general comments on matters which should be 
addressed by the Ethics Committee. These comments relate to both the content of the Ethics Code and 
the scope of its application.  
 

General Comments on Additional Changes needed in the IFAC Ethics Code 
 
Events of recent years have underscored the importance of the auditor’s role in providing assurance on 
the financial statements of listed companies in the global capital markets.  In particular, these events 
have reinforced the importance of the auditor maintaining independence in fact, mind, and appearance.  
Financial reporting and auditing failures around the world have focused regulators and legislators, the 
accounting profession, and the general public on the need for improvements in auditing and ethical 
standards for auditors and enhanced audit quality control and oversight arrangements.  
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In our April 30, 2002 letter to IFAC, we urged the Ethics Committee to conduct an ongoing review of 
the Code in light of events and conditions then occurring, to ensure that the Code would remain 
consistent with current expectations. Since the Code was issued in 2001, there have been many 
developments in auditor oversight and independence matters in countries around the world.  In 
particular, Canada, France, Japan, the United Kingdom, the United States and other countries have 
created new bodies for oversight of auditors and/or issued new auditing and independence standards or 
recommendations.  The European Union is undertaking a comprehensive program to improve audit 
quality assurance and strengthen auditor independence.   IOSCO has issued Statements of General 
Principles for Auditor Oversight and Auditor Independence for consideration in all member 
jurisdictions seeking to evaluate and improve their requirements for auditors of public companies. 
 
On January 29, 2004, we wrote to the Ethics Committee expressing our concern that “The current 
content of Section 8 of the Code does not, in our view, adequately reflect current public expectations for 
auditor independence.  The Code needs to undergo further revision as a matter of urgency.” 
 
Events and continued developments have continued to impact expectations and requirements for 
independence of public listed auditors. The content of the letters noted above expresses concerns as they 
existed at that time and these concerns have not lessened since.  The current Ethics Code is not fully in 
compliance with the IOSCO General Principles. For example, it does not contain sufficient clear and 
specific prohibitions, nor does it specify requirements to document safeguards that have been applied to 
mitigate threats to independence, that would at least cover the areas of self-interest, self-review, 
advocacy, familiarity, and intimidation.  Where safeguards are discussed, the guidance seems very 
general and/or incomplete.   
 
Though we are not objecting to use of a threats and safeguard framework approach as one basis for 
securing auditor appearance in fact, mind, and appearance, we believe the actual application of 
safeguards to particular situations, as laid out in section 290, is not always clear or appropriate. Two 
examples are as follows: 
 

(a) Though stated in the framework that there may be situations when no safeguards are available to 
reduce the threat to an acceptable level, and ‘the only possible actions are to eliminate the 
activities or interest creating the threat, or to refuse to accept or continue the assurance 
engagement’ (290.16), this is not sufficiently carried through in the subsequent text and 
application to particular situations. It is not always clear, in some of the particular situations 
presented, that there may be certain situations where the threat is so great that the only possible 
action is as in 290.16. 

 
(b) Some of the actions put forward as safeguards to deal with particular threats are not, in 

themselves, safeguards but are merely additional publication or communication requirements 
(e.g. in section 290.162 it is suggested that discussing independence issues with those charged 
with governance is a safeguard). 

 
We are aware that the Ethics Committee is engaged in a survey of independence requirements as part of 
a new project approved at the Ethics Committee meeting in September 2004.  However, the survey 
planned appears to be only directed at asking member bodies in IFAC whether they find the current 
Ethics Code requirements understandable and adequate.  Is the Ethics Committee planning to ask others 
who have an interest in auditor independence requirements, such as users of audits, and regulators, 
whether they believe current requirements are understandable and adequate?  We believe that all 
concerned stakeholder groups should have the opportunity to provide an updated view of independence 
issues which warrant attention by the Ethics Committee. 
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Another example of our concerns is the Code’s definition of “network firm”.  As we have previously 
stated, we do not believe it is appropriate to qualify the definition of a “network firm” by referring to “a 
reasonable and informed third party having knowledge of all relevant information” (emphasis added).  
By definition, when one is talking about the appearance of independence, most reasonable and 
informed third parties will not have knowledge of all relevant information dealing with the nature of the 
relationships that exist among national firms that operate as part of an international network.  
 
We believe that the present definition is in obvious need of revision to ensure that its use, in both the 
Ethics Code and the IAASB's standards, achieves the intended effect.  In our view, when the use of a 
globally-recognized firm name creates the appearance to the general public of a firm network, that 
should be sufficient to establish a network relationship regardless of whether knowledge of all relevant 
information (for example, the details of legal contract agreements among firms) might change that 
perception.  The more restrictive definition that now exists in the Code could result in the scope of 
application of the Code’s independence requirements being unduly limited or unclear in audits 
involving multiple firms. 
 
Our concern with the current Ethics Code Exposure Draft increases when we read that the Exposure 
Draft is proposed to become “a standard”, rather than “a model on which to base national ethical 
guidance”.  In order for the Ethics Code to become a high quality standard for use in audits of public 
listed companies, many further revisions would need to be made to meet the needs and expectations of 
investors in the capital markets. 
 
We understand that the IFAC Ethics Code has been developed to apply to all accountants, not just 
accountants who are conducting audits of listed companies and/or are in jurisdictions with regulated 
markets.  We also understand that there may be issues involved relating to the desire for member bodies 
to achieve compliance with the Code as part of their IFAC Member Obligations and an overall effort to 
improve practice over time.  These considerations appear to be resulting in a very general Code with 
few specific requirements and prohibitions. 
 
If IFAC has a goal that its Ethics Code will ultimately become recognized by regulators around the 
world as an independence standard, it may need to reconsider whether the current approach in the Code 
is consistent with this goal.  Setters of international standards which seek to become “internationally 
accepted” will need to establish clear principles accompanied by rigorous, specific requirements that 
will support the conduct of high quality audits on a global basis. This means setting a high bar for 
auditing standards and independence and ethics requirements.  If the independence requirements that 
need to exist for public listed company audits differ significantly from requirements for other 
professional accounting practice, perhaps separation of the necessary guidance should be considered.  If 
trying to write a Code that can apply to everyone has the effect of obscuring or undermining what is 
expected in listed company audits, the result will not be acceptable. 
 
The IFAC Ethics Committee has recently embraced a more open and transparent process and a number 
of other reforms that are designed to enhance standards setting in the public interest.  The Committee 
has a valuable opportunity to advance the independence, professionalism, and quality of international 
ethics and independence standards.  Responding to this opportunity will necessitate a clear definition of 
goals and a great deal of difficult work. 
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Comments on Questions Raised in the Exposure Draft 
 
 
Question (a) Are the changes to conform to the Assurance Framework appropriate and clear? 
 
As securities regulators, our interest is focused on the audits of listed companies and other public 
interest entities.  With the reorganization of the Code and the related Framework changes, it was often 
difficult for us to identify exactly what has been changed and how it could affect public company audits.  
 
The changes made in the Code specifically to conform to the Assurance Framework appear to be mostly 
minor changes in terminology.  Therefore, if the test were only whether those changes conform to the 
revised Assurance Framework, one would have to say that they are appropriate.  However, as to 
whether the changes are clear, we have an overall concern that some of the language in the new 
Assurance Framework seems less clear and easy to understand than the language which appeared 
previously in ISAE 100 and ISA 120.   
 
We understand that the Assurance Framework has been produced by the International Auditing and 
Assurance Standards Board and not the Ethics Committee.  However, the interplay between definitions 
in the Framework and International Standards on Auditing and the Ethics Code, and vice versa, is an 
important consideration in current standards development and application.  Our concern over the clarity 
of the basic content in the new Assurance Framework leaves us unable to conclude that changes to the 
Ethics Code based on this Framework will be clear.  We have already expressed a concern to the 
IAASB regarding the effect of some of the language in the new Framework on the Auditor Report 
auditing standard, ISA 700, under development.  We urge the IAASB and the Ethics Committee to work 
together on ensuring that there is clarity and the ability for full understanding of both the new Assurance 
Framework and any resulting changes in the Ethics Code. 
 
 
Question (b) Is it appropriate that the individual responsible for the engagement quality control 
review in the audit of a listed entity be subject to the same rotation requirements as the 
engagement partner? 
 
Yes, we welcome the revision that specifies that the person responsible for engagement quality control 
review should be subject to the same auditor rotation requirements as the lead engagement partner.  
However, we are concerned that the Code’s coverage of rotation needs does not go far enough.  As we 
have commented in previous letters, the IFAC Ethics Code is now only addressing rotation of two 
individuals on an audit engagement team, at a time when numerous jurisdictions around the world have 
already instituted or proposed requirements that call for rotation of additional members of the audit 
engagement team.   The text dealing with rotation of these two individuals on an audit engagement for a 
listed company follows text that deals in general with the familiarity threat.  The juxtaposition of the 
text with general application and the text dealing with listed entity audit engagements gives the strong 
message that consideration of the need for rotation starts and ends with these two persons.  
 
The IOSCO Principles for Auditor Independence state that “standards of auditor independence should 
address specifically the need to ensure appropriate rotation of the audit engagement team such that 
senior members of a team do not remain in key decision-making positions for an extended period.”  We 
believe some reference should be made in the Code regarding needs for rotation beyond the engagement 
partner and the individual responsible for engagement quality control review. 
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Question (c) Is the effective date appropriate? 
 
As we have previously urged the Ethics Committee to carry out additional revisions to the Ethics Code 
in a comprehensive project, our view is that it does not seem desirable to make a number of small 
changes piecemeal and therefore have multiple effective dates for revisions of different portions of the 
Code. We have no objection to setting the date shown (December 31, 2005) for the changes in rotation 
requirements described, but we remain concerned that much more revision of the Code needs to take 
place on a timely basis. 
 
Concluding Comments 
 
IOSCO Standing Committee No. 1 welcomes the recent IFAC reforms in the processes for setting 
standards and urges the Ethics Committee to undertake a comprehensive review and revision of the 
Ethics Code as it applies to listed company audits, as a matter of high priority.  The Ethics Committee 
should work closely with the IAASB to address Framework issues, network firm and other key 
definitions, and all aspects of auditor independence requirements in the public interest. We also 
encourage the Ethics Committee to consult with national standards setting bodies, regulators, users of 
audits, and other organizations that are undertaking projects on independence matters or have expressed 
broad concerns about present independence requirements.  Such action would enhance the opportunities 
to improve both international standards on auditing and the Ethics Code, and could also help to 
encourage global convergence in standards. 
 
If you need additional information regarding the comments in this letter, please contact Susan Koski-
Grafer or me at (202) 942-4400. 
 
      Sincerely, 
 
 
      Scott A.Taub 
      Chairman 
      IOSCO Standing Committee No. 1  
 
CC:   EDComments@ifac.org 

Chairman, IAASB 
          Chairman, IFAC Ethics Committee 
          Chairman, IFAC 
          Technical Director, IAASB   
 
    



Mr. Jan Munro 
IFAC Ethics Committee 
545 Fifth Avenue,14th Floor 
New York, New York 10017 USA 
E-mail:EDComments@ifac.org 
 
December 6, 2004 
 
Re: “Proposed Revised Code of Ethics for Professional Accountants” 
 
Dear Mr. Munro 
 
Ｔhe Japanese Institute of Certified Public Accountants (JICPA) is pleased to 
take  
This opportunity to comment on the exposure draft entitled “Proposed 
Revised Code of Ethics for Professional Accountants.” 

 

（a）Change corresponding to International Framework for Assurance 
Engagements issued by IAASB 

 
    We consider it appropriate. However, any descriptions should be 

provided to show some examples by footnotes or in any other forms 
which will assist better understanding. 

 
（b）Change corresponding to International Standard on Quality Control 1 

issued by IAASB 
 
    We agree. 
 
（c）Effective date 
 
    We agree. However, we believe that sufficient length of time is necessary 

for preparation and dissemination. In addition, the time required for 
member bodies to change their Code of Ethics in order to conform IFAC’s 
should be taken into consideration. Therefore, we propose that additional 
two-year grace period should be provided though the effective date is to be 



set at 31 December 2005. 
Similarly, it is appropriate to consider the effective date for the 290.26 

clause in the same way. 
 
Yours faithfully, 
 
Tsuguoki Fujinuma 
Chairman ＆ President 
The Japanese Institute of Certified Public Accountants 
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Our Ref: Tech/Ethics/HFM/SM/2004/226 
 
30 November 2004 
 
Ms Jan Munro 
IFAC Ethics Committee 
545 Fifth Avenue, 14th Floor 
New York, New York 10017 USA.       
 
Dear Ms Munro, 
 
Exposure Draft of IFAC’s Proposed Revised Code of Ethics for Professional 
Accountants 
 
We are pleased to have the opportunity to comment on the recent Exposure Draft issued by 
the IFAC Ethics Committee.  
 
We would firstly like to commend the IFAC Ethics Committee on the improvements to the 
Proposed Revised Code of Ethics. The reduction of duplicated content and the improved 
structure of the Proposed Revised Code of Ethics will make it easier to read and comprehend. 
We believe that once approved, the Proposed Revised Code of Ethics will serve as the 
international benchmark of ethical standards for all professional accountants worldwide, 
whether they are in public practice, government or business. We also believe that the 
Proposed Revised Code of Ethics will serve to unify the international accountancy profession 
by setting the global standard for attitudes, values and ethics for the profession. 
 
On the specific comments raised by the IFAC Ethics Committee, we are pleased to respond as 
follows: 
 
Are the changes incorporated into the Proposed Revised Code to conform to the 
Assurance Framework (International Framework for Assurance Engagements) 
appropriate and clear? 
 
We are of the view that the changes incorporated into the Proposed Revised Code of Ethics to 
conform to the International Framework for Assurance Engagements, are appropriate and are 
to some extent, clear.  
 
However, we note that the Proposed Revised Code does not contain definitions or 
explanations about the difference between subject matter and subject matter information, nor 
about the responsible party for subject matter and subject matter information respectively. 
These terms and differentiations are not in the existing IFAC Code of Ethics and would 
therefore be relatively new concepts. To understand these terms and concepts, members of 
member bodies would need to cross reference to the International Framework for Assurance 
Engagements, for an explanation or definition of these terms.  
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We would therefore suggest that these terms be defined in the Definitions section or explained 
within the relevant paragraphs in Section 290 of the Proposed Revised Code. Of course, the 
definitions and explanations of these terms would need to be consistent with the International 
Framework for Assurance Engagements. 
 
Is it appropriate that the individual responsible for the engagement quality control 
review in the audit of a listed entity be subject to the same rotation requirements as the 
engagement partner? 
 
We note that this requirement is not expressly set out in the International Standard on Quality 
Control (ISQC) 1. This requirement is in the public interest and would be an additional 
safeguard to reduce or eliminate any threats to independence, arising from long association 
with the audit/assurance client which is a listed entity. We would however, like to caution that 
this safeguard, if implemented, may impose constraints in some jurisdictions where there are 
insufficient professional accountants in public practice with the relevant expertise and 
industry knowledge, particularly for more specialized industries, to act as the engagement 
quality control reviewing partner on a rotational basis. We would therefore urge the IFAC 
Ethics Committee to fully consider the implications arising from the implementation of this 
requirement. 
 
Is the Effective Date appropriate? 
 
We believe that the proposed Effective Date for the Proposed Revised Code, namely, 31 
December 2005, is appropriate.  
 
We however wish to highlight that this timeframe may be inadequate if there is any delay in 
the issuance of the Proposed Revised Code, which is at present expected to be approved and 
issued in February 2005. Member bodies would require time to draft the national version of 
the Revised Code of Ethics and issue the same for exposure and comments to their respective 
members and stakeholders, and thereafter, if no major amendments are required, issue the 
same. If there is any delay in the issuance of the Proposed Revised Code, the Effective Date 
should accordingly be extended. 
 
 
We trust that the above comments are of assistance to the IFAC Ethics Committee. We look 
forward to our comments being considered and adopted by the IFAC Ethics Committee. 
 
Yours faithfully, 
MALAYSIAN INSTITUTE OF ACCOUNTANTS 
 
 
 
 
 
HO FOONG MOI (MS) 
Executive Director 
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Jan Munro 
IFAC Ethics Committee 
545 Fifth Avenue 
New York 10017 
USA 
 
 
Dear Jan 
 
COMMENTS ON EXPOSURE DRAFT "PROPOSED REVISED CODE OF 
ETHICS FOR PROFESSIONAL ACCOUNTANTS" ISSUED OCTOBER 2004 
 
With reference to the "Proposed Revised Code of Ethics for Professional 
Accountants" issued October 2004 (the "Revised Code) we have identified two 
matters that we wish to bring to your attention for consideration in finalising the 
"Revised Code". 
 
Alignment with ISQC 1 
 
The "Revised Code" is proposed to be amended so that the rotation requirements, in 
respect of an audit of a listed company, that apply for the person responsible for 
engagement quality control review are the same as those that apply to the engagement 
partner.  This requirement is to be specified in paragraphs 290.153 to 290.156 of the 
"Revised Code". 
 
From our reading of ISQC 1, the rotation requirements that apply to the quality 
control reviewer are not the same as those that apply to the engagement partner - and 
with good reason.  It is possible that changes made to ISQC 1 between the exposure 
draft and the final version have been overlooked in preparing the "Revised Code". 
 
When ISQC 1 was first exposed there were a number of requirements relating to the 
engagement quality control reviewer (including a requirement for the engagement 
quality control reviewer of a listed entity to rotate off the audit for a period of 24 
months before they could assume the role as the engagement partner).  We objected to 



this requirement (presumably with a number of others) in our submission on ISQC 1.  
As a result, ISQC 1 was changed and there is now no requirement (from our reading 
of ISQC 1) for the rotation requirements that apply to the engagement partner to also 
apply to the engagement quality control reviewer. 
 
As a consequence we think the requirements set out in paragraphs 290.153 to 290.156 
of the "Revised Code" need to be reviewed to ensure they are consistent with 
paragraphs 60 to 73 of ISQC 1. 
 
References to "Subject Matter Information" and "Subject Matter" 
 
Paragraphs 290.7 to 290.10 of the "Revised Code" make references to "subject 
matter" and "subject matter information".  We understand this is to emphasise the 
independence implications of an assurance engagement (as defined in the 
"International Framework for Assurance Engagements") within the "Revised Code". 
 
In our opinion, the distinction between "subject matter" and "subject matter 
information" lacks clarity in the "Revised Code".  We consider that the terms "subject 
matter" and "subject matter information" require clarification in the "Revised Code" 
and, in doing so, there should be an explicit cross-reference to paragraphs 7 and 8 of 
the "International Framework for Assurance Engagements". 
 
 
We trust these comments are of assistance.  If you require any further information or 
assistance please do not hesitate to contact me. 
 
 
Yours sincerely 
    
 

 
Roy Glass 
Director - Quality Assurance and Auditing Policy 
Office of the Auditor-General of New Zealand  
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For the attention of Jan Munro 
IFAC Ethics Committee 
545 Fifth Avenue 
14th Floor 
New York 
NY 10017 
 
30 November 2004 
 
 
Dear Ms Munro: 
 
Proposed Revised Code of Ethics for Professional Accountants   
 
We appreciate the opportunity to comment on the proposed revisions to Independence 
Requirements of the IFAC Code of Ethics to conform to the International Framework for 
Assurance Engagements (Assurance Framework) and ISQC 1, Quality Control for Firms 
that Perform Audits and Reviews of Historical Financial Information, and Other 
Assurance Related Services Engagements (ISQC 1). This response is made on behalf of the 
PricewaterhouseCoopers network of member firms.  
 
We are supportive of the proposal that engagement quality control reviewers should be 
subject to the same rotation requirements as the engagement partner. We are also 
supportive of the changes to definitions to conform them to ISQC 1. 
 
We do, however, have concerns regarding the proposed revisions to the Code to reflect the 
new Assurance Framework. Whilst we believe that the intentions of the revised Code are 
clear with respect to financial statement audit engagements, we are not convinced that 
practitioners will necessarily understand how the Code is applied to the full range of 
assurance engagements other than financial statements audits. These shortcomings may 
well be exacerbated when the Code is translated into different languages. 
 
Greater clarity in the Assurance Framework needed 
It would appear that, to a large extent, the underlying reasons for the challenges the Ethics 
Committee faced in adapting the Code to reflect the new Assurance Framework rests in 
difficulties in interpreting the complexities and meaning of the Assurance Framework 
itself. We strongly encourage the Ethics Committee to convey to the International Auditing 
and Assurance Standards Board (IAASB) the difficulties it experienced in applying the 
definition of an assurance engagement and any other provisions of the Assurance 
Framework. Deficiencies in the Assurance Framework itself cannot be resolved through 
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the Code. The ability of the profession to comply with both International Standards for 
Assurance Engagements and independence requirements depends on having clear, 
understandable definitions and guidance that can be consistently applied in practice. It 
cannot be in the best interests of profession if the Assurance Framework and, in particular, 
the definition of an assurance engagement are so complex that it is difficult for 
professional accountants to interpret and apply them. 
 
Definition of assurance engagements 
We are concerned that the proposed revision to Section 290 of the Code eliminates the 
introductory paragraphs in existing Part 8 of the Code that defined assurance engagements 
and their attributes. We found the introductory paragraphs in the existing Code provided 
very useful context for understanding the scope of the engagements to which the 
independence requirements apply. Although it might be viewed as repetitive to repeat 
guidance that is in the Assurance Framework in the Ethics Code as both are within the 
corpus of IFAC pronouncements, we believe it is unhelpful to readers of the Code not to 
include definitions that are important to a proper understanding of the independence 
requirements. In our view, a short discussion of the definition of an assurance engagement 
and key terms, at a minimum, is vital. 
 
For example, the Code will now require a professional accountant in public practice to be 
independent of the party responsible for the subject matter information and to consider any 
threats that may be created as a result of interests in and relationships with the party 
responsible for the subject matter (if different). We agree with these requirements. 
 
However, given the importance of the terms “subject matter information” and “subject 
matter” (which may not otherwise be intuitively understood), failure to include definitions 
of them in the Code itself could result in inconsistent interpretation and application of the 
independence principles by professional accountants. 
 
We appreciate that it would be difficult to incorporate a complete description of assurance 
engagements and their attributes without having to repeat much of the detail in the 
Assurance Framework. For that reason, we suggest that the introductory paragraphs 
include only a short discussion of key terms that are important to understanding the 
provisions of the Code. Readers could then be advised that it is necessary to refer to the 
Assurance Framework to obtain a more complete understanding of assurance engagements 
and the key terms. 
 
Direct reporting engagements 
We are concerned that the Ethics Committee is not proposing to provide specific guidance 
on independence issues that may arise in relation to “direct reporting” engagements.  
Direct reporting engagements now seem to be an important feature of the Assurance 
Framework and we believe that there may be confusion regarding independence 
considerations when the professional accountant reports directly on the subject matter. To 
ensure consistency in the application of the principles of the Code to these types of 
engagements, we believe that the Code should include practical guidance. For example, we 
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believe that guidance is needed on how the requirement that the professional accountant be 
independent of the party responsible for the subject matter information can be met or 
addressed in the context of a direct reporting engagement. Examples may be helpful. 
 
The Ethics Committee may need clarification on the intent of the Assurance Framework 
before it can develop such guidance. We strongly encourage the Ethics Committee to seek 
that clarification from IAASB, which we expect will result in revisions being necessary to 
the Assurance Framework to ensure it is clear, understandable and capable of consistent 
interpretation. 
 
 
We would be happy to discuss our views further with you.  If you have any questions 
regarding this letter, please contact Diana Hillier (+44 207 804 0472) or Andrew Pinkney 
(+44 207 804 2852). 
 
Yours faithfully, 
 
PricewaterhouseCoopers LLP 
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