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PROPOSED SECTION 225
(COMPLETE MARK-UP FROM JANUARY 2015 IESBA MEETING)

Responding to Non-Compliance or Suspected Non-Compliance with Laws and
Regulations

Purpose

225.23

225.32

providing a professmnal service to a client, a professional accountant in public practlce may come
across —Sueh-non-compliance_or suspected non-compliance with laws and requlations.: The
purpose of this section is to guide the professional accountant in assessing the implications of
such non-compliance and the possible courses of action in responding to it.

For-the-purposes-of-this-section,-nNon-compliance with laws and regulations comprises acts of

omission or commission, intentional or unintentional, committed by a client, or by those charged
with governance, management or employees of a client WhICh are contrary to the prevailing laws
or regulations. W
A distinguishing mark of the accountancy profession is its acceptance of the responsibility to act
in the public interest.-tr-acting-in-the-public-interestin-these-cireumstances When responding to
non-compliance or suspected non-compliance with laws and reqgulations, the objectives of the
professional accountant are:

(a) To comply with the fundamental principles of integrity and professional behavior;

(b)  Through alerting management or, where appropriate, those charged with governance of
the client, to seek to:

0] Have them rectify, remediate or mitigate the consequences of the identified or
suspected non-compliance; or

(i)  Deter the commission of the non-compliance where it may-be-aboutte-has not yet
occurred; and

(c) To take any-such further action that-as may be needed to-serve-in the public interest.
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225.234 he conceptof the pub ntere notcapable of general definitionEach situation heeds to b
considered individually taking into-accountWhat constitutes the public interest will depend on:
(a) The facts and circumstances of the non-compliance or suspected non-compliance;: and
(b) The nature and extent of the immediate or ongoing consequences er—petential
conseguences-to the client, investors, creditors, employees-and or the wider public.
Scope
225.54  This section addresses:
(a) Laws and regulations generally recognized to have a direct effect on the determination of
material amounts and disclosures in the client’s financial statements; and
(b)  Other laws and regulations that do not have a direct effect on the determination of the
amounts and disclosures in the client’s financial statements, but compliance with which may
be fundamental to the operating aspects of the client’'s business, to its ability to continue its
business, or to avoid material penalties.
225.65
TFhese-includeforeExamples of laws and regulations which this section addresses include those
that deal with:
° Fraud, corruption and bribery.
° Laws-againstmMoney laundering, terrorist financing; and proceeds of crimecerruption-and
bribery.
° Securities markets and trading.
. The provision of banking and other financial products and services.
° Provisions for tax and pension payments and liabilities.
. Environmental protectionregulations-in-the-chemicaland-extractive-industries.
. Public Hhealth and safety—regulations—in—the agricultural—pharmaceuticalandfood
o Product safety regulations.
225.7 Non-compliance with those tweo-categories-ef-laws and regulations may result in fines, litigation

or other consequences for the client that may have a material effect on its financial statements.
Importantly, such non-compliance may have wider public interest implications in terms of
potentially substantial harm to the client, investors, creditors, employees or the wider public.
Examples ef such-non-compliance-include the perpetration of a majerfraud resulting in significant
financial losses to investors, and serious—breaches of environmental laws and regulations
endangering the health or safety of employees or the public.
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225.87 This section does not address:

(a) Matters that are clearly inconsequential-A-matter-is—clearly-inconsegquential-when-it-is
clearly-trivial-or-of-ittle-to-no-consequence, whetherjudged by their nature efthe-matter

or-its-and their impact, financial or otherwise, on the client, its stakeholders or the wider

public;
(b) Personal misconduct unrelated to the business activities of the client; and
(c) Non-compliance with laws and regulations net-committed by persons other than the

client,—er-by those charged with governance, management or employees of the client.
The professional accountant may nevertheless find the guidance in this section helpful
in considering how to respond in these situations.

Responsibilities of the Client’s-ts Management and Those Charged with Governance

225.98 Itis the responsibility of the client’s-erits management, with the oversight of those charged with
governance, to ensure that the client’s business activities are conducted in accordance with laws
and regulations. It is also the responsibility of the-elient,-its-management and those charged with
governance to identify and address any non-compliance with laws and regulations by the client
or by those charged with governance, management or employees of the client.

Responsibilities of Professional Accountants Performing Audits of Financial Statements

Complying with Applicable Laws and Regulations

225.109 In some jurisdictions, there are legal or regulatory provisions governing how professional
accountants should address non-compliance or suspected non-compliance with laws and
regulations-is-te-be-addressed. H-so-tThe professional accountant shall obtain an understanding
of those provisions and comply with them, including with-respect-to-any prohibitions on alerting
(“tipping-off”) the client prior to making any disclosure, for example, pursuant to anti-money
laundering legislation.

Obtaining an Understanding of the Matter

225.110 If, in the course of performing an audit of financial statements—ferthe-client, the professional
accountant becomes aware of information concerning an instance of non-compliance or
suspected non-compliance with laws and regulations, the professional accountant shall seek-te
obtain an understanding of the matter, including:

. The nature of the act and the circumstances in which it has been or may be committed-er
may-be-about to-be committed; and
. The application of the relevant laws and regulations to the circumstances.
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If the professional accountant suspects that non-compliance with laws and regulations has
oceurred-been or may be-abeut-to-eccur committed, the professional accountant shall discuss
the matter with the appropriate level of management and, where appropriate, those charged with
governance.

Such discussion serves to clarify the professional accountant’s understanding of the facts and
circumstances relevant to the matter and its potential consequences. The information conveyed
by the professional accountant may prompt management or those charged with governance to
duly investigate the matter.

The professional accountant is expected to apply knowledge, judgment and expertise, but is not
expected to have detailed knowledge of laws and regulations beyond that which is required for
the audit. Whether an act constitutes actual non-compliance is ultimately a matter for legal
determination by a court of law. Depending on the nature and significance of the matter, the
professional accountant may consult on a confidential basis with others within the firm, a network
firm, a relevant professional body, or legal counsel.

Fhe-determination-of-which-level-of-managementis-tThe appropriate level of management with

whom to discuss the matter is a question of professional judgment. Relevant factors to consider
include:

. The nature and circumstances of the matter.

. The eireumstances-and-individuals actually or potentially involved.

. The likelihood of collusion.

. The potential consequences of the matter.

. Whether that level of management is able to investigate the matter and take appropriate
action.

The appropriate level of management is generally at least one level above the person or persons
who-appearto-be-involved or potentially involved in the matter. If the professional accountant
believes that management is involved in the non-compliance or suspected non-compliance, the
professional accountant shall discuss the matter with those charged with governance. The
professional accountant may also consider discussing the matter with internal auditors, where

applicable. In the context of a group—audit—engagement, the appropriate level may be
management at an entity that controls the client.

The professional accountant is encouraged to obtain legal advice }if:

(@) No higher level of authority exists;

(b)  The professional accountant is unsure as to the person te-with whom to-repert discuss the
matter;

(c) Insufficient information is obtained to satisfy the professional accountant that the client is in
compliance with laws and regulations; or

(d) Management or those charged with governance dispute—thefacts—er—disagree with the
professional accountant’s assessment of the situation, including the potential consequences of

the matter.;
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Addressing the Matter with Management and Those Charged with Governance

225.187

If management and, where appropriate, those charged with governance agree that there-is
credible—evidence-that-the-non-compliance has eecurred-been or may be committedabeut-to

i i, the professional accountant shall seek-te
prompt them to take appropriate and timely actions, if they have not already done so, to:

(a) Rectify, remediate or mitigate the consequences of the non-compliance—where—it-has
cosin]

(b)  Deter the commission of the non-compliance where it may-be-abeutto-has not yet occurred;
or

(c) Disclose the matter to an appropriate authority where required by law or regulation or
where considered necessary in the public interest.

225.20

The professional accountant shall consider whether the client’'s—its management and those
charged with governance understand their legal or regulatory responsibilities with respect to the
matter. If not, the professional accountant may suggest appropriate sources of information or

recommend that they obtain legal advice.
The professional accountant shall comply with applicable:

(@) Laws and regulations, including legal or regulatory provisions governing the reporting of
non-compliance or suspected non-compliance with laws and regulations to an appropriate
authority. In this regard, some laws and regulations may stipulate a period within which
reports are to be made; and

(b)  Requirements under professional standards, including_those relating to:

. Communication with those charged with governance.
. Communication with the group engagement team in the case of a group audit.
. Consideration of the implications of the matter for the auditor’s report, including

disclosure in the report.

Determining Whether Further Action is Needed

225.21

The professional accountant shall determine if further action is needed to:{a)— Aachieve the
professional accountant’s objectives under this section.;-and

Agenda Item 2-C
Page 5 of 21



NOCLAR - Draft S225 and 360 (Complete Mark-Up from January 2015 IESBA Meeting)
IESBA Meeting (April 2015)

225.224 Whether further action is needed, and Fthe nature and extent of it, further-action-needed-will
depend on various factors, including:

° The legal and requlatory framework.

. The appropriateness and timeliness of the response of management and, where
applicable, those charged with governance.

. The urgency of the matter.

. The pervasiveness of the matter throughout the client.

o Whetherthe appropriateness-of suchresponse can-be-assessed-:

. Whether the-circumstances—of-the-non-compliance—o uspected—non-compliance—have

caused-the professional accountant re-lengercontinues to have confidence in the integrity
of management and, where applicable, those charged with governance.

. Whether there is credible evidence of actual or potential substantial harm to the interests

of the entity, investors, creditors, employees or the wider public. An act that causes
substantial harm is one that results in immediate or ongoing serious adverse
consequences to any of these parties in financial or non-financial terms.

225.235 Relevant factors to consider in judging the appropriateness of the response of management and
those charged with governance include whether:

. The non-compliance or suspected non-compliance has been adequately investigated.

. Action has been, or is being, taken to rectify, remediate or mitigate the consequences of
the-any non-compliance-if-it-has-occurred.

. Action has been, or is being, taken to deter the commission of the-any non-compliance
where it may-be-abeutte-has not yet occurred.

. Appropriate steps have been, or are being, taken to reduce the risk of re-occurrence, for
example, additional controls or training.

. The non-compliance or suspected non-compliance has been disclosed to an appropriate
authority where appropriate and, if so, whether the disclosure appears adequate.
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225.246 Examples of circumstances that may cause the professional accountant no longer to have
confidence in the integrity of management and, where applicable, those charged with governance
include situations where:

. The professional accountant suspects or has evidence of their involvement or intended
involvement in the-any non-compliance.

. The professional accountant is aware that they have knowledge of such non-compliance
and, contrary to legal or regulatory requirements-erthe-public-interest, have not reported,
or authorized management-to-reporting of, the matter to an appropriate authority within a
reasonable period.

225.252 Further action wi

ad-may include-ene-er-more

J inthe-absence-of-alegal-erregulateryrequirementto-do-se-dDisclosing the matter to an

appropriate authority notwithstanding that there is no legal or requlatory requirement to do
so-to-the-extentthe professional-accountantreasonably-believes necessary.

. Withdrawing from the engagement and the professional relationship where permitted by
law or regulation.

225.2692 In determining the nature and extent of further action needed, the professional accountant shall
exercise professional judgment and take into account whether a reasonable and informed third
party, weighing all the specific facts and circumstances available to the professional accountant
at the time, would be likely to conclude that the professional accountant has acted appropriately
in servifg-the public interest.

225.2731 As consideration of the matter may involve complex analysis and judgments, Fthe professional
accountant shal-may consider seeking-obtaining legal advice to understand the professional
accountant’s options and the professional or legal implications of taking any particular course of
action. The professional accountant may also consider consulting on a confidential basis with a
regulator or relevant professional body.

Determining Whether to Disclose the Matter to an Appropriate Authority

225.287 In determining whether to disclose the matter to an appropriate authority, relevant factors to
consider include:

° The nature and extent of the actual or potential harm to the interests of the entity, investors,
creditors, employees or the wider public. For example:

o Whether the matter could threaten the client’s ability to operate.

o] If the client is listed on a securities exchange, whether the matter could adversely
impact the fair and orderly market in the client’s securities or pose a systemic risk to
the financial markets.

o Whether products that could be harmful to public health or safety would be likely to
be sold by the entity.
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. Fhe-Whether there existsence ef-robust and credible protection from civil, criminal or
professional liability or retaliation afforded by legislation or regulation, such as under
whistle-blowing legislation or regulation.

o Whether there are actual or potential Fthreats to the physical safety of the professional
accountant or other individuals.

WhetherdDisclosure would be precluded if it would be contrary to law or requlation.

225.29  The appropriate authority to-which-to-disclose the-matterwill depend on the nature of the matter,
for example, a securities regulator in the case of fraudulent financial reporting or an
environmental protection agency in the case of a breach of environmental laws and regulations.

225.3028 If the professional accountant decides te-that disclosure of the matter to an appropriate authority
insuch-a-situyation would be an appropriate course of action in the circumstances, this would not
be considered a breach of the duty of confidentiality under Section 140 of this Code. When
making such disclosure, the professional accountant shall act in good faith and exercise caution
when making statements and assertions. The professional accountant shall also consider
whether it is appropriate to inform the client of the professional accountant’s intentions before
disclosing the matter.

Withdrawal from the Engagement and the Professional Relationship

225.310 Where the professional accountant determines that withdrawing from the engagement and the
professional relationship would be appropriate, doing so would not be a substitute for taking other
actions that may be needed to achieve the professional accountant’s objectives under this section
and-to-serve-thepublicinterest. In some jurisdictions, however, there may be limitations as to the
further actions available to the professional accountant and withdrawal may be the only available
course of action. When withdrawing from the professional relationship, the professional
accountant shall comply with the requirements of section 210.

Documentation

225.3244 International Standards on Auditing (ISAs) require a professional accountant performing an audit
of financial statements to:

o doecument-Prepare documentation sufficient to enable an understanding of significant
matters arising during the audit, the conclusions reached thereon, and significant
professional judgments made in reaching those conclusions-;

) TFhey-alsorequire-theprofessienal-accountant-te-dDocument discussions of significant

matters with management, those charged with governance, and others, including the
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nature of the significant matters discussed and when and with whom the discussions took
place;- and

. Include in the documentation identified or suspected non-compliance with laws and
regulations, and the results of discussion with management and, where applicable, those
charged with governance and other parties outside the entity.

Where the professional accountant judges identified or suspected non-compliance with laws and

requlations to be a significant matter, the professional accountant shall, in addition to complying
with the documentation requirements under the ISAs, document:

° How management and, where applicable, those charged with governance have responded
to the matter.

° The courses of action the professional accountant considered, the judgments made and
the decisions that were taken, having regard to the reasonable and informed third party
perspective.

° How the professional accountant is satisfied that the professional accountant’s objectives

under this section have been met.

Responsibilities of Professional Accountants in Public Practice Providing Professional Services

Other Than Audits of Financial Statements

Complying with Applicable Laws and Regulations

225.34

In_some jurisdictions, there are legal or requlatory provisions governing how professional

accountants should address non-compliance or suspected non-compliance with laws and
requlations. The professional accountant shall obtain an understanding of those provisions and
comply with them, including any prohibitions on alerting (“tipping-off”) the client prior to making
any disclosure, for example, pursuant to anti-money laundering legislation.

Obtaining an Understanding of the Matter and Addressing It with Management and Those Charged with

Governance

225.352

225.363

225.374

If, in the course of providing a professional service to a client or when acting for the client, the
professional accountant becomes aware of information concerning an instance of non-
compliance or suspected non-compliance with laws and regulations, the professional accountant
shall seek to obtain an understanding of the matter, including:

. The nature of the act and the circumstances in which it has been committed or may be
about to be committed; and

. The application of the relevant laws and regulations to the circumstances.

If the professional accountant suspects that non-compliance with laws and regulations has been
oceurred-or may be-abeut-to-eceur committed, the professional accountant shall discuss the
matter with the appropriate level of management and, if the professional accountant has access
to them_and where appropriate, those charged with governance.

Such discussion serves to clarify the professional accountant’s understanding of the facts and
circumstances relevant to the matter and its potential consequences. The information conveyed
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by the professional accountant may prompt management or those charged with governance to
duly investigate the matter.

The professional accountant is expected to apply knowledge, judgment and expertise, but is not
expected to have detailed knowledge of laws and regulations beyond that which is required for
the professional service for which the accountant was engaged. Whether an act constitutes
actual non-compliance is ultimately a matter for legal determination by a court of law. Depending
on the nature and significance of the matter, the professional accountant may consult_on a
confidential basis with others within the firm, a network firm, a relevant professional body, or legal
counsel.

The determination-ofwhich-appropriate level of management te-inform-with whom to discuss the
matter is a question of professional judgment. Relevant factors to consider include:

. The nature and circumstances of the matter.

. The eireumstances-and-individuals actually or potentially involved.

. The likelihood of collusion.

. The potential consequences of the matter.

. Whether that level of management is able to investigate the matter and take appropriate
action.

225.4037 If the professional accountant is performing a non-audit service for an audit client of the firm-era

225.41

network-firm, the professional accountant shall communicate the matter within the firm. This is to
enable eensdepwhethept&mfemfkthe engagement partner for the audit abeuﬁheqcnattei%ueh

theuma%ter—and—enabi&to be informed about it and to ardetermmeanen te—b&madea&terhow the

matter-it should be addressed in accordance with the provisions of this section.

If the professional accountant is performing a non-audit service for an audit client of a network

firm, the professional accountant shall consider whether to communicate the matter to the
network firm so as to enable the engagement partner for the audit to be informed about it.

Determining Whether Further Action is Needed

225.420

225.439

The professional accountant shall also consider whether further action is needed beyend

consideration-of the professional accountant's-association with-the client to: (a) Aachieve  the

professional accountant’s objectives under this section.;-and

Whether the ;
extentoffurther action required-is needed, and the nature and extent of it, WI|| depend on factors
such as:

° The legal and requlatory framework.

. The appropriateness and timeliness of the response of management er—and, where
applicable, those charged with governance-te-the-matter.

. The urgency of the matter.
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. The involvement of management or those charged with governance in the matter.

. The likelihood of substantial harm to the interests of the client, investors, creditors,
employees or the wider public-in-beth-financial-and-nen-financial-terms.

Further action may include:

. If the client is not an audit client of the firm or a network firm, disclosing the matter to the
external auditor, if any.

. in-the-absence-of a-legal-orregulatory requirement-to-do-so-dDisclosing the matter to an
appropriate authority—to—the—extent-the professionalaccountant-reasonablybelieves

necessary notwithstanding that there is no legal or requlatory requirement to do so.

In considering Wwhether to infermation-can-be-disclosed outside the entity-client, depends-on
variedus-relevant factors; to take into account includeing:

. Whether doing so would be contrary to law or regulation.

. Whether the terms or nature of the engagement preclude disclosure of information about
the client to third parties, such as when there is legal privilege or similar (for example,
where the professional accountant is engaged by a Iaw firm to conduct m4h&eas&eia

. Whether there are restrictions about disclosure imposed by a regulatory agency or
prosecutor (for example, to avoid tipping-off) in an ongoing investigation into the non-
compliance or suspected non-compliance.

If the professional accountant decides te-that disclosure of the matter to an appropriate authority
ir-sueha-situation_ would be an appropriate course of action in the circumstances, this would not
be considered a breach of the duty of confidentiality under_Section 140 of this Code. When
making such disclosure, the professional accountant shall act in good faith and exercise caution
when making statements and assertions. The professional accountant shall also consider
whether it is appropriate to inform the client of the professional accountant’s intentions before
disclosing the matter.

The professional accountant may consider obtaining legal advice to understand the professional

or legal implications of taking any particular course of action. The professional accountant may
also consider consulting on a confidential basis with a requlator or relevant professional body.

Considering Whether to Remain Associated with the Client

225.348

To comply with the fundamental principles of integrity and professional behavior, the professional
accountant shall consider whether the professional accountant can remain associated with the
client.
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Documentation

225495 ln—the—cosce ol prolessional servicesolherthanondis ol Hnonelal stolements—\Where (he
professional accountant judges identified or suspected non-compliance with laws and requlations

to be a significant matter, the professional accountant is encouraged to document: the-nature

° The matter.

° The results of discussion with management and, where applicable, those charged with
governance and other parties.

How management and, where applicable, those charged with governance have responded
to the matter.

The courses of action the professional accountant considered, the judgments made and
the decisions that were taken.

How the professional accountant is satisfied that the professional accountant’s objectives
under this section have been met.
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PROPOSED SECTION 360
(COMPLETE MARK-UP JANUARY 2015 IESBA MEETING)

Responding to Non-Compliance or Suspected Non-Compliance with Laws and
Regulations

Purpose

360.32

360.32

360.418

A A ; ; iln the course of carrying out
their employment responsibilities, a professional accountant in business may come across non-

compliance or suspected non-compliance with laws and regulations.-Sueh-nen-compliance:{(a)

Mayv-have been committed-orm be-abo o bhe committed bv the nrofe on ountan

aYaalalla Na-oraan ‘alalWaldlla nose a' agead-\With-aovernance—manacdementoremnplovee 'a ne
O g-o+ga o o+ C CAZAZER oo C aHad o oHO O

employing-erganization;-and_The purpose of this section is to guide the professional accountant
in_assessing the implications of such non-compliance and the possible courses of action in

responding to it.

For-the-purposes-of-this-section,-nNon-compliance with laws and regulations comprises acts of

omission or commission, intentional or unintentional, committed by an—the professional
accountant’s employing organization; or by those charged with governance, management or
employees of an-the employing organization which are contrary to the prevailing laws or
regu]ations_ WMhothar an act ~ranctitiitac actual nan ~camnlianeca ic ultimatahy o mattar far lanqgl

A distinguishing mark of the accountancy profession is its acceptance of the responsibility to act

in the public interest. In-acting-inthe-public-interestin-thesecircumstancesWhen responding to

non-compliance or suspected non-compliance with laws and reqgulations, the objectives of the
professional accountant are:

(@) To comply with the fundamental principles of integrity and professional behavior;

(b)  Through alerting management or, where appropriate, those charged with governance of
the employing organization, to seek to:

® Have them rectify, remediate or mitigate the consequences of the identified or
suspected non-compliance; or

(i)  Deter the commission of the non-compliance where it may-be-aboutte-has not yet
occurred; and

(c) To take any-such further action that-as may be needed to-serve-in the public interest.

consideredindividually taking-into-aceountWhat constitutes the public interest will depend on:
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(a) _ The facts and circumstances of the non-compliance or suspected non-compliance-; and

(b) The nature and extent of the immediate or ongoing conseguences —or—potential
conseguences—to—shareholders the employing organization, investors, creditors
employees and-or the wider public.

This section addresses:

(@) Laws and regulations generally recognized to have a direct effect on the determination of
material amounts and disclosures in the employing organization’s financial statements; and

(b)  Other laws and regulations that do not have a direct effect on the determination of the
amounts and disclosures in the employing organization’s financial statements, but
compliance with which may be fundamental to the operating aspects of the employing
organization’s business, to its ability to continue its business, or to avoid material penalties.

not-have-a direct-effect-on-its financial statements. These-include, for eExamples of laws and
regulations which this section addresses include those that deal with:

° Fraud, corruption and bribery.

. Laws-againstmMoney laundering, terrorist financing; and proceeds of crimeeerruption-and
bribery.

° Securities markets and trading.

° The provision of financial products and services.

) Provisions for tax and pension payments and liabilities.

. Environmental_protection+regulations-in-the-chemical-and extractive-industries.

. Public Hhealth and safety—regulations—in—the agricultural—pharmaceuticalandfood
o Product safety regulations.

Non-compliance with those twe-categories-ef-laws and regulations may result in fines, litigation
or other consequences for the employing organization that may have a material effect on its
financial statements. Importantly, such non-compliance may have wider public interest
implications in terms of potentially substantial harm to the—client_employing organization,
investors, creditors, employees or the wider public. Examples ef such-non-compliance-include
the perpetration of a majerfraud resulting in significant financial losses to investorsthe-employing

organization’'s—shareholders, and serious—breaches of environmental laws and regulations
endangering the health or safety of employees or the public.
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This section does not address:

(&) Matters that are clearly inconsequential—A-matter-is—clearly-inconsequential-when-it-is
clearly-trivial-or-otittle-to-no-consequence, whetherjudged by their nature ef-the-matteror

its-and their impact, financial or otherwise, on the employing organization, its stakeholders
or the wider public; and

(b)  Personal misconduct unrelated to the business activities of the employing organization;
and

(c)  Non-compliance with laws and regulations committed by persons other than the employing
organization or those charged with governance, management or _employees of the
employing organization. The professional accountant may nevertheless find the guidance
in this section helpful in considering how to respond in these situations.

Responsibilities of the Employing Organization’s and-tts-Management and Those Charged with
Governance

360.98

It is the responsibility of the employing organization’s and-its-management, with the oversight of
those charged with governance, to ensure that the employing organization’s business activities
are conducted in accordance with laws and regulations. It is also the responsibility of the
employing-organization—its-management and those charged with governance to identify and
address any non-compliance with laws and regulations by the employing organization or by those
charged with governance, management or employees of the employing organization.

Responsibilities of Professional Accountants in Business

360.109

360.110

In some jurisdictions, there are legal or regulatory provisions governing how professional
accountants should address non-compliance or suspected non-compliance with laws and
regulations-is-te-be-addressed. H-so-tThe professional accountant shall obtain an understanding
of those provisions and comply with them.

Many employing organizations have established protocols and procedures (for example, an
ethics policy) regarding how non-compliance or suspected non-compliance with laws and
regulations by the employing organization should be raised internally. Such protocols and
procedures may allow for matters to be reported anonymously through designated channels. If
these protocols and procedures exist within the professional accountant’'s employing
organization, the professional accountant shall consider them in determining how to respond to
the matter.

Responsibilities of Senior Professional Accountants in Business

360.121

Senior professional accountants in business are directors, officers or senior employees able to

exert S|gn|f|cant mfluence over, and make deC|S|ons regardmg m&mese%aneneﬁtheempleymg

lawsand#egulaﬁens the acquisition, deployment and control of the emploqu organization’s

human, financial, technological, physical and intangible resources. Because of their roles,
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positions and spheres of influence within the employing organization, there is a greater
expectation for them to take whatever action is appropriate in the public interest to respond to
non-compliance or suspected non-compliance with laws and regulations than other professional
accountants within the employing organization.

Paragraphs 360.14-29 apply to senior professional accountants in business.

Obtaining an Understanding of the Matter

360.142

360.153

If, in the course of carrying out employment responsibilities, a senier-professional accountant
becomes aware of information concerning an instance of non-compliance or suspected non-
compliance with laws and regulations, the professional accountant shall take-steps-te-obtain an
understanding of the matter, including:

. The nature of the act and the circumstances in which it has been cemmitted-or may be
abeutte-be-committed;

. The application of the relevant laws and regulations to the circumstances; and

. The potential consequences to the employing organization,—sharehelders_investors,

creditors, employees or the wider public.

The professional accountant is expected to apply knowledge, judgment and expertise, but is not
expected to have detailed knowledge of laws and regulations beyond that which is required for
the—professional-activity-the professional accountant’s role within the employing organizationis
undertaking. Whether an act constitutes actual non-compliance is ultimately a matter for legal
determination by a court of law. Depending on the nature and significance of the matter, the
professional accountant may cause, or take appropriate steps to cause, the matter to be
investigated internally. The professional accountant may also consult on a confidential basis with
others within the employing organization, a relevant professional body or legal counsel.

Addressing the Matter

360.164

360.17

If the-professional-accountant-has-credible-evidence-thatthe-non-compliance has eccurred-been
or may be commlttedabeuH&%eMWm&hkd%eause@epmmmma%eaasesubsmm

mde#pubhe the professional accountant shall —éa)— Ssubject to paragraph 360.110, discuss
the matter with the professional accountant’s immediate superior, if any, to enable a
determination to be made as to how the matter should be addressed.—and If the professional

accountant’s immediate superior appears to be involved in the matter, the professional
accountant shall discuss the matter with the next higher level of authority within the employing
organization. The professional accountant may also discuss how the matter should be addressed
with one or more senior colleagues.

{b}—The professional accountant shall also Ftake appropriate steps to:

(ia) Have the matter communicated with those charged with governance to obtain their
concurrence regarding appropriate actions to take to respond to the matter and to enable
them to fulfill their responsibilities;
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(ib) Comply with applicable laws and regulations, including legal or regulatory provisions
governing the reporting of non-compliance or suspected non-compliance with laws and
regulations to an appropriate authority;

(#c) Have the consequences of the non-compliance or suspected non-compliance rectified,
remediated or mitigated-where-it-has-oceurred,;

(vd) Reduce the risk of re-occurrence; and

(ve) Seek to deter the commission of the non-compliance if it is-abeutte-has not yet occurred.;
and

360.18¢4) The professional accountant shall disclose Have-the matter diselosed-to the employing
organization’s external auditor, if any, pursuant to the professional accountant’s duty or legal
obligation to provide all information and explanations necessary to enable the auditor to

determine-appropriate-actions-in-the context of the-external perform the audit.

Determining Whether Further Action is Needed

360.196 The professional accountant shall determine if further action is needed to: {a)—Aachieve  the
professional accountant’s objectives under this section.;-and

360.2049 Whether further action is needed, and Fthe nature and extent of it, further-action-needed-will

depend on various factors, including:

. The legal and requlatory framework.

. The appropriateness and timeliness of the response of_the professional accountant’s
superior, if any, and those charged with governance.

. The urgency of the matter.

o The pervasiveness of the matter throughout the employing organization.
—hothorthonesresrnionoes et ouehrnosenccena-bo nosonend,

° Whether Re freumstance O Ae—OA ompliance—o buSpectea—hon ompliance—have

caused-the professional accountant re-lengercontinues to have confidence in the integrity
of the professional accountant’s superiors and those charged with governance.

° Whether the non-compliance or suspected non-compliance is likely to recur.
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° Whether there is credible evidence of actual or potential substantial harm to the interests

of the employing organization, investors, creditors, employees or the wider public. An act
that causes substantial harm is one that results in immediate or ongoing serious adverse
consequences to any of these parties in financial or non-financial terms.

360.2190 Relevant factors to consider in judging the appropriateness of the response of the professional
accountant’s immediate superior, if any, and those charged with governance include whether:

. Fhose—charged—with—governance—They have authorized,—or—refused—to—authorize;
appropriate action to be taken to seek to rectify, remediate or mitigate the consequences

of the non-compliance-if-it-has-eceurred, or to avert the non-compliance if it may-be-about
te-has not yet occurred.

. The matter has been disclosed to an appropriate authority where appropriate and, if so,
whether the disclosure appears adequate.

360.222 Examples of circumstances that may cause the professional accountant no longer to have
confidence in the integrity of those charged with governance include situations where:

. The professional accountant suspects or has evidence of their involvement or intended
involvement in the-any non-compliance.

. Contrary to legal or regulatory requirements-er-the-public-interest, they have not reported
the matter, or authorized the matter to be reported, to an appropriate authority within a
reasonable period.

360.1723 Further action wi
of the following:
. Informing the parent entity of the matter if the employing organization is a cempenentwithin
member of a group.

. in-the-absence-of-a-legal-orregulatoryrequirement-to-do-se—dDisclosing the matter to an
appropriate authority—te—the—extent-the—professional-accountantreasonably believes

neeessary notwithstanding that there is no legal or reqgulatory requirement to do so.

rd-may include-ene-er-more

. Resigning from the employing organization.

360.24 In determining the nature and extent of any further action needed, the professional accountant
shall exercise professional judgment and take into account whether a reasonable and informed
third party, weighing all the specific facts and circumstances available to the professional
accountant at the time, would be likely to conclude that the professional accountant has acted
appropriately in serving-the public interest.

360.256 As consideration of the matter may involve complex analysis and judgments, Fthe professional
accountant shalk-may consider seeking-obtaining legal advice to understand the professional
accountant’s options and the professional or legal implications of taking any particular course of
action. The professional accountant may also consider consulting on a confidential basis with a
reqgulator or relevant professional body.
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Determining Whether to Disclose the Matter to an Appropriate Authority

360.262 In determining whether to disclose the matter to an appropriate authority, relevant factors to
consider include:

° The nature and extent of the actual or potential harm to the interests of the employing
organization, investors, creditors, employees or the wider public. For example:

o] Whether the matter could threaten the employing organization’s ability to operate.

o) If the employing organization is listed on a securities exchange, whether the matter
could adversely impact the fair and orderly market in the employing organization’s
securities or pose a systemic risk to the financial markets.

o) Whether products that could be harmful to public health or safety would be likely to
be sold by the employing organization.

[ )

[ ]

. Fhe-Whether there existsence of-robust and credible protection from civil, criminal or
professional liability or retaliation afforded by legislation or regulation, such as under
whistle blowing legislation or regulation.

° Whether there are actual or potential Fthreats to the physical safety of the professional
accountant or other individuals.

WhetherdDisclosure would be precluded if it would be contrary to law or regulation.

360.27 The appropriate authority to-whichto-disclosethe-matter-will depend upon the nature of the
matter, for example, a securities regulator in the case of fraudulent financial reporting or an
environmental protection agency in the case of a breach of environmental laws and regulations.

360.283 If the professional accountant decides te-that disclosure of the matter to an appropriate authority

insuch-a-situation would be an appropriate course of action in the circumstances, this would not
be considered a breach of the duty of confidentiality under Section 140 of this Code. When
making such disclosure, the professional accountant shall act in good faith and exercise caution
when making statements and assertions.

Resigning from the Employing Organization

360.295

Where the professional accountant determines that resigning from the employing organization
would be appropriate, doing so would not be a substitute for taking other actions that may be
needed to achieve the professional accountant’s objectives under this section-and-to-serve-the
public-interest. In some jurisdictions, however, there may be limitations as to the further actions
available to the professional accountant and resignation may be the only available course of
action.
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Responsibilities of Other Professional Accountants in Business

360.30

Paragraphs 360.31-34 apply to professional accountants in business other than those who meet

the description of a senior professional accountant in business in paragraph 360.12 above.

360.3127 If, in the course of carrying out employment responsibilities, a professional accountant becomes

aware of information concerning an instance of non-compliance or suspected non-compliance
with laws and regulations, the professional accountant shall seek to obtain an understanding of
the matter, including:

. The nature of the act and the circumstances in which it has been cemmitted-or may be
abeutte-be-committed; and

. The application of the relevant laws and regulations to the circumstances.

360.2832 The professional accountant is expected to apply knowledge, judgment and expertise, but is not

expected to have detailed knowledge of laws and regulations beyond that which is required for
theprofessional-activity-the professional accountant’s role within the employing organizationis
undertaking. Whether an act constitutes actual non-compliance is ultimately a matter for legal
determination by a court of law. Depending on the nature and significance of the matter, the
professional accountant may consult on a confidential basis with others within the employing
organization, a relevant professional body or legal counsel.

360.3329 If the professional accountant suspects that non-compliance with laws and regulations has

360.34

oceurred-been or may be-aboutto-occur committed, the professional accountant shall, subject to
paragraph 360.110, inform an immediate superior to enable the superior to take appropriate
action._If the professional accountant’s immediate superior appears to be involved in the matter,
the professional accountant shall inform the next higher level of authority within the employing

organization.

In_exceptional circumstances, the professional accountant may decide that disclosure of the

matter to an appropriate authority would be an appropriate course of action. If the professional
accountant were to do so pursuant to paragraph 360.26, this would not be considered a breach
of the duty of confidentiality under Section 140 of this Code. When making such disclosure, the
professional accountant shall act in good faith and exercise caution when making statements
and assertions.

Documentation

360.350 Regardless of the level of seniority of the professional accountant in business within the

employing organization, where the professional accountant judges identified or suspected non-
compliance with laws and regulations to be a significant matter, Fthe professional accountant is
encouraged to document: the-nature-and-substance-of the-matter, the details-of discussions-held;

° The matter.

° The results of discussion with management and, where applicable, those charged with
governance and other parties.
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° How management and, where applicable, those charged with governance have responded
to the matter.

° The courses of action the professional accountant considered, the judgments made and
the decisions that were taken.

° How the professional accountant is satisfied that the professional accountant’s objectives
under this section have been met.
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