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Commenting on this Exposure Draft
Comments on this Exposure Draft should be forwarded so as to arrive by XX XXXX 2010.
Comments should be addressed to:

The Chairperson

Accounting Professional & Ethical Standards Board Limited
Level 7, 600 Bourke Street

MELBOURNE VIC 3000

AUSTRALIA

E-mail: sub@apesb.org.au

A copy of all submissions will be placed on public record on the APESB website: www.apesb.org.au.
Obtaining a copy of this Exposure Draft

This Exposure Draft is available on the APESB website: www.apesb.org.au. Alternatively, any
individual or organisation may obtain one printed copy of this Exposure Draft without charge until XX
XXXX 2010 by contacting:

Accounting Professional & Ethical Standards Board Limited
Level 7

600 Bourke Street

Melbourne Victoria 3000

Australia

E-mail: enquiries@apesb.org.au

Phone: (03) 9670 8911

Fax:  (03) 9670 5611
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Reasons for issuing Exposure Draft 02/10

To be written.

Key requirements and guidance in ED 02/10

To be written.

Proposed operative date

It is intended that this Standard will be operative from 1 January 2011 subject to certain transitional
provisions which are applicable from 1 January 2012.

Request for comments

Comments are invited on this Exposure Draft of APES 110 Code of Ethics for Professional
Accountants by XX XXXX 2010. APESB would prefer that respondents express a clear overall
opinion on whether the proposed Standard, as a whole, is supported and that this opinion be
supplemented by detailed comments, whether supportive or critical, on any matter. APESB regards
both critical and supportive comments as essential to a balanced view of the proposed Standard.
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Lecpl enforceability

The Auditing and Assurance Standards Board (AUASB) has issued auditing standa

legislative instruments under th@orporations Act 2001effective for financial reporting

periods, which commenced on or after 1 July 2006. For CorgoratAct audits and reviews

those standards have legal enforceability. To the extent that those legally enfor

auditing standards make reference relevant ethical requirementghe requirements o

APES110 have the same level of legal enforceabilityrespect of Corporations Act audits

and reviews. This is due to the linkages with Auditing Standard183&Lompliance with

rds as

teable

Ethical Requirements when Performing Audits, Reviews and Other Assurance Engageiments

1. SCOPE AND APPLICATION (AUST)

1.1

( Deleted: PREFACE

Accounting Professional & Ethical Standards Board Limited (APESB) issues APES

12

110 Code of Ethics for Professional Accountafttis Codg. This Code is operative
from 1 January 2011 and supersedd®ES 110Code of Ethics for Professiondl

Accountantglssued Jua 2006 and subsequent amendments made up to February [2008).

Transitional provisions relating to Public Interest Entities, Partner rotatior,

non

assurance services, Féeselative size, compensation and evaluation policies applies

from the date specifieith therespectivearansitional provisiong¢refer page 138)
All Membersin Australiashall comply withAPES 110

13

All Members practicing outside of Australia shall comply WwKRES 110to the extent

14

to which they are not prevented from so doing by specific requirements of local
and/or reglations.

14

This Codeis not intended to detract from any responsibilities which may be imposed by

law or regulation.

All references to Professional Standards, quidance notes and legislation are refg¢ren

15

to those provisions as amended from timéirme.

In_applying the requirements outlines in this Colembersshall be guided, not

merely by thewords butalso by the spirit of this Code. Membestsall be prepared to

justify to their professional body, if called upon, any apparent departure from &ms pf

provisions and spirit of this Code.

Deleted: Compliance with this Code of Ethics fo
Professional Accountants (this Code) is mandato
for all Members.

Deleted: Non-compliance can lead to disdipéry

aw proceedings by the professional body to which th:

Member belongs.

Deleted: Compliance with this Code of Ethics fo
Professional Accountants (this Code) is mandato
for all Members. Nortompliance can lead to
disciplinary proceedings by the professional body
which the Member belonds.

Some jurisdictions may have requirements and
guidance that differ fronthosecontained irthis
Code.Membersin those jurisdictions need be
aware of those differences and comply with the v
stringent requirements and guidanceessl|
prohibited by law or regulatiofi.

[ Deleted: should ]

[ Deleted: terms ]

[ Deleted: should ]
Deleted: Members who conduct audits of

companies, registered schemes and disclosing
entities in accordance with Chapter 2M or financii
services licencees in accordance with Chapter 7
the Corporations Act 2001 are remiddgat, in
relation to such audits, this Code will have the for
of law. This is because auditing standards issued
the Auditing and Assurance Standards Board
(AUASB) are legislative instruments under the
Legislative Instruments Act 2003, and as suckeha
the force of law in respect of Corporations Act
audits. These auditing standards make reference
compliance with fdArelev
relating toAudit Engagements. Thi€ode of Ethics
for Professional Accountanis a relevant ethical
requrement for these purposés.
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2 DEFINITIONS [NEW IESBA DEFINITION S HIGHLIGHTED IN BLU E]

In this Code of Ethics for Professional Accountamite following expressions have the

following meanings assigned to them:

Acceptable
Level

Advertising

Assurance
Client

Assurance
Engagement

Assurance
Team

Audit Client

A level at which a reasaible and informed third party would be likely
conclude, weighing all the specific facts and circumstances available
Memberat that time, that compliance with the fundamental principl
not compromised.

The communication to the plib of information as to the services or sk
provided by Membes in Public Practice with a view to procurin
professional business.

An entity in respect of which a Firm conducts an Assurance Engagen

An Engagement in which alember in Public Practice expresses
conclusion designed to enhance the degree of confidence of the in
users other than the responsible party about the outcome of the eve
or measurement of a subject matter againsraait

This includes an Engagement in accordance witframework for
Assurare Engagementssued by the Auditing and Assurance Stand
Board (AUASB) or in accordance with specific relevant standasash a:
International Standards on Auditinfigr Assurance Engagements.

APES 210]

(a) All professionals partipating inthe Assurancé&ngagementand

(b) All others within aFirm who can directly influence the outcome
the Assuranc&Engagement, including:

() those who recommend the compensation of, or who prt
direct supengory, management or other oversight of
Assurance Engagement Partner in connection with tt
performance of thAssurancé&ngagement;

those who provide consultation regarding technical or indi
specific issues, transactions or events for thesuance
Engagement; and

those who provide quality control
Engagemenpt

(if)

(iii) for theAssurance

An entity in respect of which &irm conducts anmAudit Engagementi
When theClient is aListed Entity, Audit Client will always include it:
RelatedEntities. When thé\udit Client is not aListedEntity, Audit Client
includes thosd&elatedEntities over which th&lient has direct or indirec
control.

Deleted: The responsible party that is the persoi
(or persons) whe:

In a direct reporting engagement, is resjiaasfor
the subject matter; Gir

In an assertioased engagement, is responsible
the subject matter information and may be
responsible for the subject matter.

Deleted: (For guidance on assurance engageme
see the International Framework for Assurance
Engagements issued by the International Auditing
and Assurance Standards Board which describes
elements and objectives of an assurance engage
and identifiesengagements to which International
Standards on Auditing (ISAs), International
Standards on Review Engagements (ISREs) and
International Standards on Assurance Engageme
(ISAEs) apply.)

[ Deleted: members of ]
[ Deleted: engagementeam for the J
Deleted: , including those who perform the

engagement quality control review for the assural
engagement
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Audit
Engagement

Audit Team

CloseFamily

ContingentFee

Direct Financial
Interest

Directos

Engagement
Partner

A reasonableAssuranceEngagement in which @lember in Public
Practice expresses an opinion whetk@rancial Statements are prepare
in all material respects (or give a true and fair view or are presented
in all material respects,), imccordance with an applicable financ
reporting framework, such aan Engagement conducted in accorda
with Australian AuditingStandardsThis includes @tatutoryaudit, which

Deleted:

International

is an audit required by legislation or othegulation and other audit
conducted for the purposes of #ierporations Act

(@) All professionals participating, the Audit Engagement;

(b) All others within aFirm who can directly influence the outcoré
the Audit Engagement, including:

(i) Those who recommend the compensation of, or who pr

direct supervisory,including audit design and plannir

Deleted:

on Auditing

B

Deleted:

A

Deleted:

(
(
[ Deleted:
(
(

memberf the engagement team for

)
)
)
)
)

management or other oversight of, tead EngagemenPartner

Deleted:

Lead

in connection with the performance oftAudit Engagement

This includesthose at all successively senior levels above Deleted: including
EngagemenPartner through to the individual who is the r r Deleted: Lead
Ssenior ormanaging Partngchief executive or equivalent); 5

(i) Those who provide consultatioagarding technical or indusj Deleted: M

specific issues, transactions or events for thedit
Engagement; and

(i) Those who provide quality control for th&ngagementi
including those who perform thengagemenfuality Control
Review for theAudit Engagement; and

(c) All those within aNetwork Firm who can directly influence tr

outcome of thé\udit Engagement.
A parent, child or sibling who is not ammediateé=amily member. |

A fee calculated on a predetermined basis relating to the ceitabna
transaction or the result of the services performed b¥ithe A fee that is
established by a court or other public authority is r@b@tingent-ee.

A Financiallnterest:

. Owned directly by and under the control of adlividual or entity
(including those managed on a discretionary basis by others); ol

. Beneficially owned through a collective investment vehicle, es
trust or other intermediary over which the individual or entity
control, or the ability to influene investment decisions

Those charged with the governance of an engigyardless of their title |

(
(
(
[ Deleted:
(
(

Deleted: -

(D U D Y

[ Deleted:

or officer

)

The Partner or other persom the Firm who is responsible for tt
Engagement and its performance, and for the report that is issued on
of theFirm, and who, where required, has the appropriate authority fr
professional, legal or regulatory body.

[ Deleted: , or acting in an equivalent capacity, J

Deleted:
jurisdiction

, which may vary from jurisdiction to

|
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Engagement
Quality Contrd
Review

Engagement
Team

Existing
Accountant

ExternalExpert

Financial
Interest

Financial
Statements

Financial
Statements on
which theFirm
will express an
Opinion

A process designed to provide an objective evaluation, on or befo
report is issued, of the significant judgments BmgagemenTeam mad
and the conclusions it reached in formulating the report.

All Partners and staff performing tiengagement, and anyndividuals
engaged by theFirm or a Network Firm who perform assuranc
procedures on th&ngagement. This excluddternal Experts engage
by theFirm or aNetwork Firm.

A Memberin Public Practice currently holding an audit appemnt or
carrying out accounting, taxation, consulting or simikRofessiona
Services for &Client.

An individual (who is not &artner or a member of the professional s
including temporary staff, of thEirm or aNetwork Firm) or ogangation
possessing skills, knowledge and experience in a field other
accounting or auditing, whose work in that field is used to assis
Memberin obtaining sufficient appropriate evidence.

An interest in an equity or othesecurity, debenture, loan or other d
instrument of an entity, including rights and obligations to acquire su
interest and derivatives directly related to such interest.

A structured representation bfistorical Financial Information, including
related notes, intended to com
obligations at a point in time or the changes therein for a period of ti
accordance with a financial reporting framework. The related |
ordinarily comprisea summary of significant accounting policies and o
explanatory information. The term can relate to a complete $@hahcial
Statements, but it can also refer to a sinfleancial Statement, fo
example, a balance sheet, or a statement of revanteexpenses, ai
related explanatory notesThe requirements of the financial report
framework determine the form and content of Fir@ncial Statements an
what constitutes a complete setriancial Statements. For the purpos
of this Standardimancial report is considered to be an equivalent ter
FinancialStatements.

In the case of a single entity, tRancial Statements of that entity. In tt
case of consolidatedrinancial Statements, also referred to as gr
FinancialStatements, the consolidatEthancialStatements.

Deleted: TheEngagemenQuality Control Review
processs for audits of financial reports of listed
entities and those other Audit Engagements, if ar
for which the Firm has determined BEngagement
Quality Control Review is required.

Comment [ehl]:  Revised definitiori consistent
with AUASB Glossary

Comment [eh2]:  Revised definitiori largely
consistent with AUASB Glossary and APES 205
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Firm

Historical
Financial
Information

Immediate
Family

Independence

Indirect
Financial
Interest

Key Audit
Partner

Listed Entity

(@ A sole practitioner, partnership or corporation of professi
accountants;

(b) An entity that controls such parties, through ownership, manage
or othe means;

(€) An entity controlled by such parties,
management or other megos

through owners

[ Deleted: and

[ Comment [CW3]:

2007 amendment

(d) AnAuditorGener al 6s of fice or depe

Information expressed in financial terms in relation to a particular e
derived primarily from that en
events occurring in past time periods or about economic conditio
circumstances at points in time in the past.

A spouse (or equivalent) or dependent.

Independence is:

(@) Independence of mindthe state of mind that permits the expres:
of a conclusion without being affected by influences
compromise professional judgment, thereby allowing an indivi
to act with integrity, and exercise objeity and professione
scepticism

(b) Independence in appearande the avoidance of facts ai
circumstances that are so significant that a reasonable and inf
third party would be likely to conclude, weighing all the spet
facts and circumstancethat aFi r mo s or a Audite ar
Assurancele a mo6 s , integrity, qcepjicesm
has been compromised.

A Financial Interest beneficially owned through a collective investr
vehicle, estate, tat or other intermediary over which the individual
entity has no control or ability to influence investment decisions.

The EngagemenfPartner, the individual responsible for tlEmgagemen
Quality Control Review, and otherAudit Partrers, if any, on th
EngagemenfTeam who make key decisions or judgments on signifi
matters with respect to the audit of theancial Statements on which tt
Firm will express arDpinion. Depending upon the circumstances anc
role of the individual® n t he aAuwWliiPartnerbBeéer me
example, Audit Partners responsible for significant subsidiaries
divisions.

An entity whose shares, stock or debt are quoted or listed on a rgst
stock exchange, or are marketadder the regulations of a recoggd
stock exchange or other equivalent body.

[ Deleted: .

[ Deleted: k

[ Deleted: k
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Memberin
Business

Memberin
Public Practice

Network

| NetworkFirm
| Office

| v

Professional
| Services

PublicInterest
Entity

A Memberemployed or engaged in an executive or-amacutive capacit
in such areas as commerce, industry, service, the public sector, edt
the notfor profit sector, regulatory bodies or professional bodies,
Membercontracted by such entities.

A Member irrespective of functional classification (e.g., audit, ta
consulting) in &irm that provide®rofessionalSenices. This term is als
used to refer to &irm of Membes in Public Practiceand means a practi
entity and a participant in that practice entity as defined by the appl

professional body

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

(b) That is clearly aimed at profit or cost sharing or shares con
ownership, control or management, common quality control po
and procedures, common business strategy, the use of a cc
brandname, or a significant part of professioredaurces.

A Firm or entity that belongs toMetwork.

A distinct subgroup, whether orgased on geographical or practice line

v

(

Deleted: Professional accountant

)

Sewvices requiring accountancy or related skills performed b
professional accountant including accounting, auditing, taxe
management consulting and financial management services.

(@) A ListedEntity; and

(b) An entity (a) defined by gulation or legislation as a public inter
entity or (b) for which the audit is required by regulation
legislation to be conducted in compliance with the s
Independence requirements that apply to the auditstéd Entities.
Such regulation may b@romulgated by any relevant regulal
including an audit regulator.

|

Deleted: An individual who is a member of an
IFAC member body.

|
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RelatedEntity

ReviewClient

Review
Engagement

ReviewTeam

An entity that has any of the following relationships with @Gient:

@)
(b)

(©)
(d)

(e)

An entity that has direct or indirect control over tBhent if the
Client is material to suchntity;

An entity with aDirect Financial Interest in theClient if that entity
has significant influence over the client and the interest irClieat
is material to such entity;

An entity over which th€lient has direct or indirect control;

An entity in which theClient, or an entity related to th@ient undetr
(c) above, has ®irect Financial Interest that gives it significa
influence over such entity and the interest is material toQlent
and its related entity in (c); and

An entity which is under common control with tke i e nt

entityo) i f t h eClienti are tbethr maternalt to t
entity that controls both th@lient and sister entity.

An entity in respect of which Eirm conducts &eview Engagement.

An AssuranceEngagemeqto expressa conclusion on whether, on t
basisof the procedures which do not provide all the evidence that v
be required in an audit, anything has come taatitentionof the Membe
in Public Practicethat causes th#lemberto believe that theHistorical
Financiallnformation isnot preparedh all material respecgis accordanc
with an applicable financial reporting framewankich is anEngagemen
conducted in accordance with applicable assurance standards on

Deleted: , conducted in accordance with
International Standards on Review Engagements
equivalent, in which a professional accountant in
public practice

Deleted: es

Comment [eh4]:  Changes proposed to bring in
line with APES 205.

Deleted: accountantods

engagements.

(@ All members of theEngagemenieam for theReview Engagement |

(b)

©

and

All others within aFirm who can directly influence the outcome

the ReviewEngagement, including:

(i) Those who recommend the compensation of, or who pr
direct supervisory, management other oversight of th
EngagemenPartner in connection with the performance of
Review Engagement including those at all successively st
levels above th&ngagemenpPartner through to the individu
who is theFi r ng@n®r ormanaging Partnerchief executive

Deleted: statemets are

Deleted: ,

Deleted:

(
{
(
[ Deleted: accountant
(
(
(
(

o U U =

Deleted: .

Deleted:

or equivalent);
(i) Those who provide consultation regarding technical or indi
specific issues, transactions or events forghgagement; and
(i) Those who provide quality control for th&ngagement
including those who perform ¢lEngagemengQuality Control
Review for theEngagement; and
All those within aNetwork Firm who can directly influence tr
outcome of thd&ReviewEngagement.

Deleted:

(
(
[ Deleted:
(

Deleted:

mlio|Z|wn
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SpecialPurpose
Financial
Statements

ThoseCharged
with
Governance

Financial Statements prepared in accordance with a firdneporting
framework designed to meet the financial information needs of spe
users.

The perso(s) or organisation(s) (for example, a corporate truste#)
responsibility for overseeing the strategic direction lbé tentity anc
obligations related to the accountability of the entity. This incl
overseeing the financial reporting procesBor some entities in sorr
jurisdictions, those charged with governance may include manag
personnel, for example, execuwdiimembers of a governance board ¢
private or public sector entity, or an owsraanager.

10

Comment [eh5]:  Changes proposed to bring in
line with AUASB Glossary




PRELIMINARY DRAFT

3 DEFINITIONS [AUST]

Auditing and a) in relation to reports for reporting periods and Engagen
Assurance commencing on or after 1 July 2006:
Standards i. the AUASB sandards, as described in ASA 1B®eamble tc
AUASB Standards and the Foreword to AUASI
Pronouncementsssued by the AUASB, and operative from
date specified in each standard; and
ii. those standards issued by the AuASB which have not
revised and tigsued (whether as standards or as guidance) t
AUASB, to the extent that they are not inconsistent with
AUASB standards, and
b) in relation to reports for reporting periods and Engagen
commencing prior to 1 July 2006, the auditimgd assuranc
standards issued by the AUASB on behalf of CPA Australia an
Institute of Chartered Accountants in Australia.
Auditing and The Australian statutory body established under section 227A ¢
Assurance Australian Securities and InvestntefCommission Act 2001

Standards Boart

Comment [eh6]:  Propose deletion of the AUST
definition of Audit Review Partndr use new ESBA
definitioni Key Audit Partner

Clients Those individuals, Firms, entities or organisations to whom service
provided by a Member in Public Practice in respect of Engageme
either a recurring or demand nature.

Engagement An agreement, fiether written or otherwise, between a Member in Pt
Practice and a Client relating to the provision of services by a Mem
Public Practice. However, consultations with a prospedieat prior to
such agreement are not part of an Engagement.

Managerial An employee who acts in a may@ial capacity within the structure of t

Employee Firm, including providing oversight, in the provision of services
Clients.

Member A member of a professional body that has adofitesdCode as applicab
to their membership, as defined by that professibodi,.

Officer An Officer within the meaning of th€orporations Act

Partner Any individual with authority to bind the Firm with respect to

performance of an Engagement.

11

Deleted: Audit Review Partnéhe Partner or othe
person in the Firm who is responsible for review t
conduct of the Audit Engagement and its
performance, and for r
that is issued on behalf of the Firm, andowivhere
required, has the appropriate authority from a
professional, legal or regulatory bofly.

This definition does not extend to an auditor who
performs merely a technical role in the audit and
whose contact with the Audit Client is not materia
to the a@y-to-day conduct of the audit as a whole.

Comment [eh7]:  Propose deletion of this AUST
definitions for Audit Review Partner and
Engagement Quality Control Reviewiecovered by
new IESBA definitioni Key Audit Partner

Deleted: Engagement Quality Control Reviewer/
Partner, other person in tk&m, suitably qualified
external person, or a team made upuith
individuals,none of whom is part of the Engagem:
Team,with sufficient and appropriate experience ¢
authority to objedvely evaluate the significant
judgements the Engagement Tearade and the
conclusions they reach
reportLead Engagement Partiieconnection with
an audit, the Partner or other person in the Firm v
is responsible for thaudit Engagement and its
performance, and for t
issued on behalf of the Firm, and who, where
required, has the appropriate authority from a
professional, legal or regulatory body.




PRELIMINARY DRAFT
PART Ad GENERAL APPLICATION OF THE CODE

Page
Section100 Introduction ad Fundanental PrinCiples...........ccocceviiiiiiieecniie e 13
SECHONLLO INTEGIILY...vveeeiieiiee ittt reee ettt et ettt s b e e e s st b ennme e e s nneeas 18
SECHON120 ODJECHIVILY.....eeiiiiiiiieiiiiie e reeeie et e e st e s stre e e s s nbeneee e e ene 19
Section130 Professional Competence and Due Care..........ccoveeiveeeceniieeneeeneee s 20
Section140 ConfIdeNntiality.........ccooiueiiiiiiiiie e e 21
Section150 Professional BENAMID ...............vvviviiiiiiiimmieeeeeeereeeersrssessrssinnneeeeeeeeeeesreesens 23

12



PRELIMINARY DRAFT
SECTION 100

Introduction and Fundamental Principles

100.1 A distinguishing mark of the accountancy profession is its acceptance of the
responsibility to act in the public intere3therefore, dMe mb eresgorsibility is
not exclusively to satisfy the needs of an individGiént or employer.In acting in
the public interest, aMember shall observe and comply with this Code. If|a
Memberis prohibited from complying with certain parts of this Code by law| or
regulation, theMembershall comply with all other parts of this Code.

AUST100.1.1 The publicinterest is defined as the collective wed#ing of the community of
peopl e and institutions t hat t he Me mber
public consists ofClients, credit providers, governments, employers, employges,
investors, the business arfthancial community, and others who rely on t:‘:e

objectivity and integrity of Members to assist in maintaining the orderly functioning
of commerce.

100.2 This Codecontainsthree parts. Part A establishes the fundamental principles of
professional ethics of Members and provides a conceptual framewotkat
Membes shall applyo:

(&) Identify threats to compliance with the fundamental principles
(b) Evaluaethesignificanceof the threats identifiedind

(c) Apply safeguards, kennecessaryto eliminge the threator reduce them to
anAcceptable_evel Safeguards are necessary whenNteenberdetermines|
that thethreats are not at a level at which a reasonable and informed third
party would be likely to conclude, weighing all the specific facts and
circumstancesavailable to theMemberat that time that compliance with thd
fundamental principles is not compromised.

A Membershall use professional judgment in applying this conceptual framewo|rk.

100.3 Parts B and @escribehow the conceptual framewodpplies in certainsituations.
They provide examples of safeguards that may be appropriate to address threats to
compliance with the fundamental principleéBhey also describesituations where
safeguards are not available to address the threatd consguently the
circumstancer relationship creating the threatsall be avoided. Part B applies to
Membersin Public Practice Part C applies tddembersin Business Membersin
Public Practice may also find Part C relevant to their particular circumstances

AUST100.3.1 Members are encouraged, when in doubt as to the propriety of any course of|action

and if the doubt cannot be resolved by referenghisoCode, to seek the guidande [Deleted: the

of their professional body. The professional bodies should use tis¢iertdeavours
to provide a basis on which the Member 06:¢
and in confidence.

[ Deleted: should

AUST100.3.2 The fact that a Member is performing an assignment in an honorary cegleailin
no way compromise the standards requirgdhis Code.

AUST100.3.3 The provisions of this Code applicable in the case of a company apply in the cpse of
ot her enterprises. For t his pur polse, fi
organisation, incorporated or otherwise, other than a company andiéscla

partnership or trust.
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1004 Thew e of t he inwhe Cadenipesk a lequitemenbn theMemberor
Firm to comply with the specific provision i n whi ch fishall
Compliance igequiredunlessan exception is permitted by thiode.

0

Fundamental Principles
(@)
(b)
(c)
(d)
(e)

Each of these fundamental principles is discussed in more detail in Sections 11
150.

Integrity,

Objectivity

Professionatompetence anduecare
Confidentiality

Professionapehaviair,

Conceptual Franework Approach

‘ 1006 The circumstances in whicMembers operate maycreate specific threats to
compliance with the fundamental principles. It is impossible to define every
situation that creates threais compliance with the fundamental principlesd
specify the appropriate action. In addition, the natureEn§agements and work
assignments may differ apdonsequently different threats maybe created
requiring the application of different safeguar@iberefore, this Codestablishes
conceptual framegork that requires aMemberto identify, evaluate, and address
threats to compliance with the fundamental principles. The conceptual framewor
approachassistsA Memberin complying with the ethical requirements of this Code

and meeting their responsibjlito act in the public interesit accommodates many

ha:s

Comment [CW8]:
as per IESBA Code

|
|

Consider reinserting the dete}

Deleted: 1 tobe straightforward and honest in a
professional and business relationships.

Deleted: i tonot allow bias, conflict of interest a
undueinfluence of others to override professional
business judgments.

Deleted: C

Deleted: D

( )
( )
( )

Deleted: C

Deleted: i tomaintain professional knowledge
and skill at the level required to ensure th@liant
or employer receives competdfibfessional
Services based on current developments in practic
legislation and techniquesdact diligently and in
accordance with applicable technical and
professional standards

Deleted: 1 torespect the confidentiality of
information acquired as a result of professil and
business relationships arttiereforenot disclose
any such information to third parties without propt
and specific authorityunless there is a legal or
professional right or duty to disclos®r usethe
informationfor the personal advantagéthe
Memberor third parties.

Deleted: B

Deleted: i to comply with relevant laws and
regulations and avoid any action that discredits tt
profession.

variations in circumstances that create threats to compliance with the fundamental

principlesandcan deter &emberfrom concluding that a situation is permitted if it
is not specifically prohibited.

When a Memberidentifies threatdo compliance with the fundamental principles
and, based on aevaluation of thse threats, determindbat they are not at an
AcceptableLevel the Membershall determine whether appropriate safeguards are

available and can be applied to eliminate the threats or reduce them to an

Acceptable Level. In making that determination, thdember shall exercise
professional judgment and take into accowfiethera reasonable and informed
third party, weighing all the specifitacts and circumstancesvailable to the
Member at the time would be likely to conclude that the threatswould be
eliminatedor reduce to anAcceptableLevel by the application of the safeguards
such that compliance with the fundamental principles iampromised.

A Membershall evaluate any threats to compliance with the fundamental principles
when the Member knows, or could reasonably be expected to know, of

circumstances or relationships that may compromise compliance with the

fundamental pnciples.
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1009

10010

10011

A Membershall take qualitative as well as quantitative factors into account V\lhen
evaluatingthe significance of a threatvhen applying the conceptual framework, a
Membermay encountesituations in which threats cannot ééminated or educed
to an AcceptableLevel either because the threat is too significant or becquse
appropriate safeguards are not available or cannot be agplisach situationghe
Membershall decline or discontinue the specifitofessionalService involved or
when necessaryresign from theEngagementin the case of &emberin Public
Practice) or the employing orgasation (in the case of ldemberin Business).

A Membermay inadvertently violate a provision of this Codiepending on the|
nature and ginificance of the mattegsuch an inadvertent violatianaybe deemed
not to compromise compliance with the fundamental principles provided, once the
violation is discovered, the violation is corrected promptly and any necessary
safeguards are applied.

When aMemberencountersunusualcircumstancesn which the application of a|
specific requirement of the Code would result in a disproportionate outcome or an
outcome that may not be in the public interésis recommended thahe Member |
consult wth a member body or the relevant regulator.

Threats and Safeguards

100.12

Threatsmay becreated bya broad range aklationshipsand circumstanceswhen
arelationship or circumstanamreate a threat such a threatould compromisgeor

could be perceivi to compromisea Membed sompliancewith the fundamental |
principles.A circumstance or relationship may create more than one threat, and a
threat may affect compliance with more than one fundamental prin€imeats fall

into one or more ofhe following categories:

(&) Selfinterest threatb the threat thata financial or other intereswill
inappropriately influence thelembeb s j udgmemt or behavi

(b) Self-review threatb the threat that Memberwill not appropriately evaluate
the results o previougudgmentmadeor serviceperformed bythe Member
or by another individuaithin the Membed Birm or employing orgagation,
on which the accountant will relywhen forming a judgment as part of
providing a currenservice

(c) Advocacy threatb the threat tht a Member will promote aClientd or
e mp | o ypesitidnsto the point thatthe Membed sobjectivity is
compromised;

(d) Familiarity threatb the threat thatlue to a long or close relationship with a
Client or employer a Memberwill be too sympathetic to #ir interestsor too |
accepting of thie work; and

(e) Intimidation threatb the threat tha Memberwill be deerred from acting|
objectively because ofactual or perceivegbressuresincluding attemptgo
exerciseundueinfluence ovethe Member

Parts B andC of this Codeexplainhow these categories of threahay be created
for Membersin Public Practice andMembersin BusinessrespectivelyMembersin
Public Practice may also find Part C relevant to their particular circumstances.
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100.13

100.14

100.15

100.16

Safeguardsrre ations or othemeasureshat may eliminatethreatsor reducethem
to anAcceptable_evel Theyfall into two broad categories:

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

. Educational, training and experience requirements for entry into the
profession.

. Continuing professional development requirements.

. Corporate governance regulations.

. Professional standards.

. Professioal or regulatory monitoring and disciplinary procedures.

. External review by a legally empowered third party of the reports, returns,
communications or information produced bilamber

Parts B and C of Code discuss safeguards in the work envirofondfhembersin
Public Practice andMembersin Businessrespectively

Certain safeguards may increase the likelihood of identifying or deterring unethical
behaviar. Such safeguards, which may be created by the accounting profession,
legislation,regulation or an employing orgagation, include:

. Effective, weltpublicised complaint systems operated by the employing
organgation, the profession or a regulator, which enable colleagues,
employers and members of the public to draw attention to urgsiofeal or
unethical behaviar.

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

Ethical Conflict Resolution

\ 100.17

100.18

A Membermay be required to resolve a conflictdamplying withthe fundamental
principles.

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

(&) Relevant facts;
(b) Ethical issues involved,;

(c) Fundamental principles related to the reatin question including the
identification of threats to those principjes

(d) Established internal procedurefdich might represent safequards against the
identified threatsand

(e) Alternative courses of action.

Having considered theelevant factorsa Membe shall determine the appropriate
course of actionweighing the consequences of each possible course of atftite.
matter remains unresolved, tMembermay wish toconsult with other appropriate
persons within th&rm or employing orgamsation for telp in obtaining resolution.
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10019 Where a matter involves a conflict with, or within, an orgation, aMembershall

10020

100.2

100.2

determine whether taconsult with Those Charged with Governance of th
organgation, such as the board Bfrectors or the audit comméte.

It may be in the best interests of fdemberto document the substance of the isspe

thedetails of any discussions he&hdthe decisionamadeconcerning that issue.

If a significant conflict cannot be resolved, Member may considerobtairing |

professional advice from the relevant professional bodyoon legal advisorsThe

Member generally can obtain guidance on ethical issues without breaching the

fundamental principle of confidentiality if the matter is discussed with the rele
professional body on an anonymous basis or with a legal aduisder the
protection of legal privilegdnstances in which thelembermay consider obtaining
legal advice varyFor example, aMember may have encountered a fraud, t
reporting of which cold breach the Me mb e regpensibility to respec
confidentiality. The Membermay consider obtaining legal advice in that instance
determire whether there is a requirement to report.

If, after exhausting all relevant possibilities, the ethicaiflict remains unresolved
aMembershall where possible, refuse to remain associated with the matter cre
the conflict. TheMember shall determinewhether in the circumstances, it i
appropriate to withdraw from thEngagemenffeam or specific assignent, or to

vant

he
¢ to
ating

D

resign altogether from tHengagement, thEirm or the employing orgasation.
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SECTION 110

Integrity
‘ 110.1

‘ 110.2

110.3

The principle of integrity imposes an obligation on dllembers to be
straightforward and honest all professional and business raaships. Integrity
also implies fair dealing and truthfulness.

A Membershallnot knowingly be associated with reports, returns, communications
or other information wherthe Memberbelieves that the information:

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

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

When aMemberbecomes aware that tidemberhas been associated withch
information, theMembershall take steps to be disassociated from that information.

A Memberwill be deemednot to be in breach of paragraph 110.2 if fiember
provides a modified report in respect of a matter contained in paragraph 110.2.

18
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SECTION 120
Objectivity

120.1 The principle of objectivity imposes an obligation on &llembers not to
compromise their professional or business judgment because of bias, conflict of
interest or the undue influence of others.

120.2 A Member may be exposed toitgations that may impair objectivity. It i
impracticable to define and prescribe all such situatighdMember shall not
perform aProfessionalService if acircumstanceor relationship biass or unduly
influencestheM e mb eproféssionajudgmentwith respect to that service
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SECTION 130

Professional Competence and Due Care

130.1

130.2

130.3

130.4

130.5

130.6

The principle of professional competence and due care imposes the following
obligations orell Members

(&) To maintain professional knowledge and skill at the level requireshgare
thatClients or employers receive competemfessionaervice; and

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

CompetenProfessionaBervice requires the exereigf sound judgment in applying
professional knowledge and skill in the performance of such service. Professional
competence may be divided into two separate phases:

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

The maintenance of professional competence requires a continuing awareness and
an understanding of relevant technjcatofessional and business developments.
Continuing professional development enatdeMemberto develop and maintain

the capabilities tperform competently within the professional environment.

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

A Member shall take reasonablesteps to esure that those working under the
Me mb eauthmity in a professional capacity have appropriate training and
supervision.

Where appropriatea Membershall make Clients, employers or other users of the
Me mb eRrofessionaBervicesaware ofthelimitations inherent in the services
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SECTION 140

Confidentiality

140.1 The principle of confidentiality imposes an obligation @h Membes to refrain |
from:

(@) Disclosing outside theFirm or employing orgasation confidential|
information acquired as a rdswf professional and business relationships
without proper and specific authorifyom the Client or employeror unless
there is a Iegailuty to disclose; and [Deleted: or professional right or J

(b) Using confidential information acquired as a result of professiondl an
business relationships to their personal advantage or the advantage of third
parties.

140.2 A Membershall maintain confidentialityincludingin a social environmenbeing |
alert to the possibility of inadvertent disclosure, particulddya close bushess
associate or €lose orilmmediateé=amily member.

140.3 A Membershall maintain confidentialityof information disclosed by a prospectiye
Client or employer.

140.4 A Member shall maintain confidentiality of information within thdsirm or
employing orgaisation.

140.5 A Member shall take reasonable steps to ensure that staff undeM#rebed s
control and persons from whom advice and assistance is obtained respect the
Membebs duty of confidentiality.

140.6 The need to comply with the principle of cordittiality continues even after the
end of relationships betweenMemberand aClient or employemunless otherwis
agreed.When aMember changes employment or acquires a n€lient, the
Memberis entitled to use prior experienceEhe Membershall not, howeer, use or
disclose any confidential information either acquired or received as a result of a
professional or business relationship.

140.7 The following are circumstances whéviembes are or may be required disclose |
confidential information or when sh disclosure may be appropriate:

(a) Disclosure isauthorsed by theClient or the employer; (oetetec: PEVERIPSIENER < )

(b) Disclosure is requiredr permittecby law; and, (oeeted:_FfoFexample: )

. . . . . Deleted: <#>Producti f d ts th
(c) There is a professional duty or right to disclose, when not prohibited Qy|law pf)ffifion of vidence in the courss of .e;’;." <

and provided that th€lientor employer consents proceedings; df ) ! -
<#>Disclosure to the appropriate public authoritie

() To complywith the quality review of a member body or professional [°finfingements of the law that come to light; §ind
body;

(i) To respond to an inquiry or investigation by a member body or
regulatory body;

(i) To protect the professional interests oMamberin legal proceedings
or

(iv) To comply with technical standards agtthics requirements.

AUST140.7.1 Members considering disclosing confidential information dflent or employer
without their consent, on the basis that such disclosure is permitted by law, are
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advised to first obtain legal advice, and to also considesudting their professional

140.8

body.
Where disclosure is not required by law, but the Member is perptittelisclose 0<% dectdng uhetrer )
confidential informationrelevant factors to consider include
(@) Whether the interests of all parties, includingdtparties whose interests may
be affected, could be hal’n‘Lbﬂ thedisclosure Deleted: if the client or employer consents to 1hs}
disclosure of information
(b) Whether all the relevant information is known and substantiated, to the Xt Deteted: professional accountant
it is practicablejwhen the situation involves unsubstantiated facts, incomplete
information or unsubstantiated conclusiopsofessional judgmenshall be
used in determining the type of disclosure to be made, if any {Comment [ehg]:  Not clear on whom the }
obligation is imposed?
(c) The type of communication that is expecsed to whom it is addressezhd
(d) Whetherthe parties to whom the communication is addressed are appropriate

recipients.
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SECTION 150

Professional Behaviar

150.1 The principle of professional behauimposes an obligation oall Membersto
comply with elevant laws and regulations and avoid any aairoomissiorthatthe
Memberknowsor should knownay discredit the profession. This includes actigns
or omissionsthat a reasonable and informed third pamygighing all the specific
facts and circumstansavailableto the Memberat thattime, would be likely to
concludeadverselyaffects the good reputation of the profession

150.2 In marketing and promoting themselves and their wigidinbersshallnot bring the
profession into disreput&embersshallbehhonest and truthful and not:

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

(b) Make disparaging references or unsubstantiated comparisons to the work of
others.
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PART B& MEMBERS IN PUBLIC PRACTICE
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SECTION 200

Introduction

200.1 This Part of the Coddescribeshow the conceptual framework contained in Part A
applies in certain situgions to Membersin Public Practice. This Fart does not|
describeall of the circumstancesind relationshipshat could beencounteredy a
Memberin Public Practice thatreate omay create threats to compliance with ;cj-\e
fundamentaprinciples.Therefore, the Memberin Public Practiceis encouraged t
be alert for such circumstances and relationships.

200.2 A Member in_Public Practice shall not knowingly engage in any businesi;,
occupationor activity that impairs or might impair integrity, objectivity e good
reputation of the profession and as a result would be incompatible with the
fundamental principles

AUST200.2.1 The simultaneousngagementn another business, occupation or activity unrelated
to the provision of Professional Services Glients which has the effect of no

allowing the Member in Public Practicdo properly conduct the practice in [Deleted: accountant

accordance with the fundamental principleghoé Code ands inconsistent ardr [Deleted: professional conduct

incompatible with the practice of publaccountancy.

AUST200.2.2 A business, occupation or activity is inconsistent and incompatible with| the
provision of Professional Services@ients when it:

(a) Creates or would create conflict of interest with existiignts;

(b) Impairs or would mpair integrity, objectivity oindependence in providing
Professional Services @ients;

(c) Impairs or would impair to a material extent the ability to provide Professipbnal
Services to the general public;

(d) Impairs or would impair the good reputatiof the profession.

Threats and Safeguards

200.3 Compliance with the fundamental principles may potentially be threatened by a
broad range of circumstancand relationshipsThe nature and significance of the
threats may differ depending on whether tlagige in relation to the provision of
services to arudit Client and whether théudit Client is aPublic InterestEntity,
to anAssurancelient that is not audit Client, or to a norassuranc€lient.

Threats fall intaone or more ofhe followingcategories:
(&) Selfinterest;

(b) Selfreview;

(c) Advocacy;

(d) Familiarity; and

(e) Intimidation.

These threats are discusd$erherin Part A of this Code.
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200.4

200.5

200.6

200.7

Examples of circumstances that create-se#frest threats for Memberin Public
Practice include:

. A membe of the AssuranceTeam having &irect Financial Interest inthe
Assurancelient.

o Jointly holding a Financial Interest with a Client.

. A Firm having undue dependence on total fees frofliant.

e A member of theAssuranceTeam having a significant close business
relationship with a Assurancelient.

. A Firm being oncerredabout the possibility of losing gignificantClient.

« A member of théAudit Team entering intemploymenmegotiationswith the
Audit Client.

. A Firm entering into &ContingentFee arrangenentrelating to anAssurance
Engagement.

. A Member discoveringa significant errorwhen evaluatingthe results ofa
previousProfessionalServiceperformed by &Member of theMembed Eirm.

Examples of circumstances that create-smifew threatsfor a Memberin Public
Practiceinclude:

» A Firm issuing an assuranaeport on theeffectiveness of theperation of
financial systems after desigg or implemening the systems

. A Firm having prepared the original data used to generate records that are the
subject matter of thAssurancé&ngagement.

« A member of theAssuranceleam being, or having recently beerDizector
or Officer of theClient.

» A member of theAssuranceleam being, or having recently been, employed
by theClient in a position to exert ghificant influence over the subject matter
of theEngagement.

»  TheFirm performing a service forreAssurance€lient that directly affects the
subject matteinformationof the Assurancé&Engagement.

Examples of circumstances that create advocacwtthfer a Member in Public
Practiceinclude:

. TheFirm promoting shares inreAudit Client.

» A Memberacting as an advocate on behalf of Andit Client in litigation or
disputes with third parties.

Examples of circumstances that create familiaringatsfor a Memberin Public
Practiceinclude:

. A member of theEngagemenfTeam having &Close orlmmediateFamily
member whas a Director orOfficer of theClient.

. A member of theEngagemenfleam having &Close orlmmediateFamily
member whois an employe of the Client who is in a position to exert
significant influence over the subject matter of Emgagement.
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200.8

2009

200.0

200.11

» A Director or Officer of the Client or an employee in a position to exg
significant influence over the subject matter of tBagagementhaving
recentlyserved as thEngagemenPartner

» A Memberaccepting gifts or preferential treatment fronChent, unless the
value istrivial or inconsequential

. Senior personnehaving a long associationith the Assurancelient.

Examples of circumstaes that create intimidation thredts a Memberin Public
Practiceinclude:

. A Firm being threatened with dismisdabm a Client Engagement.

e An Audit Client indicating that it will not award a planned Rassurance

contract to theFirm if the Firm contintes to disagree with th€l i ent 6 s

accounting treatment for a particular transaction
e A Firm being threatened with litigationy theClient.

. A Firm being pressured to reduce inappropriately the extent of W
performed in order to reduce fees.

« A Memberfeding pressured to agree withe judgment of &£lient employee|
because the employee has more expertise omalter in question

» A Memberbeinginformedby a Partner ofthe Firm that a planned promotio

ork

will not occurunlessthe Membeyagres with anAuditCl i ent 6 s i Tn al peleted: accountant

accounting treatment

Safeguards that may eliminate or reduce threats fecaaptabld_evel fall into two |
broad categories:

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

Examples of safeguards created by the profession, legislation or regulatio
described in paragraph 100.4f Part A of this Code.

A Memberin Public Practiceshall exercise judgment to determine how hiesteal
with threas thatarenot at anAcceptableLevel whether byapplying safeguards tg
eliminate the threat or reduce it to @tcceptableLevel or by terminating or
declining the relevariEngagementin exercising this judgmerd Memberin Public
Practiceshall considerwhethera reasonable and informed third pasgighing all
the specific facts and circumstancagailable to theMemberat that time would be
likely to concludethat thethreats would be eliminated or reduced tofaireptable
Level by the application of safgiards such that compliance with the fundamen

n are

al

principles is not compromisedhis consideration will be affected by matters such

as the significance of the threat, the nature ofBhgagement and the structure pf

the Firm.

In the work environmet, the relevant safeguards will vary depending on the
circumstances. Work environment safeguards comgiiise-wide safeguards annr

Engagemenspecific safeguards.
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‘ 200.2 Examples ofirm-wide safeguards in the work environment include:

. Leadership of thd=irm that stresses the importance of compliance with the
fundamental principles.

. Leadership of the&sirm that establishes the expectation that members of an
Assuranc&@eam will act in the public interest.

. Policies and procedures to implement and monitoaliyu control of
| Engagements.

. Documented policies regarding theed to identifythreats to compliance with
the fundamental principlegvaluatethe significance ofthose threats and
| apply safeguards to eliminate or reduce the threats tdamptable_evel or,
when appropriate safeguards are not available or cannot be apgifashate
| or declinethe relevanEngagement

. Documented internal policies and procedures requiring compliance with the
fundamental principles.

. Policies and procedures that will df& the identification of interests or
relationships between th&irm or members ofEngagementTeams and
Clients.

. Policies and procedures to monitor and, if necessary, manage the reliance on
revenue received from a singbiient.

. Using differentPartners ad Engagemenfeams with separate reporting lines
for the provision of norassurance services to Assurance&lient.

. Policies and procedures to prohibit individuals who are not members of an
EngagementTeam from inappropriately influencing the outcome toe
Engagement.

e« Timely communication of & r més policies and procec
changes to them, to @hrtners and professional staff, and appropriate training
and education on such policies and procedures.

. Designating a member of senior managetre be responsible for overseeing
the adequate functioning ofthée r mds qual ity control sys¢

. Advising Partners and professional staff gfssuranceClients andRelated
Entities from whichindependeceis required

» A disciplinary mechanism to promoteorpliance with policies and
procedures.

. Published policies and procedures to encourage and empower staff to
| communicate to senior levels within them any issue relating to compliance
with the fundamental principles that concerns them.

200.13 Example of Engagemenspecific safeguards in the work environment include:

. Having a Member who was not involved witithe nonassuranceservice
review thenon-assurancevork performedor otherwise advise as necessary.

‘ . Having aMemberwho was not a member of tiessuranceleam review the
assurance worgerformedor otherwise advise as necessary.
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Consulting an independent third party, such as a committee of independent

200.4

200.15

Depending on the nature of tBagagement, emberin Public Practice may also
be able to rely on safeguards that @leent has implemented. However it is n
possible to rely solely on such safeguards to reduce threatsMtcapableLevel.

Examples of afeguards withinth€l i ent 6 s systems and

Directors, a professional regulatory body or anotember
Discussing ethical issues wilthoseCharged withGovernance of th€lient.

Disclosing toThose Charged withGovernance of theClient the nature of
services provided and extent of fees charged.

Involving anothelFirm to perform or regperform part of th&ngagement.
Rotating senioAssuranc@ eam personnel.

The Client requirespersons other than manageméemtatify or approve the
appointment of Firm to perform arEngagement

The Client has competent employees wikperience and seniority to mak
managerial decisions.

The Client has implemented internal procedures that ensure objective ch
in commissioning nomssuranc&ngagements.

The Client has a corporate governance structure that provides appro

oversght and communications regarding fier més ser vi c e s|.

Dt

proce:t

[}

oices

Driate
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SECTION 210

Professional Appointment

Client Acceptance

210.1

210.2

210.3

2104

2105

Before accepting a newlient relationship, aMemberin Public Practice shall
determinewhether acceptance would create any threats to lG@mep with the
fundamental principlesRotential threats to integrity or professional behavinay
be created from, for example, questionable issues associated wiglighe (its
owners, managemeat activities).

Client issues that, if known,oald threaten compliance with the fundamental
principles include, for examplelient involvement in illegal activities (such as
money laundering), dishonesty or questionable financial reporting practices.

A Memberin Public Practiceshallevaluatethe significance of any threatand apply
safeguards when necessdoy eliminate them or reduce them to Awrceptable
Level.

Examples of suckafeguards include

. Obtaining knowledge and understanding of @ient, its owners, managers
and those respoifide for its governance and business activjtas

. SecuringtheCl i ent s commi t ment to i mprove cc¢

or internal controls.

Where it is not possible to reduce the threats td@eptable_evel,the Memberin
Public Practiceshalldecline to enter into th€lient relationship.

It is recommended thatMemberin Public Practiceperiodically reviewacceptance
decisiondor recurringClient Engagements.

Engagement Acceptance

2106

2107

The fundamental principlef professionalcompetence and due care imposes an
obligation on aMemberin Public Practice to provide only those services that the
Memberin Public Practice is competent to perforrBefore accepting a specific
Client Engagement, aMember in Public Practice shall determne whether
acceptance would create any threats to compliance with the fundamental principles.
For example, a selfterest threat to professional competence and due care is
created if the EngagementTeam does not possess, or cannot acquire, the
competencig necessary to properly carry out Eregagement.

A Memberin Public Practice shall evaluate the significance of threats aagply
safeguardswhen necessaryto eliminate them or reduce them to Acceptable
Level.Examples of suckafeguards inclie:

» Acquiring an appropriate understanding of the nature oCthé e nt 6 s busi
the complexity of its operations, the specific requirements oEtigagement
and the purpose, nature and scope of the work to be performed.

»  Acquiring knowledge of relevaimdustries or subject matters.

. Possessing or obtaining experience with relevant regulatory or reporting
requirements.

»  Assigning sufficient staff with the necessary competencies.
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. Using experts where necessary.

«  Agreeing on a realistic time frame for the merhance of th&ngagement. |

. Complying with quality control policies and procedures designed to provide
reasonable assurance that spediigagements are accepted only when they
can be performed competently.

2108 When aMemberin Public Practice intends taely on the advice or work of art

expert, theMemberin Public Practice shall determinewhether such reliance i
warrantedFactors taconsiderinclude:reputation, expertise, resources available and
applicable professional and ethical standards. Suchniaftion may be gained from
prior association with the expert or from consulting others.

Changes in a Professional Appointment

Note: Proposed Accountants refer to paragraphs®21.0.D, 210.1, and210.#4 of the
Code. Existing Accountants refer to pay@phs 2103 and 210.4 of the Code.

2109 A Memberin Public Practice who is asked to replace anotMamberin Public
Practice, or who is considering tendering for Bngagement currently held by
anotherMemberin Public Practice,shall determine whethethere are anyeasons,
professional oothemwise, for not accepting thEngagementsuch as circumstances
that createthreas to compliance with the fundamental principldsat cannot be
eliminated or reduced to akcceptableLevel by the application afafeguardsFor |
example, there may be a threat to professional competence and due care if a
Memberin Public Practice accepts tHengagement before knowing all the pertingnt
facts.

210.0 A Memberin Public Practice shall evaluate thesignificance ofany threats. This {De'eted: N Ehe

Engagement, t
may require direct communication with tiiisting Accountant to establish th
facts and circumstanceggardingthe proposed change so that themberin
Public Practice can decide whether it woulde appropriate to accept the
Engagement. For example, the apparent reasons for the change in appointmgnt may
not fully reflect the facts and may indicate disagreements with Bkisting
Accountant that may influence the decision to accept the appointment.

W

210.11 Safeguards shall be applied when necessary to eliminate any threats or reduce them

to anAcceptabId;eveILExamples of such safeguards include: | Comment [eh10]:  Not clear on whom the
obligation is imposed?

»  When replying to requests to submit tenders, stating in the tender that, before
accepting theEngagemat, contact with theExisting Accountant will be|
requested so that inquiries may be made as to whether there are any
professional or other reasons why the appointment should not be a¢cepted

»  Asking theExisting Accountant to provide known information onyafacts or
circumstances that, in th&xisting Account ant 6s opi ni on,

Member needs to be aware of before deciding whether to accept| the Deleted: accountant

Engagementor
. Obtaining necessary information from other sources

Whenthe threats cannot bdirainated or reduced to aficceptableLevel through
the application of safeguards,Memberin Public Practice shall, unless there is
satisfaction as to necessary facts by other means, decligeghgement.
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AUST|210.11.1 The proposedMember who is asked to replace an existing auditor or to accept [Deleted: accountant ]
nomination as auditdshal| save where the company or organisation has not | peleted: must )
previously had an auditor:

(2) Request the prospective Client's permission to communicate with the existing
auditor last appoited. If such permission is refused the propostainber [Deleted: accountant ]
shall in the absence of exceptional circumstances, decline the Audif Deleted: should )
Engagement or the nomination.

(b) On receipt of permission, request in writing of the existing auditor last
appointedall information which ought to be made available to the proposed
accountant to enable a decision to be made as to whether the Audit
Engagement or the nomination be accepted.

210.2 A Memberin Public Practice may be asked to undertake work that is cammgéary
or additional to the work of thExisting Accountant. Such circumstances necagate
threats to professional competence and due care resulting from, for example, a lack of
or incomplete informationThe significance ofany threas shall be evaluatednd
safeguards applied when necessary to eliminate the threat or reduce it to an
AcceptableLevel. An example of such a safeguardis notifying the Existing {Comm.ent [eh11]:  Not clear on whom the }
Accountant of the proposed work, which would give Exsting Accountant the obligation is imposed?
opportunity to proude any relevant information needed for the proper conduct of the

work.

210.13 An Existing Accountant is bound by confidentiality. Whethérat Member is
permitted or required to discuss the affairs @lient with a proposedlembeywill ( Deleted: accountant )
depend o [Deleted: the nature of th&ngagement and on ]

(& WhethertheCl i ent 6s permi ssion to do so has

(b) The legal or ethical requirements relating to such communications and
disclosure, which may vary by jurisdiction.

‘ Circumstances wherthe Memberis or maybe required to disclose confidential
information or where such disclosungay otherwisebe appropriate are set out in
Section 140 of Part A of this Code.
Deleted: A Memberin Public Practice will

‘ 210.14 Where theExisting Accountant provides information, shall be provided honestly generallyneed to obtain i@ i ent 6s pe

and unambiguously. If the proposed accountant is unable to communicate with th preferablyin writing, to initiate discussion with an
Existing Accountant. Once that permission is

| Existing Accountant, the proposed accountant stadé reasonable steps obtain obtained, théxisting Accountant shall comply witt
information about any possible threats by other mesunsh as ttough inquiries of :g';::snt‘s'ega' andlotieniegflatonsfoVeming|su

third parties or background investigationfssenior management dihoseCharged
with Governance of th€lient.

AUSTI210.14.1 The wishes of the Clierthall be paramount in the choice of professional advisers, Lo2eted: AUST210-181

whether omot special skills are involved. Accordingly a Member in Public Practice
shal| not attempt to restrict in any way the Client's freedom of choice in obtaining| Deleted: must
special advice and, when appropriaieallencourage the Client to do so.

(
[Deleted: must
(
[Deleted: must

o U )

32



PRELIMINARY DRAFT
SECTION 220

Conflicts of Interest

220.1 A Memberin Public Practiceshall take reasonable steps to identify circumstanLes
that could pose a conflict of intereSuch circumstances mayeatethreats to
compliance with the fundamental principles. For example, a thoeabjectivity
may be created whenMemberin Public Practice competes directly with @ient
or has a joint venture or similar arrangement with a major competitoCtémat. A
threat to objectivity or confidentiality may also be created whiterberin Public
Practice performs services f@lients whose interests are in conflict or tBkents
are in dispute with each other in relation to the matter or transaction in question.

220.2 A Memberin Public Practiceshallevaluate the significance of any tateand apply
safeguards when necessary to eliminheethreator reduce them to aficceptable
Level Before accepting or continuingGlient relationship or specifiEngagement,
the Memberin Public Practiceshall evaluate the significance of any thesatated
by business interests or relationships with @ient or a third party.

220.3 Depending upon the circumstances giving rise to the cordliglication ofone of
thefollowing safeguardss generallynecessary

(&) Notifying the Client of the Fi r nblisiness interest or activities that mzliy
represent a conflict of interest and obtaining their consent to act in such
circumstances; or

(b) Notifying all known relevant parties that tiidemberin Public Practice is|
acting for two or more parties in respectafmatter where their respective
interests are in conflict and obtaining their consent to so act; or

(c) Notifying the Client that the Member in Public Practice does not ac
exclusively for any oneClient in the provision of proposed services (fpr
example, in garticular market sector or with respect to a specific service) and
obtaining their consent to so act.

220.4 Where a Firm becomes awareabpossible conflict between the interests of two|or
more Clients, all reasonable steps should be taken to manage the conflict a

Deleted: Theprofessional accountant shalso
determine whether to apply one or more of the
following additional safeguards

thereby avoid any adverse consequences. These steps should include the following
safeguards, except where they are inapprtpria

(& The use of separaiEngagementeams;

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

(c) Clear guidelines for members of tBgagemeneam on issues of securitL/
and coffidentiality;

(d) The use of confidentiality agreements signed by employeeBaatrers of the
Firm; and

(e) Regular review of the application of safeguards by a senior individual not
involved with relevanClient Engagements.
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220.5

220.6

Where a conflict of interestreatesa threat to one or more of the fundamental
principles, including objectivity, confidentialityor professional behawuio, that
cannot be eliminated or reduced toAcceptableLevel through the application of
safeguards, thBlemberin Public Pracice shallnot accept a specifiEngagement or
shallresign from one or more conflictiriehgagements.

Where aMemberin Public Practice has requested consent froi@li@nt to act for
another party (which may or may not be an exisfitignt) in respetof a matter

where the respective interests are in conflict and that consent has been refused by
the Client, the Memberin Public Practice shall not continue to act for one of the
parties in the matter giving rise to the conflict of interest.

34



PRELIMINARY DRAFT
SECTION 230

Second Opinions
230.1 Situations where &emberin Public Practice is asked to provide a second opinion

on proposed accounting presentations or interpretationsobéntingStandardr ( Deleted: _theapplication of a

application of Auditing Standardsor other standards or principles to specific [Deleted: ,a

circumstances or transactions by or on behalf of a company or an entity that is n[ Deleted: |, reporting

an existingClient maycreatethreats to compliance with the fundamental principlps.
For example, there may be a threat to @ssfonal competence and due care in
circumstances where the second opinion is not based on the same set of facts that
were made available to tlxisting Accountant or is based on inadequate eviderce.
The existence andignificance ofanythreat will deped on the circumstances of the
request and all the other available facts and assumptions relevant to the expression
of a professional judgment.

230.2 When asked to provide such an opiniofM@mberin Public Practiceshall evaluate |
the significance ofany threats and applsafeguardsvhen necessary to eliminate
them or reduce them to @cceptable_evel. Examples of suckafeguards includ
seeking Client permission to contact th&xisting Accountant, describing th
limitations surrounding any opinion in conunications with theClient and
providing theExisting Accountant with a copy of the opinion.

230.3 If the company or entity seeking the opinion will not permit communication with
the Existing Accountant, aMemberin Public Practice shall determinewhether |
taking all the circumstances into account, it is appropriate to provide the opinion
sought.
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SECTION 240

Fees and Other Types of Remuneration

240.1

240.2

240.3

240.4

When entering into negotiations regardititeir services, aMember in Public
Practice may quote whatevegdis deemed appropriate. The fact that dember

in Public Practice may quote a fee lower than another is not in itself unethical.
Nevertheless, there may be threats to compliance with the fundamental principles

arising from the level of fees quoted. Fexample, a sglfinterest threat to { Deleted: -

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

The existence andignificance ofanythreatscreatedwill depend on factors such as
the level of fee quoted and the services to which it applies.significance ofiny
threatshall be evaluad andsafeguards appliedhen necessary to eliminaténe

threator reducdt to anAcceptabld;eveILExamples of suchedeguards include: Comment [eh12]:  Not clear on whom the
obligation is imposed?

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

» Assigning appropri@&time and qualified staff to the task.

Contingent Fees

ContingentFees are widely used for certain types of mauranc@ngagement%.
They may, howevegreatethreats to compliance with the fundamental principles in
certain circumstances. They ynareatea selfinterest threat to objectivity. The
existence andignificance of such threats will depend on factors including:

»  The nature of th&Engagement.
«  The range of possible fee amounts.
»  The basis for determining the fee.

»  Whether the outcome or rdswf the transaction is to be reviewed by an
independent third party.

The significance ofinysuch threatshallbe evaluated ansafeguardsppliedwhen

necessary to eliminate or reduce them toﬁmeptable;evell Examples of such Comment [eh13]:  Not clear on whom the
safeguards inclde: obligation is imposed?

» An advance written agreement with {Blent as to the basis of remuneration.

. Disclosure to intended users of the work performed bymbmberin Public
Practice and the basis of remuneration.

. Quality control policies and procedures.

. Review by anindependenthird party of the work performed by tidember
in Public Practice.

| 1 ContingentFees for norassurance services provided Aoidit Clients and otheAssuranceClients are
discussed in Sectisri290and 291of this part of the Code.
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Referral fees and commissions

240.5

240.6

240.7

240.8

A Memberin Public Practice may receive a referral fee or commission relating
Client. For example, where th®emberin Public Practice does not provide th
specific service required, a fee may be received for referring a conti@liery to
anotherMemberin Public Practice or other expert. Memberin Public Practice
may receive a commissi from a third party&.g, a software vendprfinancial

[oa

2}

Deleted: In certain circumstances, a professionz
accountant

adviso) in connection with the sale of goods or services @iient. Accepting such

a referral fee or commissiooreates a selfinterest threat to objectivity and

professional competence and daee.

A Memberin Public Practice may also pay a referral fee to obtaiglient, for
example, where th€lient continues as &lient of anotherMemberin Public

Practice but requires specialist services not offered b¥xming Accountant. The

payment of such a referral fee also createselfinterest threat to objectivity and

professional competence and due care.

The significance ofthe threat shall be evaluated am@feguardsapplied when
necessaryo eliminate the threat or reduitéo anAcceptable_evel,The safeguardd
required to reduce the threat to AcceptableLevel are to inform the Client i
writing of:

o the existence of such arrangement;

. the identity of the other party and parties; and

. the method of calculation of the agency fee, commission or other beg
occurring directly oindirectly to theMember.

A Memberin Public Practice may purchase all or part of anotRigm on the basis

nefi

that payments will be made to individuals formerly owningRhen or to their heirs
or estates. Such payments are not regarded as commissi@feraal fees forte
purpose ofsections240.5-240.70f the Code

Comment [eh14]:  Suggest that this 2006
addtion be removed given the current direction of
the APES 230 project

Comment [eh15]:  Not clear on whom the
obligation is imposed?

[Deleted: Examples of suckafeguards include ]

Deleted: <#>Disclosing to the client any
arrangements to pay a referral fee to another
professional ecountant for the work referref.
<#>Disclosing to the client any arrangemetuts
receive a referral fee for referring the client to
another professional accountant in public pracfice
<#>Obtainingadvance agreement from the client !
commission arrangementséonnection with the
sale by a third party of goods or services to the
clientf

[ Deleted: paragrapb ]
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SECTION 250

Marketing Professional Services

‘ 250.1 When aMemberin Public Practice solicits new work throughdvertisingor other
forms of marketing, there may kethreat tocompliance with the fundamental
principles. For example, a séifterest threat to compliance with the principle of

| professional behaviw is created if services, achievements products are
marketed in a way that is inconsistent with that principle.

250.2 A Memberin Public Practice shall not bring the profession into disrepute when

marketingtheir services. Thélemberin Public Practiceshallbe honest and truthful —{ Deleted: professional

and not:

(@) Make exaggerated claims for services daftbrqualifications posssed or

| experience gained, (Deleted: or

(b) Make disparaging references unsubstantiated comparisons to the work of
anotheror

(c) Falsely advertise or mislead potential Clients.

Deleted: If the Memberin Public Practice is in
doubtaboutwhether a proposed form Afdvertising
or marketing is appropriate, tidemberin Public
Practiceshallconsiderconsuling with the relevant
professional bod§.
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SECTION 260

Gifts and Hospitality

260.1 A Memberin Public Practice, or arimmediate orClose Family, member, may be‘ [De'Ete‘* :
offered gifts andhospitality from aClient. Such an offemay createthreats to
compliance with the fundamental principles. For examgleselfinterest or
familiarity threat to objectivity may be created if a gift fronClent is acceptedan |
intimidation threat to objgtivity may result from the possibility of such offers being
made public.

260.2 The existence andgignificance ofanythreat will depend on the nature, valaad
intent of the offer. Where gifts or hospitalitgre offeredthat a reasonable and
informed thrd party, weighing all the specific facts and circumstancesuld
considertrivial and inconsequentiagh Memberin Public Practice may conclude thait
the offer is made in the normal course of business without the specific intent to
influence decision makg or to obtain information. In such cases, emberin
Public Practice may generally conclude thaty threat to compliance with the
fundamental principleis at anAcceptable_evel

260.3 A Memberin Public Practice shall evaluate the significanceaofy threats and appl)
safeguards when necessary to eliminate the threats or reduce theddceateble
Level. When the threats cannot be eliminated or reduced tAcaeptableLevel
through the application of safeguarddvlamberin Public Practiceshallnot accept
such an offer.
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SECTION 270

Custody of Client Assets

270.1

270.2

‘ 270.3

A Memberin Public Practice shall not assume custody @flient monies or other
assets unless permitted to do so by law and, if so, in compliance with any additional
legal duties imposedn aMemberin Public Practice holding such assets.

The holding ofClient assets creates threats to compliance with the fundamental
principles; for example, there is a selferest threat to professional behaviand

may be a self interest thrett objectivity arising from holdingClient assetsA
Memberin Public Practice entrusted with money (or other assets) belonging to
othersshalltherefore

(@) Keep such assets separately from person@airor assets;
(b) Use such assets only for the purpose foictvithey are intended;

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

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

As part of Client and Engagement acceptance procedufi@s servicesthat may
involve the holding ofClient assets, aMemberin Public Practice shall make
appropriate inquiries about the source of such assets and consider legal and
regulatory obligations For example, if the assets were dedvé&om illegal
activities, such as money launderiraythreat to compliance with the fundamental
principles would be createth such situationsthe Membermay consider seeking

legal advice.
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SECTION 280

Objectivity d All Services
280.1 A Memberin Public Practice shall determinewhen providing anyProfessional

Service whether there are threats to compliance with the fundamental principle of

objectivity resulting from having interests in, or retaships with, &Client or its
Directors, Officers or employeesi-or example, a familiarity threat to objectivity
may be created from a family or close personal or business relatipnshipere a
person in a Firm has a mutual business interest with ane®ffr employee of g
Client or has an interest in a joint venture with a Client

280.2 Sectiors 290 and 291provide specific guidance dmdependenceequirements for
Membes in Public Practice when performingssurancé&Engagemerst

280.3 The existence of threats to objectivity when providing BrofessionalService will
depend upon the particular circumstances ofghgagement and the nature of the
work that theMemberin Public Practice is performing.

280.4 A Memberin Public Practiceshallevaluate the significance ahythreats anépply
safeguards whemecessary to eliminate them or reduce them tcAaceptable
Level.Examples of suchafeguardinclude:

. Withdrawing from theEngagementeam.

. Supervisory procedures.

. Terminating the financial or business relationship giving rise to the threat.
. Discussing the issue with higher levels of management withiRitire

. Discussing the issue wifthoseCharged withGovernance of th€lient.

If safeguards cannot eliminate or reduce the threat té\aeptableLevel the
Membershalldecline or terminate the relevefngagement.
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without bias, conflict of interesor undue influence
of others.
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PREFACE i SECTIONS 290 AND 291(AUST)

SECTION 290 INDEPENDENCE i AUDIT AND RE VIEW ENGAGEMENTS AND
SECTION 291 INDEPENDENCE i OTHER ASSURANCE ENGAGEMENTS

Section 290 of this Codaddresss Independence requirements féudit and Review
Engagementswhich are Assurance Engagements in which a Member in Public Practice
expresses a colusion on historical Financial Statements. Section 291 of this Code
addresse$ndependence requirements fssurance Engagements that are not an Aodit
Review Engagemenmf historicalFinancial Statementéerein referred to as Other Assurance

Engagemsts

The concept of Independence is fundamental to compliance with the principles of integrity
and objectivity. This Code adopts a conceptual framework that requires the identification and
evaluation of threats tmdependencand the application of safegrds to reduce any threats
created to ar\cceptabld_evel.

This approach may contrast with the rules adopted in legislation, which are often prescriptive
in_nature. Accordingly, Members and other readers of this Code should recognise that
adherence to thi€ode is not a substitute for legislation and Members and other readers must
refer to such legislation to determine their additional obligations.

While these differences in approach make precise comparisons to specific legislation, such as

the Corporations Act 2001, difficult, Members and other readers should recognise the(Fomatted: Font: italic

underlying principles of integrity and objectivity are consistent with objective and impartial
judgement, when both approaches are tested in the context of all relevant facts by a

reasonble person.

As this Code is confined to the professional aspects of Independence, distinct from any
requirements which may be imposed by law, Members should also ensure they comply with
the spirit and the letter of the law.

The statutorylndependence of uditors General is provided for in legislation by the
Parliament of each Australian jurisdiction in a number of ways. This includes defining the
scope of the AuditdiGeneral's mandate, the appointment and removal of the Auditor
General and the performaneoé his or her responsibilities. The requirements within this
Code should apply to AuditoiGeneral and their senior Officers who are delegated or
authorised to sign assurance reports, to the extent that they do not conflict with such
leqislation.

In interpreting this section, it is not possible to give a definition of "material" which would
cover all circumstances where materiality is referred to in this section. In such circumstances
regard should be had to the effect which an interest might have @ebet® have on the
objectivity of a person in a Firm.
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SECTION 290

INDEPENDENCE' AUDIT AND REVIEW ENGAGEMENTS

CONTENTS
Paragraph
SErUCTUIE Of SECHOM....ciiiii et e e e s eeeame e 290.1
A Conceptual Framework Approach to Independence..........ccccvveeevivcceeeeecininnne, 290.4
Networks and Network FIrMS.........ooii i 290.13
PUDIICINIErESt ENTILIES ... .eeiiiiiiiie e e eccerie et e e rmee e e e e e e enee e e e srnen 290.25
ReIAtEA ENTILIES. ...ciiiiiieiiiiiii ettt et et ceme e s 290.27
Those Charged wWith GOVEIMANCE. .........c.uiiiiiiiiii e eme e 290.28
(Do Tot U143 1=T 01 - 11T o U RSP 290.29
ENgagement PeriOC...........uuiiiiiiei ettt eees e e e e e e aeeerneees 290.30
Mergers and ACQUISITIONS ....c..iiuurieeiiireeesieeeeieeeessiieeeeseneeeaessmnneeeeessnneeeesaneeeeesannes 290.33
(0= g @f0] 070 [=T = 1[0 =SSR 290.32
Application ofthe Conceptual Framework Approaah independence..................... 290.100
FINANCIAI INTEIESTS....eeiiiiiii et rree e e et e e e st e e e s nseneneeeens 290.102
LOANS @N0 GUATANTEES. ... ..eeeeieiieeeietiereecmeesteeeessnteeeessteeeeammsssseeeeeaseeeeeansseeessmnnan 290.118
BUSINESS REIAtIOMEDS ....eevieeiiiiiiiiiie ettt emme e e e e e e e e e e e e emnes 290.124
Famiy and Personal RelationShips..........ccuiieiiiiiiieecen e sceee e 290.127
Immediate Family member influences subject matter information................. 290.128
Immediate Family mmber influences subject matter............cccevvcveiiiieninennnnn 290.129
Employment with an Audit CHENt...........oviiiiiiie e e 290.134
Temporary Staff ASSIGNMENES........ccoiiiiiiieiie et ee e 290.142
RecentService with an Audit ClIENE...........oocuiiiiiiiiicee e 290.143
Serving as a Directarr Officer of an Audit Client...........cccoivieiiiiiiemeecnee e, 290.146
Long Assaciation of SenidPersonnel (Including Partner Rotation)
WIth @n AUAIE CHENL.....oiiiiei e emme e 290.150
Provision of Norassurance Services to Audit ClIentS........ccccvevvvveeeeicemrcieee s 290.156
Management ReSPONSIDIlILIES..........coiuiieiiiiiiieen e 209.162
Preparing Accounting Records and Financial Statements...............ccccecceeenee. 290.167
RV 2= LU =0 Y= o S 290.175
TAXAON SEIVICES ... uuititiiiiieee e e s eeeeer ettt e e e e e e s sasteeeieensebseeeeeaeeesessnnssseeeenansen 290.181
Internal Audit Services 290.195
IT SYSLEMS SEIVICES. ... .eiieiieiiiieitie e rreeee sttt reee e sae et e b e snee e 290.201
Litigation SUPPOIt SEIVICES. .....ccoiiiriieiiiieee i rcemiee e srermsne e 290.207
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LEGAI SEIVICES. ... . iiiie ettt eeme e et e e e e e e e eemme s 290.209
RECIUILING SEIVICES. ....eiiiiiiiiii ettt reee et aees 290.214
Corporate FiNANCe SEIVICES.........uuuiiiiieeiiiiiiieeeessiiiitire e e e e e e e s eeesasraaeeeaaeeeean 290.216
=TT SO EPPTP 290.220
FEED REIALIVE SIZE....uiiiiiiiiiei i rreer e e e eeean 290.220
FEEE OVEIUUE ...ttt ettt e e snbb e e enmme e 290.23
(7] 110 T=T o 10 TSR 290.22
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Structure of Section

290.1

290.2

290.3

This section addresses thalependence requirements foudit Engagements an
Review Engagementswhich are AssuranceEngagements in kich aMemberin
Public Practice expresses a conclusionfnancial StatementsSuchEngagements
compriseAudit andReview Engagements to report on a complete sefinancial
Statements and a singl€inancial Statement. Independence requirements [for
AssuanceEngagements that are ndtdit or ReviewEngagements are addressed|in
Section 291.

In certain circumstances involvindudit Engagements where the audit rechrt
includes a restriction on use and distribution and provided certain conditions are
met, thelndependence requirements in this section may be modified as pravided
paragraphs 290.500 to 290.5I#he modifications are not permitted in the case of
an audit ofFinancialStatements required by law or regulation.

In this section, the term(s):

. i A u,ddAudit Te a m,Adadit Bn g a g e méudit Cloi efnt O a
repor t oreview RévievdTearn Review EngagementReview Client
and review report; and

nd i a

. iAiFi rmd NetworkFund exsept where otherwise stated. |

A Conceptual Framework Approach to Independence

290.4

290.5

290.6

290.7

In the case oAudit Engagements, it is in thaublic interest and, therefgneequired
by this Code of Ethics, that membersAafdit Teams Firms and when applicable,
Network Firms shallbe independent giudit Clients.

The objective of this stion is to assisEirms and members oAudit Teams in
applying the conceptual framework approadtescribed belowo achieving and
maintainingindependence.

Independenceomprises
Independence of Mind

The state of mind that permits the expression of &lasion without being affected
by influences that compromise professional judgment, thereby allowing an
individual to act with integrity and exercise objectivity and professiaregtcism.

Independence in Appearance

The avoidance of facts and circumstasichat are so significant that a reasonable

and informed third party would be likely to conclude, weighing all the specific facts

and circumstances, thatE r moé s , or a Audé frebaemd sq f ijtnhtegr
objectivity or professionalcepticism has beecompromised.

Theconceptual framework approashall be appliedhy Membersto:
(a) Identify threats tdndependence;
(b) Evaluaethe significance of ththreatsdentified, and

(c) Apply safeguardswhennecessaryto eliminate the threats or reduce them to
anAccepableLevel
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290.8

290.8.1

When the Member determines thatppropriatesafeguards are naivailable or
cannot beappliedto eliminate the threats or reduce them toAaceptablelevel,
the Membershall eliminatethe circumstanceor relationship creating the threats or
decline or terminge the Audit Engagement.

A Membershall use professional judgment in applying this conceptual framework.

Many different circumstances, or combinasaf circumstances, may be relevant in
assessinghreats tolndependencelt is impossibleto define every situation that
creates threats tmdependence and to specify the appropriate ackioerefore, this
Codeestablishesa conceptual framework that requirBsms and members ¢udit
Teams to identify, evalugtand address threats Indegpendence The conceptual
framework approactassistsMembersin Public Practice in complying with the
ethical requirements in this Code. kccommodates many variations in
circumstances that create threatslndependence ancan deter aMember from
concludng that a situation is permitted if it is not specifically prohibited

(Deleted: AUST2@412 )

Independence is potentially affected by s$etérest, selieview, advocacy,

AUST

290.8.2

familiarity and intimidation threats.

fi S drtefest Thrat 6 occurs when a FRudit freano coulda L.??,'et?fj.:fusmo'“s ]

AUST

290.8.3

benefit from a Financial Interest in, or other saterest conflict with, anAudit
Client.

Examples of circumstances that may create this threat include, but are not limited to:

e A Direct Financia Interest or material Indirect Financial Interest in Andit
Client;

e A loan or guarantee to or from &udit Client or any of its Directors or Officers;

e Undue dependence on total fees fronmAanlit Client;
e Concern about the possibility of losing the Egelment;
e Having a close business relationship withfarlit Client;

e Potential employment with afudit Client; and

e Contingent Fees relating &udit Engagements.

SelfReview Threatédé occurs when ( u$Auditny [Dﬁ'efedL,AUSngo"‘“ )

Engagement or neAssurance Engagement needs to beweduated in reaching

conclusions on théudit Engagement or (2) when a member of Auslit Team was

previously a Director or Officer of th&udit Client or was an employee in a position

to exet direct and significant influence over tAedit Engagement. [Deleted: subject matter of the ]

Examples of circumstances that may create this threat include, but are not limited
to:

e A member of theAudit Team being, or having recently been, a Director or
Officer of the Audit Client;

e A member of theAudit Team being, or having recently been, an employee of the

Audit Client in a position to exert direct and significant influence ovepihdit [Deleted: subject matter of the ]
Engagement;
[Deleted: subject matter of the ]

e Performing services for arAudit Client tha directly affect the Audit
Engagement; and

46



PRELIMINARY DRAFT

AUST290.8.4

e Preparation of original data used to generate a financial report or preparat

on of

other records that are the subjeraudit,

[ Deleted: matter of the

NfAdvocaatydo Thhaecur s when a Audit Team, ppomotes,

AUST290.8.5

or may be perceived to promote Andit Client's position or opinion to the point

that objectivity may, or may be perceived to be, compromised. Such may 4
case if a Firm or a member thfe Audit Team were to subordinate their judgment
that of the Client.

Examples of circumstances that may create this threat include, but are not |
to:

e Dealing in, or being a promoter of, shares or other securities Audit Client;
and

e Acting asan advocate on behalf of @udit Client in litigation or in resolving
disputes with third parties.

AFamiliarity Threato occurs

AUST290.8.6

Client, its Directors, Officers or employees, ianfFor a member of thAudit Team
becomes too sympathetic to the Client's interests.

Examples of circumstances that may create this threat include, but are not |
to:

e A member of theAudit Team having an Immediate Family member or CIq
Family membewho is a Director or Officer of tha&udit Client;

e A member of theAudit Team having an Immediate Family member or CIq
Family member who, as an employee of Ahslit Client, is in a position to exer
direct and significant influence ovéire Audit Engagement;

e A former Partner of the Firm being a Director or Officer of #dit Client or

w h e nAudit By

m[ Deleted: Engagement

(Deleted: AUST290.415

e the
to

mited

( Deleted: AUST290.41.6
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mited

S€

Se

[ Deleted: subject matteof theAssurance

an employee in a position to exert direct and significant influence oveéutie
Engagement;

e |ong association of aegsior member of théudit Team with theAudit Client;
and

e Acceptance of gifts or hospitality, unless the valugrigal, from the Audit
Client, its Directors, Officers or employees.

filnti mi dat i osnwhef b mender of thduditcTeam may be deterre

AUST290.8.7

[ Deleted: subject matter of the

[ Deleted: Clearly Insignificant

AUST290.41.7

i [ Deleted:

from acting objectively and exercising professional scepticism by threats, acthial or

perceived, from the Directors, Officers or employees ohadit Client.

Examples of circumstances that may create tinisat include, but are not limite
to:

e Threat of replacement over a disagreement with the application of an acco
principle; and

e Pressure to reduce inappropriately the extent of work performed in ord
reduce fees.

The Firm and members of théAudit Team have a responsibility to rema

independent by taking into account the context in which they practice, the thre
Independence and the safeguards available to eliminate the threats or reduce
an Acceptable Level.

a7

inting

er to

n (Deleted: AUST290.41.8
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When threats are identified, other than those thattrari@l, a Member in Public [Deleted: AUST290.41.9

AUST290.8.9

Practice shalldentify andapply appropriate safequatdg eliminate the threats or [Deleted: Clearly Insignificant

reduce thento an Acceptable Levellhe Member shall documenhis decisiop The [Demed; shouldbe identified

nature of the safequards to be applied will vary depending upon the circumstancq Deleted: and applied

Jhe consideration will be affected by matters such as the significance of the threq Deleted: A

the nature of thédudit Engagement, the intendeders of theaudit report and the

[ Deleted: shouldbe documented

O U )

structure of the Firm.

e Safeguards created by the profession, legislation or regulation;

unacceptable.

Deleted: Consideration should always be given
f LR what a reasonable and informed third paying

Safequards fall into three broad categories: knowledge of all relevant information, including

safeguards applied, would reasonably conclude t

e Safequards within thAudit Client; and [Deleted: AUST290.41.10

)

e Safeguards within theiffn's own systems and procedures.

The Firm and the members of tAeidit Teamshall select appropriate safeguards to ((Deteted:_shoud

)

eliminate or reduce threats to Independgocan Acceptable Level. Deleted: , other than those that are Clearly

Insignificant,

|

AUST[290.8.10 Safequards created by the profession, legislation or regulation, include th[DeIeted: U 2 2o

AUST|290.8.11 Safeguards within thAudit Client, include the following:

)

following:
e Educational, training and experience requirements for entry into the profession;

e Continuing education requirements;

e Professional standards and monitoring disgiplinary processes;

e External review of a Firm's quality control system;

e | eqislation governing the Independence requirements of the Firm; and

e Recommendations omdependenciom relevant requlators.

(Deleted: AUST290.41.12

290.9

290.10

e When theAudit Client's management appoints the Firm, persons other than
management ratify or approve the appointment;

e TheAudit Client has competent employees to make managerial decisions;

e Policies and procedures that erapise theAudit Client's commitment to fair
financial reporting;

e Internal procedures that ensure objective choices in commissioning non
Assurance Engagements; and

e A corporate governance structure, such as an audit committee, that provides
appropriate oveight and communications regarding a Firm's services.

Paragraphs 290.100 and onwadéscribehow the conceptual framework approach
to Independence is to be applied. These paragraphs dadwbessall the
circumstanceand relationships that create or nwgate threats tindependence

In deciding whether to accept or continueEBmgagement, or whether a particular
individual may be a member of thaudit Team, aFirm shallidentify andevaluate
threatsto Independencelf the threats are not at alcceptdle Level andthe
decision is whether to accept Bngagemenbr include a particular individual on
the Audit Team, the Firm shall determine whethesafeguardsare availableto
eliminate the threats or reduce them to &cceptableLevel. If the decision §
whether to continue aBngagement, thg&irm shall determine whether any existing
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290.11

290.12

Networks and Network Firms

290.13

290.14

290.15

290.16

safeguardsvill continue to be effective to eliminate the threats or reduce them t
Acceptabld_evel or whether other safeguandfl need to be appliedr whether the

0 an

Engagement need® be terminatedWhenever new information about a threat |to

Independence comes to the attention ofRine during theEngagementthe Firm
shall evaluate the significance of the thréataccordance wittthe conceptual
framework approach.

Throughout this section, reference is madethe significarce of threats to
Independenceln evaluatingthe significance of ahreat qualitative as well ag
quantitative factorshallbe taken into account

This section does not, in most cases, presctiie specific responsibility of
individuals within the Firm for actions related tolndependence becaug
responsibility may differ depending on the size, structure and cegem of a
Firm. The Firm is required byAPES 320Quality Control for Firmsto establish

policies and procedures designed to provide it with reasonable assurance tI'L.

Independence is maintained when required by relevant ethical requiremer
addition,Auditing and Assurance Standaresjuire theEngagemenPartner to form

Comment [eh16]:  Not clear on whom the
obligation is imposed?

e

Deleted: International Standards on Quality
Contol

ts. In

[

Deleted: International Standards on Auditing ]

a conclusion on compliance with thedependence requirements that apply to the

Engagement.

If a Firm is deemedto be aNetwork Firm, the Firm shall be Independst of the
Audit Clients of the otheFirms within theNetwork (unless otherwise statedthis
Code. Thelndependence requirements in this section that appl\N@haork Firm
apply to any entity, such as a consulting practice or professional law prdbtice
meets the definition of &letwork Firm irrespective of whether the entity itse
meets the definition of Birm.

To enhance their ability to providerofessionalServices, Firms frequently form

larger structures with oth&irms and entities. Wheéhn these larger structures cregte

a Network depends on the particular facts and circumstances and does not

larger structure may be aimed only at facilitating thenraf of work, which in itself
does not meet the criteria necessary to constititetevork. Alternatively, a larger
structure might be such that it is aimed atoperation and thdirms share a
common brand name, a common system of quality control, gnifisant
professional resources and consequentiieEmedo be aNetwork.

The judgment as to whether the larger structureNetvork shallbe made in light

f

epend
on whether thésirms and entities are legally separate and distinct. For example, a

of whether a reasonable and informed third party would be likely to conclude,
weighing all thespecific facts and circumstances, that the entities are associated in

such a way that &etwork exists. This judgmerghall be applied consistently
throughout theNetwork|

Where the larger structure is aimed atoperation and it is clearly aimed at ptof
or cost sharing among the entities within the structure dieésnedo be aNetwork.
However, the sharing of immaterial costsesnot in itself create &etwork. In
addition, if the sharing of costs is limited only to those costs related to

devebpment of audit methodologies, manuals, or training courses, this would not in

itself create d\etwork. Further, an association betweefirn and an otherwisel
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290.17

290.18

290.19

290.20

290.21

290.22

290.23

unrelated entity to jointly provide a service or develop a prodaoesnot in itself
create aNetwork.

Where the larger structure is aimed at cooperation and the entities within the
structure share common ownership, control or managementdéeisiedto be a
Network. This could be achieved by contract or other means.

Where the larger structure isnsed at ceoperation and the entities within the
structure share common quality control policies and proceduresigeisedo be a
Network. For this purposecommon quality control policies and proceduses
those designed, implemented and monitoredsacthe larger structure.

Where the larger structure is aimed atoperation and the entities within the
structure share a common business strategydéasnedo be aNetwork. Sharing a
common business strategy involves an agreement by the emtiiebieve common
strategic objectives. An entity is ndeemedo be aNetwork Firm merely because

it co-operates with another entity solely to respond jointly to a request for a proposal
for the provision of &rofessionalervice.

Where the larger struste is aimed at coperation and the entities within the
structure share the use of a common brand namedéesedo be aNetwork. A
common brand name includes common initials or a common nanférnA is
deemedo be using a common brand name if itlites, for example, the common
brand name as part of, or along with, Fism name, when &artner of theFirm
signs an audit report.

Even though &irm does not belong to BMetwork and does not use a common
brand name as part of iE&rm name, it may gig the appearance that it belongs to a
Network if it makes reference in its stationery or promotional materials to being a
member of an association Birms. Accordingly,if care is not taken in how Erm
describes such membershipsgperception may be ated that thé&irm belongs to a
Network.

If a Firm sells a component of its practice, the sales agreement sometimes provides
that, for a limited period of time, the component may continue to use the name of
the Firm, or an element of the name, even thoitgk no longer connected to the
Firm. In such circumstances, while the two entities may be practicing under a
common name, the facts are such that they do not belong to a larger structure aimed
at cooperation and are, therefore, nbletwork Firms. Those entities shall
determinehow to disclose that they are nbtetwork Firms when presenting
themselves to outside parties.

Where the larger structure is aimed atoperation and the entities within the
structure share a significant part of professional nes®y it isdeemedto be a
Network. Professional resources include:

. Common systems that enaliterns to exchange information such @kent
data, billing and time records;

. Partners and staff;

» Technical departmentthat corsult on technical or industry spiic issues,
transactions or events fAissuranc&Engagements;

» Audit methodology or audit manuals; and
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«  Training courses and facilities.

290.24 [The determination of whether the professional resources shared are significant, and

therefore theirms areNetwork Firms, shall be made based on the relevant fa}:,ts

and circumstancesWhere the shared resources are limited to common audit{COmment[ehlslz Not clear on whom the

methodology or audit manuals, with no exchange of personr@lient or market | obligation is imposed?
information, it is unlikely that the shared resourcesilt be significant. The same

applies to a common training endeavoWhere, however, the shared resourdes

involve the exchange of people or information, such as where staff are drawn from a

shared pool, or a common technical department is created Withlarger structure

to provide participatingirms with technical advice that tHérms are required td

follow, a reasonable and informed third party is more likely to conclude that the

shared resources are significant.

Public Interest Entities

290.25

290.26

Section290 containsadditionalprovisionsthatreflectthe extenof public interest in
certain entities. For the purpose of this section, public interest entities are:

(@) All ListedEntities;and

(b) Any entity (a) defined by regulation or legislation a&Rudlic Interest Entity or
(b) for which the audit is required by regulation or legislation to be conducted
in compliance with the samidependence requirements that apply to ihe
audit of Listed Entities. Such regulation may be promulgated by any releyant
regulator, irluding an audit regulator

Firms and member bodies are encouragedeterminewhetherto treatadditional
entities or certain categories of entitiess public interest entities because they have
a large number and wide range of stakeholders. Facttwes ¢onsidered include:

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

. Size; and

. Number of employees.
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Related Entities

290.27 In the case of aAudit Client that is eListedEntity, references to aAudit Client in
this section includdRelatedEntities of theClient (unless otherwise stated). For all
other Audit Clients, references to afiudit Client in this section includ&elated
Entities over which the&€lient has direct or indirect control. When tAeidit Team
knows or has reason to believe thaelationship or circumstance involviagother
RelatedEntity of theClient is relevant totte evaluation of th&i r nirilependence
from theClient, the Audit Teamshall includethat RelatedEntity whenidentifying

andevaluating threats ttmndependence and applying appropriate safeguards.

Those Charged with Governance

290.28 Even when not required byhe Code,applicable auditing standards, law or
regulation, regular communication is encouraged betweenFitime and Those
Charged withGovernanceof the Audit Client regarding relationships and other
matters that might, inthEBi r més o pi ni @ar pnindependence. Such vy b
communication enableBhoseCharged withGovernance to (a) consider the r mo s
judgments in identifying and evaluating threatdidependence, (b) consider the
appropriateness of safeguards applied to eliminate them or reduvetohan
AcceptableLevel, and (c) take appropriate action. Such an approach can be
particularly helpful with respect to intimidation and familiarity threats.

Documentation

290.29 Documentation provides evidence of thdembeb s judgment s in
conclusions regrding compliance withndependence requiremeritdie absence of
documentations not a determinant of whetheFam considered a particular matter
nor whether itis Independent.

The Membershall document conclusions regarding compliance irittependere
requirements, and the substance of any relevant discussions that support those
conclusions. Accordingly:

(a) When safeguardare requiredo reducea threat to anAcceptableLevel, the
Membershalldocumenthe nature of the threat and the safeguards ireptac
applied that reduce the threat toAeceptable_evel; and

(b) When a threatequired significant analysis to determiméether safeguards
were necessargnd the Member concluded that they were not because the
threat was already at akcceptableLevel, tre Member shall documentthe
nature of the threat and the rationale forcheclusion

( Deleted: AUST290.40.1

290.291 This documentation referred to in paragr@8K.29is to be produced at the time of a
( Deleted: 29027

gual ity review conduct ébddyby t he Membel
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Engagement Period

290.30 Independence from th&udit Client is required both during tHEngagement perio
and the period covered by tli@ancial Statements. Th&ngagement period start]
when theAudit Team begins to perform audit services. THegagemeh period

ends when the audit report is issued. Whergtingagement is of a recurring naturg,

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

onal

290.31 Whenan enity becomes am\udit Client during or after the period covered by t||1e

Financial Statements on which thEirm will express anOpinion, the Firm shall
determinewhether any threats tadependencarecreated by

Financial or business relationships with #hadit Client during or after the
period covered by th€&inancial Statements but before accepting thedit
Engagement; or

Previous services provided ttoe Audit Client.

AUST290.31.1 In the case of an Engagement conducted for the purpogbs @forporations Act,
the Engagement period includes the period covered by the subject matter repor
by the Firm. When an entity becomes an Audit Client during or after the p
covered by the subject matter that the Firm will report on, the Bmath consider
whether any threats to Independence may be created by:

e Financial or business relationships with the Audit Client during or after
period covered by the subject matter, but prior to the acceptance of the

Engagement; or
Previous servies provided to the Audit Client.

290.32 )f a nonassurance service was provided to phedit Client during or after the
period covered by th€inancial Statements but before th&udit Team begins to

perform audit serviceand the service would not be permitted during the period of

the Audit Engagementthe Firm shall evaluatany threat tdndependence create,
by the servicelf athreat is not at aAcceptable_evel,the Audit Engagemenshall
only be accepted if safeguards are applied to elimexay¢hreas or reduceghemto
anAcceptableLevel. Examples of sch safeguards include:

of theAudit Team;
Having aMemberreview the audit and neassurance work as appropriate; @

Engaging anothefirm to evaluate th results of the neassurance service g
having anotherFirm re-perform the norassurance service to the exte
necessary to enable it to take responsibility fomthieassuranceervice.

Mergers and Acquisitions

290.33 When, as a result of a merger or acgigsitan entity becomesRelatedEntity of
an Audit Client, theFirm shall identify and evaluate previous and current interg
and relationships with thdrelated Entity that, taking into account availabl
safeguards, could affect itedependence and tledore its ability to continu¢he

(Deleted: AUST20451

ted on
ariod

the
Audit

Deleted: Similarly, in the case of an Assurance
Engagement that is not an Audit Engagement, th
Firm should consider whether any financial or
business relationships or previous services may
create threats to Independerfce.

[ Deleted: Financial Statement

Not including personnel who provided the rassurance service as members

=
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e

Audit Engagemenéafter the effective date of the merger or acquisition.
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‘ 290.34 TheFirm shall take steps necessary to terminate, by the effective date of the merger
or acquisition, any current interests or relationships thatatreermitted under this
Code. However, if such a current interest or relationship cannot reasonably be
terminated by the effective date of the merger or acquisition, for example, because

‘ the RelatedEntity is unable by the effective date to effect an dgdgansition to
anotherservice provider of a neassurance service provided by ffiem, the Firm
shall evaluate the threat that is created by such interest or relationship. The more

| significant the threat, the more likely tlh& r mé s o b j e campromigedy wi
and it will be unable to continue as auditor. The significance of the threat will
depend upon factors such as:

o The nature and significance of the interest or relationship;

. The nature and significance of tiRelatedEntity relationship (for exaple,
whether theRelatedEntity is a subsidiary or parent); and

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

‘ The Firm shall discuss witiThoseCharged withGovernance the reasons why the
interest or relationship caohreasonably be terminated by the effective date of the
merger or acquisitioand the evaluation of the significance of the threat.

‘ 290.35 If ThoseCharged withGovernance request tiiérm to continue as auditor, ttérm
shall do so only if:

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

(b) any individual who has such an interest or relationship, includiggthat has
arisenthrough performing aonassurance service that would not be permitted
‘ under this section, will not be a member of EmyagemenTeam for the audit
or the individual responsible for tlingagemenQuality Control Review; and

(c) appropriate transitional measures will be appliednecessary, and discussed
| with Those Charged with Governance. Examples of transitional measures
include:

‘ o Having a Member review the audit or noassurance work as
appropriate;

o Having aMember who is not a member of thEirm expressing the
opinion on theFinancial Statements, perform a review that is equivalent
to anEngagemen@uality Control Review; or

o Engaging anotheFirm to evaluate the results of the nassurance
service or having anoth&irm re-perform the norassurance service to
the extent neceary to enable it to take responsibility for the service.

‘ 290.36 TheFirm may havecompleteda significantamount ofwork on the audiprior to the
effective date of themerger oracquisitionand may be able to complete the
remaining audit proceduregithin a shet period of time In such circumstances, if

‘ Those Charged withGovernance request thgéirm to complete the auditvhile
continuing with an interest or relationship identified in 290.33 Hihm shall do so
only if it:

54



PRELIMINARY DRAFT

(@) Has evaluated the significance of tliereat created by such interest or

relationship and discussed the evaluation witlhose Charged with
Governance;

. . . e e [N Comment [eh19]:  There is an error in the
(b) Complles with the reql‘”rements of paragrm@.SS(u) ("l) ‘x and IESBA cross referendeit is unclear whether the
correct reference should be 290.35(®@)or the 2
and ¥ dot points of 290.35(c).

(c) Ceases to bthe audior no later than the issuance of the audit report

290.37 When addressingrevious and current interests and relationships covéesed
paragraphs 290.33 to 290.3BetFirm shall determine whether, even if all tHe
requirements could be met, the interests and relationships create threats that would
remain so signifiant that objectivity would be compromised and, if so, Een |
shall cease to be tlidior.

290.38 The Membershall document any interests or relationships covered by parag}aphs
290.34 and 36 that will not be terminated by the effective date of the merger or
acquisition and the reasons why they will not be terminated, the transitional
measures applied, the results of the discussion Witlose Charged Withl
Governance, and the rationale as to why the previous and current interesfs and
relationships do not creathreats that would remain so significant that objectivity
would be compromised.

Other Considerations

290.39 There may be occasions when there is an inadvertent violation of this section. If
such an inadvertent violation occurs, it generalily be deemedotto compromise
Independence provided thErm has appropriate quality control policies and
procedures in plagequivalent to thosesequired byAPES 20 Quality Control for [Deleted: International Standards on Quality }
Firms, to maintainIndependence and, once atigered, the violation is corrected L™
promptly and any necessary safeguards are applietiminateanythreat or reduce
it to anAcceptableLevel The Firm shall determinavhetherto discussthe matter
with ThoseCharged withGovernance.

. . . . . . Deleted: AUST290.3.1
AUST29.39.1 The necessary safequards applied include, if appropriate, notification to a regy Iato.[,eee ]

body.

Paragraphs 2900to 290.99 are intentionally left blank
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Application of the Conceptual Framework Approach to Independence

290.100 Paragraphs 290.102 to 290128escribe specific circumstances and relationships
| that create ormay create threats tthdependence. The paragraphs describe the
potential threats and the typef safeguards that may be appropriate to eliminate the
threats or reduce them to ArceptableLevel and identifycertainsituations where
no safeguards could reduce the threats téeceptableLevel. The paragraplao
not describe all of the circumstances and relationships that create or may create a
| threatto Independencd he Firm and the memberof theAudit Teamshallevaluate
the implications of similar, but different, circumstances and relationships and
determine whether safeguards, including the safeguards in paragraph® ©200.1
200.15, can be appliedvhen necessarp eliminatethe threatso Independencer
reduce them to aAcceptabld_evel

290.101 Paragraphs 290.102 to 290.126 contain references to the materialisiragfneial
Interest loan, or guarantegor the significance of d@usiness relationship. For the
purpose of determiningvhether such an interest is material to an individual, the

| combined net worth of the individual artie i n d i v ilrdmedidted-amily
memberanaybe taken into account.

Financial Interests

‘ 290.102 Holding aFinanciallnterest in arAudit Client may create a selfiterest threatThe
existence andignificance of any threatreated depends oifa) the role of the
person holding th&inanciallnterest, (b) whether tHeinancial Interest is direct or
indirect, and (c) the materiality of tii@nanciallnterest.

290.103 Finandal Interests may be held through an intermediary (e.g. a collective
investment vehicle, estate or trust). The determination of whetherBuoahcial
Interests are direct or indirect will depend upon whether the beneficial owner has
control over the invament vehicle or the ability to influence its investment
decisions. When control over the investment vehicle or the ability to influence
investment decisions existihlis Code defines thd&inancial Interestto bea Direct
Financial Interest Conversely, Wen the beneficial owner of tHénancial Interest
has no control over the investment vehicle or ability to influence its investment
decisions,this Code defines thafinancial Interestto be an Indirect Financial
Interest

290.104 If a member of théudit Team,ame mber of t hramediatehachiyoi dual 6
a Firm has aDirect Financiallnterest or a materiahdirectFinanciallnterest in the
Audit Client, the seHinterest threat created would be so significémat no
safeguard could reducethe threat to m AcceptableLevel. Therefore, none of the
following shall have aDirect Financial Interest or a materidindirect Financial
Interest in theClient: a member of théudit Team;ame mb e r of that i n
ImmediateFamily; or theFirm.

290.105When a member athe Audit Teamhas aClose Family memberwho the Audit
Team member knowsas aDirect Financiallnterest or a materiaghdirectFinancial
Interest in théAudit Client, a selfinterest threais created.The significance othe
threatwill depend on factorsuch as:
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. The nature of the relationship between the member oAttt Team and the
CloseFamily memberand
. The materiality of thé&inanciallnterest to th€lose Family member.

The significance of the threat shall be evaluated afdgsardsapplied when
necessary to eliminate the threat or reduce it té\ereptablelevel. Examples of |
such safeguards include:

e  The Close Family member disposing, as soon as practicable, of all of
FinancialInterest or disposing of a sufficient portion of laudlirect Financial
Interest so that the remaining interest is no longer material;

. Having aMemberreview the work of the member of theidit Team; or
. Removing the individual from th&udit Team.

290.106 If a member of théduditTeam,a me mber of intmedateRamilg, ory,
a Firm has a direct or materiahdirect Financial Interest in an entity that has

controlling interest in thédudit Client, and the client is material to the entity, the

self-interest threat created would be so significant that no safggweauld reduce
the threat to a\cceptableLevel. Thereforenone of the followingshall havesuch

a Financial Interest a member of thédudit Teama me mber of t

ImmediateFamily; andthe Firm.

290.107The holding by aFi r m6s r et i plennoé a directboe magefidindirect
FinancialInterest in amAudit Client creats a selfinterest threaq“.l’ he significance

of the threatshall be evaluated and safeguards applied when necessary to eliminate

the threat or reduce it to dcceptable_evel,

290.1081If other Partners in theOffice in which the EngagementPartner practices in
connection with théudit Engagement, or thelmmediateEamily members, hold g
Direct Financial Interest or a materiadlndirect Financial Interest in thatAudit
Client, the s#-interest threat created would be so significant that no safegu
could reduce the threat to &tceptable_evel. Therefore, neither suélartners nor
their ImmediateFamily membershall hold any suctFinanciallnterests in such an
Audit Client.

290.109 The Office in which theEngagemenPartner practices in connection with tAadit
Engagement is not necessarily ti@ffice to which thatPartner is assigned
Accordingly, when thé&engagemenPartner is located in a differe@iffice from that
of the other membre of the Audit Team,professionaljudgmentshall be used to

determine in which Office the Partner practices in connection with that

Engagement.

290.110 If other Partners andvlanagerialEmployees who provide neaudit services to the
Audit Client, except those vdse involvement isninimal, or theirlmmediateFamily
members, hold ®irect Financial Interest or a materiahdirect Financial Interest in
the Audit Client, the seHinterest threat created would be so significant that
safeguards could reduce the #iréo anAcceptable_evel. Accordingly, neither such
personnel nor theilmmediate Family membersshall hold any suchFinancial
Interests in such akudit Client.
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290.111 Despite paragraphs 290.108 and 290.110, the holdingFofamcial Interest in an
Audit Client by anmmediateFamily member of (a) &artner located in th&ffice
in which the EngagementPartner practices in connection with th&udit
Engagement, or (b) &artner orManagerialEmployee who provides neaudit
services to theéAudit Client, is deened not to compromiselndependence if the
Financial Interest is received as a result thfe ImmediateFa mi | y me mber 0
employment rights (e.g., through pension or share option plans) veimen
necessarysafeguardsre applied to eliminate any threatlt@gpendence or reduce
it to an AcceptableLevel. However, when themmediateFamily member has or
obtains the right to dispose of tRmanciallnterest or, in the case of a stock option,
the right to exercise the option, ti@nancial Interestshall be dispsed of or
forfeited as soon as practicable.

290.112 A self-interest threat may be created if ffiem or a member of thAudit Team, or
a member of t ItmraetiateFamiyj has aFinaadiablrgerest in an
entity and anAudit Client also has &inancial Interest in that entityHowever,
Independence deemediotto becompromised if these interests are immaterial and
the Audit Client cannot exercise significant influence over the entity. If such interest
is material to any party, and tieidit Client canexercise significant influence over
the other entity, no safeguards could reduce the threat tdcaaptableLevel
Accordingly, the Firm shall not have such amterestandany individual with such
an interestshall before becoming a member of thadit Team, either:

(a) Dispose of the interest; or

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

290.113 A selfinterest, familiarity or intimidation threahay becreatedif a member of the
Audit Team, ora member of h a t i nldhmediateFanaly, @ sheFirm, has a
Financial Interestin an entity when @irector, Officer or controlling owner of the
Audit Client is also knownto have aFinancialInterest in that entityThe existence
and significance of anyhreat will depend upon factors such as:

. The role of the professional on theidit Team;
«  Whether ownership of the entity is closely or widely held;

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

. The materiality of theFinanciallnterest.
The significance of any threathall be evaluated and safeguards applied when

necessary to eliminate the threat or reduce it tdereptableLevel, Examples of Comment [eh23]:  Not clear on whom the
such safeguards include: pbligationlisTmposedy

. Removing the member of theudit Team with theFinanciallnterest from the
Audit Team; or

. Having aMemberreview the work of the member of theidit Team.
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