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Reasons for issuing Exposure Draft 03/10

Accounting Professional & Ethical Standards Board Limited (APESB) proposes to amend the
requirements of APES 110 Code of Ethics for Professional Accountants (“the Code”) to bring the
requirements in line with the revised Code of Ethics for Professional Accountants issued by the
International Ethics Standards Board for Accountants (IESBA) in July 2009.

Key requirements and guidance in ED 03/10
Overview of proposed changes

The following summarises key differences between ED 03/10 and the current version of APES 110.
Respondents should not rely on this summary of significant differences to determine what changes, if
any, they may have to make to their current practices, policies or methodologies. Respondents
should read the full Exposure Draft to determine the significance of its proposals.

(a) Drafting Conventions

Consistent drafting conventions have been adopted throughout the proposed Code. In particular, the
word “shall” has been adopted to “impose a requirement on the Member or Firm to comply with the
specific provision in which “shall” has been used” unless an exception is permitted (refer paragraph
100.4). Further, the Code has adopted consistent use of the terms, “consider”, “evaluate” and
“determine” rather than using different terms to impose similar obligations on Members.

Additional commentary to be added describing the AP ESB drafting approach and changes
from the existing APES 110 to be added once draftin g has concluded.

(b) Conceptual Framework Approach

There is an enhanced explanation of the “conceptual framework approach” (refer paragraphs 100.1 —
100.11). This includes a requirement to apply safeguards, when necessary, to eliminate threats or
reduce them to an “Acceptable Level” — previously safeguards had to be considered if a threat was
other than “clearly insignificant”. As a result, references to “clearly insignificant” have been removed.
“Acceptable Level” has been defined.

(c) Threats to Compliance with the Fundamental Prin  ciples

The proposed Code includes a revised description of the “threats” (refer paragraph 100.12), together
with modified examples of circumstances which create threats (refer paragraphs 200.3 — 200.8).

(d) Structure

The existing Section 290 of APES 110 has been split into two sections:
*  Section 290, dealing with Audit and Review Engagements; and

¢ Section 291, dealing with other Assurance Engagements.

All material relating to the provision of assurance services, other than Audit and Review
Engagements, has been moved to Section 291.

(e) Review Engagements

Reviews of Financial Statements are subject to the same independence requirements as Audits of
Financial Statements. The terms “Review Engagements” and “Financial Statements” are defined.
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Key Revisions to Section 290 (Independence — Audit ~ and Review Engagements)

(a) Public Interest Entities (PIES)

The proposed Code contains a new definition of “Public Interest Entities” (refer paragraph 290.25 and
290.26) as opposed to a Listed Entity in the existing Code. The proposed Code applies the more
restrictive independence requirements to Public Interest Entities (refer subsection (h) below).

(b) Documentation

The proposed Code contains additional guidance on what Firms are required to document as to their
conclusions regarding compliance with Independence requirements (refer paragraphs 290.29 and
291.29).

(c) Client Mergers and Acquisitions

The proposed Code includes new requirements and application guidance addressing situations
where, as a result of a merger or acquisition, an entity becomes a Related Entity of an Audit Client
(refer paragraphs 290.33 to 290.38).

(d) Key Audit Partner

The proposed Code contains_a new defined term “Key Audit Partner” to whom, notably in the case of
Public Interest Entities, the more restrictive independence requirements will apply (refer definitions).
Firms will need to analyse which partners should be regarded as a Key Audit Partner with respect to
an individual Audit Client.

(e) Management Responsibilities

The Proposed Code includes a new section dealing with “management responsibilities”. It specifies
that a Firm shall not assume a management responsibility for an Audit Client. The proposed Code
contains a description of activities that would, and would not, be generally regarded as a management
responsibility (refer paragraphs 290.162 to 290.165) and requires the Firm to be satisfied regarding
certain responsibilities that management must accept in order to avoid the risk of the Firm assuming a
management responsibility when providing non-assurance services to an Audit Client.

(f) Taxation Services

The proposed Code contains new provisions relating to threats that are created by certain tax
services. The provisions address tax services under four broad headings:

e Tax return preparation;

« Tax calculations for the purposes of preparing the accounting entries;

¢ Tax planning and other advisory services; and

« Assistance in the resolution of tax disputes.

The proposed Code includes a prohibition on a service where the effectiveness of tax advice depends

upon a particular accounting treatment or presentation and there is a reasonable doubt thereon, and
the effect on the Financial Statements is material.
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(g) Corporate Finance Services

The proposed Code has an enhanced discussion of the nature of Corporate Finance Services, the
threats created, factors to consider and potential safeguards.

The Code has_a prohibition on a service where the effectiveness of corporate finance advice depends |
upon a particular accounting treatment or presentation and there is a reasonable doubt thereon, and
the effect on the Financial Statements is material.

(h) Requirements Relating to Public Interest Entiti  es (PIE)

The proposed Code includes (and extends) certain specific requirements in relation to PIEs. An
overview of these requirements is noted below:

Employment — Cooling Off

* A cooling off period must be met before a Key Audit Partner or the Firm’s managing partner (or
equivalent) joins an Audit Client that is a PIE as:
— aDirector or Officer; or
— an employee in a position to exert significant influence over the preparation of the accounting
records or the Financial Statements.

¢ The Cooling off period is specified as:
— Key Audit Partner: one audit opinion covering a period of not less than 12 months for which
the partner was not a member of the Audit Team;
— Firm’s managing partner (or equivalent): one year.

Audit partner rotation

« Key Audit Partner in respect of a PIE (excluding Listed Entities) is required to rotate after seven
years. Please note the more restrictive requirements in respect of Listed Entities in paragraphs
AUST290.151.1 & AUST290.154.1);

« After rotating off the engagement, the audit partner shall not be a member of the Engagement
Team or be Key Audit Partner for two years;

* In rare cases due to unforeseen circumstances outside the Firm’s control a Key Audit Partner
may be permitted to stay on the engagement if continuity is especially important to audit quality;

« In certain circumstances where a Firm has only a few people with necessary knowledge and skill
to serve as the Key Audit Partner and rotation is therefore not an available safeguard, rotation is
not required provided the Firm has obtained permission from the Australian Securities and
Investments Commission (ASIC) as specified in paragraph 290.155.

Non-assurance services

* In addition to the provisions on non-assurance services that apply to all Audit Clients, the

following non-assurance services shall not be provided to a Public Interest Entity:

— Tax calculations for the purpose of preparing accounting entries that are material to the
Financial Statements;

— Internal audit services that relate to:
0 a significant part of the internal controls over financial reporting;
o financial accounting systems that generate information significant to the client’s

accounting records or Financial Statements; or

o amounts or disclosures that are material to the Financial Statements;

— Valuation services which have a material effect on the Financial Statements;

— Design or implementation of IT systems that form a significant part of the internal control over
financial reporting or generate information that is significant to the accounting records or
Financial Statements;
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— Recruiting services with respect to a Director or Officer of the entity or individual in a position
to exert significant influence over the accounting records or the Financial Statements that
involve:

« searching for or seeking out candidates for such positions; and
« undertaking reference checks of prospective candidates for such positions.

(i) Contingent Fees

The proposed Code includes a new prohibition on Contingent Fees for a non-audit assurance service
to an Audit Client if certain specified conditions are met (refer paragraph 290.226).

(j) Evaluation and Compensation

The proposed Code contains_a requirement that a Key Audit Partner shall not be evaluated on or
compensated based on that partner’s success in selling non-assurance services to the partner’'s Audit
Client. This is not intended to prohibit normal profit-sharing arrangements between partners of a Firm.

(k) Fees — Relative Size

The proposed Code includes a new requirement where the total fees from the Audit Client exceed
15% of the total fees of the Firm for two consecutive years: the matter must be discussed with the
audit committee of the Audit Client, and one of the following safeguards applied:

¢ Pre-issuance review performed by a Member who is not a member of the Firm prior to the
issuance of the audit opinion on the second year’s Financial Statements; or

¢ Post-issuance review performed by a Member who is not a member of the Firm before the
issuance of the audit opinion on the third year’s Financial Statements.

() Restricted Use and Distribution reports

The proposed Code contains new modified independence requirements relating to certain Audit and
Review reports that include a restriction on use and distribution (refer paragraphs 290.500 to
290.514). Similar provisions are included in paragraphs 291.21 to 291.27.

Other Parts of the proposed Code

Other parts of the proposed Code have been amended as a result of the drafting conventions and
other changes made to improve clarity of the provisions.

Definitions

A number of the definitions have been revised and some new definitions have been included.
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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SCOPE AND APPLICATION,

Accounting Professional & Ethical Standards Board Limited (APESB) issues APES 110 Code

12

of Ethics for Professional Accountants (this Code). This Code is operative from 1 January 2011
and supersedes APES 110 Code of Ethics for Professional Accountants (Issued June 2006 and
subsequent amendments made up to February 2008). Transitional provisions relating to Public
Interest Entities, partner rotation, non-assurance services, Fees — relative size, compensation
and evaluation policies apply from the date specified in the respective transitional provisions

(refer page 153).
All Members in Australia shall comply with APES 110,

1.3

All Members practicing outside of Australia shall comply with APES 110 to the extent to which

14

they are not prevented from so doing by specific requirements of local laws and/or regulations.

This Code is not intended to detract from any responsibilities which may be imposed by law or

15

requlation. The Auditing and Assurance Standards Board (AUASB) has issued auditing
standards as legislative instruments under the Corporations Act 2001 (the Act). For audits and
reviews under the Act, those standards have legal enforceability. To the extent that those
auditing standards make reference to relevant ethical requirements, the requirements of APES
110 have legal enforceability due to Auditing Standard ASA 102 Compliance with Ethical
Requirements when Performing Audits, Reviews and Other Assurance Engagements.

All references to Professional Standards, guidance notes and legislation are references to

16

those provisions as amended from time to time.

A Member shall comply with this Code even in circumstances where the Member is providing

1.7

Professional Services in an honorary capacity.

In applying the requirements outlined in this Code, Members shall be guided, not merely by the

Lomment 1

Retain and modify — rename Preface as scope and app
convention 5.4(b) — the proposed revised wording is

words, but also by the spirit of this Code,,

lication to accord with APESB drafting
modelled on similar scope and

application sections of other APES pronouncements.

Nature of Amendment/Source

. APESB drafting conventions.

July 2010 Board Decision

— relocate the legal enforceability of Australian A uditing Standards

into paragraph 1.4. Draft a new paragraph (refer pa
comply with the Code when providing services in an

ragraph 1.6) to mandate the requirement to
honorary capacity.
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2 DEFINITIONS

In this Code of Ethics for Professional Accountants the following expressions have the following
meanings assigned to them:

Legend to source of definition:

New defined terms highlighted in blue
2006 APES Board insertions/removals highlighted in yellow

Acceptable Level means a level at which a reasonable and informed third party would be likely to
conclude, weighing all the specific facts and circumstances available to the Member at that time, that
compliance with the fundamental principles is not compromised.

Advertising means the communication to the public of information as to the services or skills
provided by Members in Public Practice with a view to procuring professional business.
Assurance Client means the responsible party that is the person (or persons) who:

(@ Inadirect reporting gngagement, is responsible for the subject matter; or

(b) In an assertion-based gngagement, is responsible for the subject matter information and may

be responsible for the subject matter.

[Note: In 2006, the Board replaced the above definition with “assurance client means an entity in respect of which
a Firm conducts an Assurance Engagement”. The original IESBA definition has been reinstated.]

Assurance Engagement means an engagement in which a Member in Public Practice expresses a
conclusion designed to enhance the degree of confidence of the intended users other than the
responsible party about the outcome of the evaluation or measurement of a subject matter against
criteria.

the Auditing and Assurance Standards Board (AUASB) or in_accordance with specific relevant
standards, such as International Standards on Auditing, for Assurance Engagements.

Assurance Team means:
(& Al members of the Engagement Team for the Assurance Engagement;

(b)  All others within a Firm who can directly influence the outcome of the Assurance Engagement,
including:
0] those who recommend the compensation of, or who provide direct supervisory,
management or other oversight of the Assurance Engagement partner in connection with
the performance of the Assurance Engagement;

(i) those who provide consultation regarding technical or industry specific issues,
transactions or events for the Assurance Engagement; and

(i)  those who provide quality control for the Assurance Engagement, including those who

perform the Engagement Quality Control Review for the Assurance Engagement.
Audit Client means an entity in respect of which a Firm conducts an Audit Engagement. When the
client is a Listed Entity, Audit Client will always include its Related Entities. When the Audit Client is
not a Listed Entity, Audit Client includes those Related Entities over which the client has direct or
indirect control.
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Audit Engagement means a reasonable Assurance Engagement in which a Member in Public
Practice expresses an opinion whether Financial Statements are prepared, in all material respects (or
give a true and fair view or are presented fairly, in all material respects,), in accordance with an
applicable financial reporting framework, such as an engagement conducted in accordance with
Auditing and Assurance Standards, This includes a statutory audit, which is an audit required by

Audit Team means:
(@ all members of the Engagement Team for the Audit Engagement;

(b) all others within a Firm who can directly influence the outcome of the Audit Engagement,
including:

0] those who recommend the compensation of, or who provide direct supervisory,
management or other oversight of the Engagement Partner in connection with the
performance of the Audit Engagement including those at all successively senior levels
above the Engagement Partner through to the individual who is the Firm’s senior or

(i) those who provide consultation regarding technical or industry-specific issues,
transactions or events for the Audit Engagement; and

(i)  those who provide quality control for the engagement, including those who perform the
Engagement Quality Control Review for the Audit Engagement; and
(c) all those within a Network Firm who can directly influence the outcome of the Audit

Engagement.
Close Family means a parent, child or sibling who is not an Immediate Family member.

Contingent Fee means a fee calculated on a predetermined basis relating to the outcome of a
transaction or the result of the services performed by the Firm. A fee that is established by a court or other

public authority is not a Contingent Fee.
Direct Financial Interest means a Financial Interest:

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

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

Director or Officer means those charged with the governance of an entity, or acting in an equivalent

capacity, regardless of their title.

July 2010 Board Decision _ — reinsert IESBA definition of “Director or Office rr

Engagement Partner means the partner or other person in the Firm who is responsible for the
engagement and its performance, and for the report that is issued on behalf of the Firm, and who,
where required, has the appropriate authority from a professional, legal or regulatory body.

Engagement Quality Control Review means a process designed to provide an objective evaluation,
on or before the report is issued, of the significant judgments the Engagement Team made and the
conclusions it reached in formulating the report.

External Experts engaged by the Firm or a Network Firm.
[To be reviewed by the Board]
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Existing Accountant means a Member in Public Practice currently holding an audit appointment or
carrying out accounting, taxation, consulting or similar Professional Services for a client.

External Expert means an individual (who is not a partner or a member of the professional staff,
including temporary staff, of the Eirm or a Network Eirm) or organisation possessing skills, knowledge
and experience in a field other than accounting or auditing, whose work in that field is used to assist
the Member in obtaining sufficient appropriate evidence.

Financial Interest means an interest in an equity or other security, debenture, loan or other debt
instrument of an entity, including rights and obligations to acquire such an interest and derivatives
directly related to such interest.

Financial |Statements| mean a structured representation of Historical Financial Information, including
related notes, intended to communicate an entity’s economic resources or obligations at a point in

time or the changes therein for a period of time in accordance with a financial reporting framework.

The related notes ordinarily comprise a summary of significant accounting policies and other

explanatory information. The term can relate to a complete set of Financial Statements, but it can also

refer to a single Einancial Statement, for example, a balance sheet, or a statement of revenues and

expenses, and related explanatory notes._ The requirements of the financial reporting framework

determine the form and content of the Financial Statements and what constitutes a complete set of

Financial Statements. For the purposes of this Standard financial report is considered to be an

equivalent term to Financial Statements.

Financial Statements on which the Firm will express an Opinion means in the case of a single
entity, the Einancial Statements of that entity. In the case of consolidated Financial Statements, also
referred to as group Financial Statements, the consolidated Financial Statements.

Firm means:

(a)  Asole practitioner, partnership, corporation_or other entity of professional accountants;

(b)  An entity that controls such parties, through ownership, management or other means;,

()  Anentity controlled by such parties, through ownership, management or other means; or

(d)  AnAuditor-General’s office or department.

Historical Einancial Information means information expressed in financial terms in relation to a
particular entity, derived primarily from that entity’s accounting system, about economic events
occurring in past time periods or about economic conditions or circumstances at points in time in the
past.

Immediate Family means a spouse (or equivalent) or dependent.

Independence is:

(@ Independence of mind — the state of mind that permits the expression of a conclusion without
being affected by influences that compromise professional judgment, thereby allowing an

(b) Independence in appearance — the avoidance of facts and circumstances that are so significant
that a reasonable and informed third party would be likely to conclude, weighing all the specific
facts and circumstances, that a Firm’s, or a member of the Audit or Assurance Team'’s,

Indirect FEinancial Interest means a Financial Interest beneficially owned through a collective
investment vehicle, estate, trust or other intermediary over which the individual or entity has no control
or ability to influence investment decisions.
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Key Audit Partner means the Engagement Partner, the individual responsible for the Engagement
Quality Control Review, and other audit partners, if any, on the Engagement Team who make key
decisions or judgments on significant matters with respect to the audit of the Financial Statements on
which the Firm will express an Opinion. Depending upon the circumstances and the role of the
individuals on the audit, “other audit partners” may include, for example, audit partners responsible for
significant subsidiaries or divisions.

Listed Entity means an entity whose shares, stock or debt are quoted or listed on a recognised stock
exchange, or are marketed under the regulations of a recognised stock exchange or other equivalent
body.

Member in Business means a Member employed or engaged in an executive or non-executive
capacity in such areas as commerce, industry, service, the public sector, education, the not for profit
sector, regulatory bodies or professional bodies, or a Member contracted by such entities.

Member in Public Practice means a Member, irrespective of functional classification (e.g., audit, tax
or consulting) in a Firm that provides Professional Services. This term is also used to refer to a Firm of
Members in Public Practice_ and means a practice entity and a participant in that practice entity as
defined by the applicable professional body.

Network means a larger structure:
(@) Thatis aimed at co-operation; and

(b) That is clearly aimed at profit or cost sharing or shares common ownership, control or
management, common quality control policies and procedures, common business strategy, the
use of a common brand-name, or a significant part of professional resources.

Network Firm means a Firm or entity that belongs to a Network.
Office means a distinct sub-group, whether organised on geographical or practice lines.

Professional Services means services requiring accountancy or related skills performed by a
professional accountant including accounting, auditing, taxation, management consulting and financial
management services.

(&) A Listed Entity; and

(b)  An entity (a) defined by regulation or legislation as a public interest entity or (b) for which the
audit is required by regulation or legislation to be conducted in compliance with the same
Independence requirements that apply to the audit of Listed Entities. Such regulation may be
promulgated by any relevant regulator, including an audit regulator.

Related Entity means an entity that has any of the following relationships with the client:

(&) An entity that has direct or indirect control over the client if the client is material to such entity;

(b)  An entity with a Direct Financial Interest in the client if that entity has significant influence over
the client and the interest in the client is material to such entity;

(c)  An entity over which the client has direct or indirect control;

(d)  An entity in which the client, or an entity related to the client under (c) above, has a Direct
Financial Interest that gives it significant influence over such entity and the interest is material
to the client and its related entity in (c); and

(e)  An entity which is under common control with the client (a “sister entity”) if the sister entity and
the client are both material to the entity that controls both the client and sister entity.

Review Client means an entity in respect of which a Firm conducts a Review Engagement.

-| Deleted: Professional accountant
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Review Engagement means an Assurance Engagement to express,a conclusion on whether, on the e

baS|s of the procedures which do not provide all the ewdence that would be required in an audit,

with an applicable financial reporting framework. which is an engagement _conducted in_accordance t\\

with applicable assurance standards on Review Engagements.

July 2010 Board Decision __ — brings definition into alignment with APES 205.

Review Team means:
(@) all members of the Engagement Team for the Review Engagement; and

(b) all others within a Firm who can directly influence the outcome of the Review Engagement,
including:

0] those who recommend the compensation of, or who provide direct supervisory,
management or other oversight of the Engagement Partner in connection with the
performance of the Review Engagement including those at all successively senior Ievels

(i)  those who prowde consultation regardlng technical or industry specific issues,
transactions or events for the engagement; and

(i)  those who provide quality control for the engagement, including those who perform the
Engagement Quality Control Review for the engagement; and

(c)  All those within a Network Firm who can directly influence the outcome of the Review
Engagement.

Special Purpose Financial Statements means Financial Statements prepared in accordance with a
financial reporting framework designed to meet the financial information needs of specified users.

Those Charged with Governance means the persons with responsibility for overseeing the strategic
direction of the entity and obligations related to the accountability of the entity. This includes
overseeing the financial reporting process.

July 2010 Board Decision _ — adopt IESBA definition noting that this term is defined differently
in the AUASB Glossary.

3 DEFINITIONS [AUST]

IAdministration _means an_insolvency arrangement arising from an_appointment, other than a
members’ voluntary liquidation, under which an insolvent entity operates)

Auditing and Assurance Standards means:

(a) the AUASB standards, as described in ASA 100 Preamble to AUASB Standards and the

Foreword to AUASB Pronouncements, issued by the AUASB, and operative from the date
specified in each standard; and

(b) those standards issued by the AUASB which have not been revised and reissued (whether as
standards or as guidance) by the AUASB, to the extent that they are not inconsistent with the
AUASB standards

July 2010 Board Decision _ — modify the existing definition in APES 210 as dr  afted above.

AUASB means the Australian statutory body called the Auditing and Assurance Standards Board

established under section 227A of the Australian Securities and Investments Commission Act[2001] -

Australian _Accounting Standards means the Accounting Standards (including Australian
Accounting Interpretations) promulgated by the |AASB.

o \\\ { Deleted: accountant
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AASB means the Australian statutory body called the Australian Accounting Standards Board that
was_established under section 226 of the Australian Securities and Investments Commission Act
1989 and is continued in existence by section 261 of the Australian Securities and Investments
Commission Act[2001.

Member means a member of a professional body that has adopted this Code as applicable to their
membership, as defined by that professional body.

— remove the definitions for “client”, “
officer” and “partner”.

July 2010 Board Decision

employee”,

"o
1

engagement managerial

Technical Staff note

The definitions of Client, Engagement, Partner kfahagerial Employee are also used in the followhRES
Standards in addition to the existing APES 110:

Client — APES 205, APES 210, APES 215, APES 220, APES 2PES 305, APES 310 EDAPES 32Q
APES 345 and APES 350.

Engagement APES 205, APES 210, APES 215, APES 220, APES APES 305, APES 31%PES 320
APES 330, APES 345 and APES 350.

Managerial Employee APES 330 and APES 350.

Partner— APES 320 APES 330, APES 345 and APES 350.

~ - { comment [EH8]: APES205

Deleted: Clients means those
individuals, Firms, entities or
organisations to whom services are
provided by a Member in Public
Practice in respect of Engagements of
either a recurring or demand nature.

1

Engagement means an agreement,
whether written or otherwise, between a
Member in Public Practice and a Client
relating to the provision of services by a
Member in Public Practice. However,
consultations with a prospective client
prior to such agreement are not part of
an Engagement.|

Managerial Employee means an
employee who acts in a managerial
capacity within the structure of the Firm,
including providing oversight, in the
provision of services to Clients.

il
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SECTION 100

Introduction and Fundamental Principles

100.1

AUST100.1.1 The public interest refers to the collective wedifiy of the community of peopl

A distinguishing mark of the accountancy essfon is its acceptance of the
responsibility to act in the public intere3therefore, aMember’sresponsibility is

not exclusively to satisfy the needs of an indiagient or employer. In acting ir] - - { Deleted: c

the public interest, aMember shall observe and comply with this Code. If|a
Memberis prohibited from complying with certain parts thiis Code by law or,
regulation, theMlembershall comply with all other parts of this Code.

~ { Deleted: is defined as
3 -

100.2

100.3

and institutions thgat Members serve. The accougt@nofession’s publi¢c includes. - { Deleted: the

clients, credit providers, governments, employensployees, investors, the business  { peleted: consists of

and financial community, and others who rely on thgectivity and integrity of| - {Ddeted:c

Member, P o o Ll __________ 1-- { Deleted: to assist in maintaining the

orderly functioning of commerce

)
|
|
|
|

Comment 2

Retain — defines public interest in the Australian context which is cross referred to in
other APES standards. Also, note that one of the p  rimary objectives of the APESB is
to develop and issue professional and ethical stand ards in the public interest.

Nature of Amendment/Source _: Australian context — defines public interest.

July 2010 Board Decision _— retain with editorials as drafted.

This Code contains three parts. Part A Bskas the fundamental principles of
professional ethics foMembers and provides a conceptual framework that
Membes shall apply to:

(8) Identify threats to compliance with the fundamal principles;
(b) Evaluate the significance of the threats idedj and

(c) Apply safeguards, when necessary, to elimittagethreats or reduce them to
anAcceptable_evel. Safeguards are necessary wheri\/lhmberdetermines|
that the threats are not at a level at which aomasde and informed third
party would be likely to conclude, weighing all thepecific facts and
circumstances available to théemberat that time, that compliance with tHe
fundamental principles is not compromised.

A Membershall use professional judgment in applying tlieaeptual framework. ‘

Parts B and C describe how the conceptualefnark applies in certain situations.
They provide examples of safeguards that may beopppte to address threats to
compliance with the fundamental principles. Thegoatiescribe situations where
safeguards are not available to address the threatd consequently, the
circumstance or relationship creating the threh#dl e avoided. Part B applies to
Membersin Public Practice. Part C applies tdembersin BusinessMembersin
Public Practice may also find Part C relevant to their ipatar circumstances.

11



Lomments _E

The second sentence imposes an obligation on profes sional bodies which doesn’t
accord with the scope and application to impose obl igations on Members. There is
marginal benefit to retain the additional guidance in the first sentence. Overall —
suggest remove.

Nature of Amendment/Source
July 2010 Board Decision

. [F1, para 29] Additional guidance.

—remove former paragraph AUST100.3.1.

way  Jessens = he _ Standards __ required DO
Comment 4

Retain — this additional requirement originated fro m F1 and is also reflected in

paragraph 1.3 of APES 210. {

Nature of Amendment/Source

July 2010 Board Decision
’ application section.

Lomments -7

ance which originated from F1.

: [F1, para 5] Additional guidance.

— retain with editorials as drafted and move to sco pe and

Remove — marginal benefit to retain additional guid
| Nature of Amendment/Source
July 2010 Board Decision

: [F1, para 8] Additional guidance.

— remove former paragraph AUST100.3.3.

The use of the word “shall” in this Code @sps a requirement on tMemberor
Firm to comply with the specific provision in whictshall” has been used.
Compliance is required unless an exception is gaxchby this Code.

’ 100.4

Fundamental Principles

100.5 AMembershall comply with the following fundamental printgp:

(@)

Integrity —to be straightforward and honest in all profesdi@ra business
relationships.

(b)

Obijectivity —to not allow bias, conflict of interest or unduduence of others
to override professional or business judgments.

(©

competentProfessionalServices based on current developments in prac\t'rce\,{ Deleted: C
legislation and techniques and act diligently anddcordance with applicable { peleted: c

technical and professional standards.

(d) Confidentiality— to respect the confidentiality of informationqaged as a
result of professional and business relationshipds #herefore, not disclose
any such information to third parties without progexd specific authority,
unless there is a legal or professional right diyda disclose, nor use the

information for the personal advantage of kMemberor third parties.

(e)

avoid any action that discredits the profession.

Each of these fundamental principles is discuseetiare detail in Sections 110—
150.

12

Deleted: AUST100.3.1 Members are
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partnership or trust.f

~ { Deleted: C
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Comment 6

Retain IESBA text (ie reinstate previous removal) i  n paragraph 100.5 — the rationale
for removing this text was probably to remove repet ition and should be reinstated
given the Board’s direction to only retain changes where absolutely necessary.

Nature of Amendment/Source : The text which accompanies each of the fundamenta |
principles was removed.

July 2010 Board Decision - retain IESBA text (reinstate previously removed t  ext).

Conceptual Framework Approach

100.6 The circumstances in whidflembers operate may create specific threats ‘to
compliance with the fundamental principles. It mmpbssible to define every
situation that creates threats to compliance wikh fundamental principles and
specify the appropriate action. In addition, theéura of engagements and work
assignments may differ and, consequently, differdmeats may be created,
requiring the application of different safeguartiberefore, this Code establishes a
conceptual framework that requiresMemberto identify, evaluate, and addre$s
threats to compliance with the fundamental prirespIThe conceptual framework
approach assis#s Memberin complying with the ethical requirements of thisde |
and meeting their responsibility to act in the paibiterest. It accommodates many
variations in circumstances that create threatsotopliance with the fundamental
principles and can deteMemberfrom concluding that a situation is permitted if|it
is not specifically prohibited.

100.7 When aMemberidentifies threats to compliance with the fundatablprinciples|
and, based on an evaluation of those threats, ndietes that they are not at an
AcceptableLevel, theMembershall determine whether appropriate safeguards| are
available and can be applied to eliminate the terem reduce them to an
AcceptableLevel. In making that determination, thdember shall exercise|
professional judgment and take into account whetheeasonable and informed
third party, weighing all the specific facts andcamstances available to the
Member at the time, would be likely to conclude that ttieeats would beJ’
eliminated or reduced to akcceptableLevel by the application of the safeguards,
such that compliance with the fundamental prinapéenot compromised.

100.8 AMembershall evaluate any threats to compliance withftimelamental principles{
when the Member knows, or could reasonably be expected to know,| of
circumstances or relationships that may compromigenpliance with the
fundamental principles.

100.9 AMembershall take qualitative as well as quantitativetdes into account wher{
evaluating the significance of a threat. When aipglyhe conceptual framework, a
Membermay encounter situations in which threats caneog¢lbminated or reduce«f
to an AcceptableLevel, either because the threat is too significantbecause
appropriate safeguards are not available or cammaipplied. In such situations, the
Membershall decline or discontinue the speciiofessionalService involved or,

when necessary, resign from tiegagement (in the case ofMemberin Public | - { Deleted: £
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’ 100.10 AMembermay inadvertently violate a provision of this Codepending on the
nature and significance of the matter, such anveddnt violation may be deemed
not to compromise compliance with the fundamentaigiples provided, once the
violation is discovered, the violation is correctpdomptly and any necessary
safeguards are applied.

’ 100.11 When aMemberencounters unusual circumstances in which theicgtigh of a
specific requirement of the Code would result idigproportionate outcome or an

| outcome that may not be in the public interess iecommended that tidember
consult with a member body or the relevant regulato

Threats and Safeguards

100.12 Threats may be created by a broad rangelasfanships and circumstances. When
a relationship or circumstance creates a threat) authreat could compromise, or
| could be perceived to compromiseM&mbefs compliance with the fundamental
principles. A circumstance or relationship may teeaore than one threat, and a
threat may affect compliance with more than onel&imental principle. Threats fall
into one or more of the following categories:

(@) Self-interest threat— the threat that a financial or other interest will
inappropriately influence thelembefs judgment or behavig;

(b) Self-review threat- the threat that &emberwill not appropriately evaluate
the results of a previous judgment made or sep@érmed by thélember
or by another individual within thielembets Firm or employing orgasation,
on which theMemberwill rely when forming a judgment as part of prdivig
a current service;

(c) Advocacy threat— the threat that alember will promote aclienfs or

employer's position to the point that th&embefs objectivity is
compromised;

(d) Familiarity threat— the threat that due to a long or close relatignstith a

accepting of their work; and

| (e) Intimidation threat— the threat that Memberwill be deterred from acting
objectively because of actual or perceived pressureluding attempts to
| exercise undue influence over thlember

Parts B and C of this Code explain how these caitegof threats may be created
for Membersin Public Practice andMembersin Business, respectivelilembersin
Public Practice may also find Part C relevant to their ipatar circumstances.

100.13 Safeguards are actions or other measuremghaeliminate threats or reduce them
| to anAcceptable_evel. They fall into two broad categories:

(@) Safeguards created by the profession, legislatioagulation; and

(b) Safeguards in the work environment.

14



100.14

100.15

100.16

Safeguards created by the profession, &igislor regulation include:

. Educational, training and experience requiremerds éntry into the
profession.

. Continuing professional development requirements.

. Corporate governance regulations.

. Professional standards.

. Professional or regulatory monitoring and disciptinprocedures.

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

Parts B and C of Code discuss safeguatrtie iwork environment favlembersin
Public Practice andMembersin Business, respectively.

Certain safeguards may increase the likatitaf identifying or deterring unethical
behaviar. Such safeguards, which may be created by theuatiog profession,
legislation, regulation, or an employing orgaation, include:

. Effective, well-publiced complaint systems operated by the employing
organgation, the profession or a regulator, which enabtaleagues,
employers and members of the public to draw attentd unprofessional or
unethical behaviar.

. An explicitly stated duty to report breaches ofi@hrequirements.

Ethical Conflict Resolution

100.17

100.18

AMembermay be required to resolve a conflict in complyinith the fundamental|
principles.

When initiating either a formal or inforneainflict resolution process, the following
factors, either individually or together with othfarctors, may be relevant to the
resolution process:

(@) Relevant facts;
(b) Ethical issues involved;

inei I _ -| Deleted: , including the identification of

(c) Fundamental principles related to the matter irsag; |- {threm o hose prirelples oo }
(d) Established internal procedyres; and — { Deleted: which might represent }
**************************** safeguards against the identified threats

(e) Alternative courses of action.

Having considered the relevant factordlambershall determine the appropria{e
course of action, weighing the consequences of passible course of action. If the
matter remains unresolved, theembermay wish to consult with other appropriare
persons within th&rm or employing orgasation for help in obtaining resolution.

Comment 7

Retain — there is a benefit in retaining the additi onal guidance added to this
paragraph by the APESB in 2006.

Nature of Amendment/Source : Additional guidance.

July 2010 Board Decision - remove 2006 insertions in paragraph 100.18.

15



100.19

100.20

100.21

100.22

Where a matter involves a conflict withwathin, an orgargation, aMembershall
determine whether to consult witlthose Charged with Governance of the
organgation, such as the boardBDirectors or the audit committee.

It may be in the best interests ofM@mberto document the substance of the issue,
the details of any discussions held, and the detdsinade concerning that issue.

If a significant conflict cannot be resolyedMember may consider obtaining
professional advice from the relevant professidmwaly or from legal advisors. The
Member generally can obtain guidance on ethical issugbowt breaching the
fundamental principle of confidentiality if the et is discussed with the relevant
professional body on an anonymous basis or witlregall advisor under the
protection of legal privilege. Instances in whitle Membermay consider obtaining
legal advice vary. For example, Member may have encountered a fraud, the
reporting of which could breach thélember's responsibility to respect
confidentiality. TheMembermay consider obtaining legal advice in that inséato
determine whether there is a requirement to report.

If, after exhausting all relevant possilgiit the ethical conflict remains unresolved,
aMembershall, where possible, refuse to remain associaidthe matter creating
the conflict. TheMember shall determine whether, in the circumstancess it
appropriate to withdraw from theéngagemeniTeam or specific assignment, or to

resign altogether from tt@ngagement, thEirm or the employing orgasation. __— { Deleted: E
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SECTION 110
Integrity

110.1 The principle of integrity imposes an obligat on all Members to be ‘
straightforward and honest in all professional aGndiness relationships. Integrity
also implies fair dealing and truthfulness.

110.2 AMembershall not knowingly be associated with reporttynes, communication
or other information where thdemberbelieves that the information:

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

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

When aMemberbecomes aware that thdemberhas been associated with sugh
information, theMembershall take steps to be disassociated from thatrirdton.

110.3 AMemberwill be deemed not to be in breach of paragraph2Lif the Member
provides a modified report in respect of a mattertained in paragraph 110.2.

17



SECTION 120
Objectivity

120.1 The principle of objectivity imposes an ohtign on all Members not to
compromise their professional or business judgnietause of bias, conflict of
interest or the undue influence of others.

120.2 A Member may be exposed to situations that may impair objec It is
impracticable to define and prescribe all suchasitins. A Member shall not
perform aProfessionalService if a circumstance or relationship biasesiduly
influences théviember’'sprofessional judgment with respect to that service.

18



SECTION 130

Professional Competence and Due Care

130.1

130.2

130.3

130.4

130.5

130.6

The principle of professional competence dnd care imposes the following

obligations on alMembers

(@) To maintain professional knowledge and skill at lénel required to ensure

l - { Deleted: C

(b) To act diligently in accordance with applicable heical and professional

standards when providirRrofessionalervices.

Competerrofessionalervice requires the exercise of sound judgmenppiyéng
professional knowledge and skill in the performan€esuch service. Profession
competence may be divided into two separate phases:

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

al

The maintenance of professional competergpdress a continuing awareness and
an understanding of relevant technical, profess$i@ma business developments.
Continuing professional development enabldgleanberto develop and maintairh

the capabilities to perform competently within grefessional environment.

Diligence encompasses the responsibilitctanaaccordance with the requirements

of an assignment, carefully, thoroughly and onreely basis.

A Member shall take reasonable steps to ensure that thasking under the
Member's authority in a professional capacity have appsadpritraining and
supervision.

Member's PPofessionalServicesaware of the limitations inherent in the services.

19
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SECTION 140

July 2010 Board Decision _ — Subject to further Board Review. Refer to commen  ts in Agenda

paper.

Confidentiality

140.1

| 140.2

140.3

140.4

140.5

140.6

The principle of confidentiality imposes apligation on allMembes to refrain
from:

(@) Disclosing outside theFirm or employing orgasation confidential
information acquired as a result of professionad &#usiness relationships

(b) Using confidential information acquired as a resoft professional and
business relationships to their personal advantagine advantage of third

parties.

Comment 8

Retain removal of the words “or professional right or” on the basis that legal advice

has indicated that ‘a professional right or duty’ c annot be invoked to justify the

disclosure of confidential information without the client’'s permission.

Retain the additional words “from the ~ glient or employer” on the basis that it clarifies -~ { Deleted: c
from whom proper and specific authority can be give n.
Nature of Amendment/Source : Amendments were made to IESBA wording following
receipt of legal advice pertaining to the interacti on of these requirements with the
Privacy Act 1988 (Cth).

AMembershall maintain confidentiality, including in a salcenvironment, being

alert to the possibility of inadvertent disclosuparticularly to a close business

associate or €lose orilmmediated=amily member.

AMembershall maintain confidentiality of information dlesed by a prospective
cientoremployer. -~ {Deleted: c

A Member shall maintain confidentiality of information with the Firm or
employing orgargation.

A Member shall take reasonable steps to ensure that staféruthe Membefs
control and persons from whom advice and assistamoabtained respect the
Membefs duty of confidentiality.

The need to comply with the principle of édeftiality continues even after the

is entitled to use prior experience. THembershall not, however, use or disclose
any confidential information either acquired oreied as a result of a professional
or business relationship.

Comment 9

Retain — based on legal advice.

Nature of Amendment/Source : Amendments were made to IESBA wording following
receipt of legal advice pertaining to the interacti on of these requirements with the
Privacy Act 1988 (Cth).
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140.7  The following are circumstances whitembes are or may be required to discIoLe
confidential information or when such disclosureyrba appropriate:

P { Deleted: permitted by law and is

(a) Disclosure is authased by theclient or the employer; - Deteted: o

— - {Deleted: , for example:

)
J
J
(c) .There is a professional duty or right to discloshen not prohibited by law| - - | Deleted: <#>Production of documem.scj
J

N R TS A other provision of evidence in the course of
legal proceedings; orf

. . . . . N <#>Disclosure to the appropriate public
() To comply with the quality review of a member boaoly professional . | authorities of infringements of the law th
body' \ | come to light; andf

\{ Deleted: C

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

(iii) To protect the professional interests dflamberin legal proceedingsl
or

(iv) To comply with technical standards and ethics megoents. ‘

Comment 10

Paragraph 140.7(a) — retain removal of the words “i s permitted by law and” on the
basis that legal advice has indicated that in accor ~ dance with Privacy Act provisions,
disclosure is permitted when authorised by the clie nt.

Paragraph 140.7(b) — retain amendment on the basis  that legal advice has indicated
that there are circumstances where disclosure is pe rmitted by law. For example, in
accordance with National Privacy Principle 2 (extra  cted from the Privacy Act), the
disclosure specified in sub-section (b)(ii) of para graph 140.7 is permitted. Another
basis on which confidential information can be disc losed without client authorisation

is where the disclosure is related to public intere st such as public or individual health

or safety. This basis is not identified in paragra  ph 140.7, implying that such a basis
does not exist, or that it is not condoned by the C ode. It is unlikely that the IESBA
Code was drafted with contemplation of the intricac ies of the Australian Privacy Act.

Paragraph 140.7(c) — retain amendment on the basis  that this is consistent with the
approach taken in relation to paragraph 140.1 and |  egal advice has indicated that this
paragraph could only comply with the provisions of the Privacy Act if it were made
clear that client consent is required before disclo sure can occur on the grounds
indentified in (i) to (iv).

Nature of Amendment/Source : Amendments were made to IESBA wording following
receipt of legal advice pertaining to the interacti on of these requirements with the
Privacy Act 1988 (Cth).
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| 140.8

without their consent, on the basis that such dsoke is permitted by law, are
advised to first obtain legal advice, and to alspsider consulting their professional
body.

Comment 11

Retain — in relation to the various bases for discl  osure identified in paragraph 140.7,
legal advice has indicated that only where disclosu re is permitted by law would a
member be required to exercise some degree of judge  ment. In the majority of cases,
client authorisation of disclosure is required. Wh en disclosure is required by law, the
member will have been served with a notice requirin g disclosure, so no professional
judgement will be required. Only in the circumstan ces identified in the wording of
sub-section (b)(ii) (which is an example of where t  he member is permitted by law to
disclose confidential information) would it be logi cal to recommend that the member
obtain legal advice before making disclosure.

Nature of Amendment/Source : This paragraph was added following legal
consideration of the wording of paragraph 140.7 (re ~ fer comment 10).

_ { Deleted: In deciding whether ]

confidential information, relevant factors to catesiinclude:

(@) Whether the interests of all parties, includingdtparties whose interests may

__ - | Deleted: if the client or employer
””””””””””””””””” N consents to the disclosure of information

(b) Whether all the relevant information is known antdstantiated, to the extent
it is practicable; when the situation involves urstantiated facts, incomplete
information or unsubstantiated conclusions, profesd judgment shall be
used in determining the type of disclosure to been# any;

‘[ Deleted: professional accountant

(c) The type of communication that is expected andhomwit is addressed; and

(d) Whether the parties to whom the communication tresked are appropriate
recipients.

Comment 12
Retain amendments based on legal advice.

Nature of Amendment/Source : This paragraph was amended following legal

consideration of the wording of paragraph 140.8 (re ~ fer comment 10).
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SECTION 150
Professional Behaviar

150.1

150.2

The principle of professional behariamposes an obligation on alembersto
comply with relevant laws and regulations and awaigl actionor omissiorthat the
Memberknows or should know may discredit the professinis includes actions
or omissionsthat a reasonable and informed third party, weighall the specific
facts and circumstances available to Memberat that time, would be likely tg
conclude adversely affects the good reputatioh@fptrofession.

Comment 13

Retain — extends the principle of professional beha  viour from “actions” to “actions or
omissions”. Removal of “or omissions” would result in a significant lowering of
established ethical standard on this principle in A ustralia. This principle is also cross
referred to in other APES pronouncements.

Nature of Amendment/Source : Additional words “or omission”.

July 2010 Board Decision _— retain 2006 insertions in paragraph 150.1.

In marketing and promoting themselves and therk, Membersshall not bring the
profession into disreput®lembersshall be honest and truthful and not:

(&) Make exaggerated claims for the services they die #o offer, the
qualifications they possess, or experience they lgained; or

(b) Make disparaging references or unsubstantiated adsgms to the work of
others.
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SECTION 200

Introduction

200.1

200.2

This Part of the Code describes how the qinakframework contained in Part A
applies in certain situations t@lembersin Public Practice. This Part does ndt
describe all of the circumstances and relationsttips could be encountered by a
Memberin Public Practice that create or may create threats to camgdi with theL
fundamental principles. Therefore, themberin Public Practice is encouraged t
be alert for such circumstances and relationships.

A Member in_Public Practice shall not knowingly engage in any businers,
occupation, or activity that impairs or might impaitegrity, objectivity or the good
reputation of the profession and as a result wdugd incompatible with the
fundamental principles.

Lomment14 4 l -
Retain — provides clear guidance on application of paragraph 200.2.
Nature of Amendment/Source
July 2010 Board Decision
Lomment 15

Retain — provides clear guidance on application of

: [F7, para 2] — additional guidance.

—remove former paragraph AUST200.2.1.

paragraph 200.2. ~
Nature of Amendment/Source
July 2010 Board Decision

. [F7, para 3] — additional guidance.

—remove former paragraph AUST200.2.2.

Threats and Safeguards

200.3

Compliance with the fundamental principlesy mpatentially be threatened by a
broad range of circumstances and relationships.rBliiere and significance of the
threats may differ depending on whether they anseelation to the provision of

services to arudit Client and whether thAudit Client is aPublic InterestEntity,

Deleted: AUST200.2.1 The
simultaneous ngagement in another
business, occupation or activity unrelated
the provision of Professional Services to
Clients which has the effect of not allowin|
the accountant to properly conduct the
practice in accordance with the fundame|
principles of professional conduct is
inconsistent and incompatible with the
practice of public accountancy.{

Deleted: AUST200.2.2 A business,
occupation or activity is inconsistent and
incompatible with the provision of
Professional Services to Clients when it:
(a) . Creates or would create conflict of
interest with existing Clients;

(b) . Impairs or would impair integrity,
objectivity or Independence in providing
Professional Services to Clients; 1

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

(d) - Impairs or would impair the good
reputation of the profession.{

,,,,,,,,, Ul — = { Deleted: C J

Threats fall into one or more of the following egories:

(a) Self-interest;
(b) Self-review;

(c) Advocacy;

(d) Familiarity; and
(e) Intimidation.

These threats are discussed further in Part AiefGhde.
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200.4 Examples of circumstances that create selfast threats for Memberin Public
Practice include:

. A member of theAssuranceleam having &@irect Financial Interest in the
Assurancelient.

. . . _ | Deleted: <#>Jointly holding a Financial
. AFirm having undue dependence on total fees fraiieat. y {.me,est withaciomg TP }

. A member of theAssuranceTeam having a significant close busines;\'s\{Deletet“C
relationship with a\ssuranceClient.

- { Deleted: C ]

. A member of théAudit Team entering into employment negotiations with the
Audit Client.

. A Firm entering into &ContingentFee arrangement relating to &ssurance
Engagement.

. A Member discovering a significant error when evaluating tlesults of a
previousProfessionaBService performed by Blember of theMembefs Firm.

Comment 16

Remove — it could be argued that there is marginal benefit in retaining this additional
example.

Nature of Amendment/Source : This example was in the 2005 IESBA Code and has
now been removed.

July 2010 Board Decision _— remove additional example in paragraph 200.4.

200.5 Examples of circumstances that create seifwethreats for aMemberin Public
Practice include:

. A Firm issuing an assurance report on the effectivemméghe operation of
financial systems after designing or implementimg $ystems.

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

. A member of theAssuranceleam being, or having recently beerDiaector

or Officer of theclient. __— { Deleted: ]
. A member of theAssuranceleam being, or having recently been, employed

by theglient in a position to exert significant influenoeer the subject matter - - { peleted: c )

of theengagement. - { peleted: E )

. The Firm performing a service for aiissuranc&lient that directly affects the
subject matter information of thessurancé&ngagement.

200.6 Examples of circumstances that create adyottaeats for aMember in Public
Practice include:

. The Firm promoting shares in ahudit Client.

. A Memberacting as an advocate on behalf offardit Client in litigation or
disputes with third parties.
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200.7

200.8

200.9

Examples of circumstances that create faitylithreats for aMember in Public
Practice include:

A member of theEngagemenfTeam having &Close orlmmediateFamily

(N L L

member who is ®irector orOfficer of theclient. | - { Deleted: ¢
. A member of theEngagemenfTeam having &Close orlmmediateFamily
member who is an employee of tjghent who is in a position to exert - { Deleted: c
significant influence over the subject matter &f¢hgagement. _ -~ { Deleted: E
« A Director or Officer of the client or an employee in a position to exg rt - { Deleted: c
significant influence over the subject matter o fngagement having - { Deleted: £
recently served as ttlietngagemenPartner.
. A Memberaccepting gifts or preferential treatment frorgliant, unless the| -~ { peleted: ¢
value is trivial or inconsequential.
. Senior personnel having a long association withAtksurancelient.
Examples of circumstances that create inttind threats for #emberin Public
Practice include:
. A Firm being threatened with dismissal fronCléent Engagement.
. An Audit Client indicating that it will not award a planne@®massurance
contract to theFirm if the Firm continues to disagree with thgient's | - { Deleted: c
accounting treatment for a particular transaction.
. A Firm being threatened with litigation by tokent. [ [ Dolated: C
. A Firm being pressured to reduce inappropriately thxéerg of work
performed in order to reduce fees.
. A Memberfeeling pressured to agree with the judgment dfemt emplﬁoygg\, - {peteteti ¢

P

A Memberbeing informed by @artner of theFirm that a planned promotiqr') R Delcte

will not occur unless th&lembeyagrees with adudit Client’s inappropriate| - - { Deleted:

accountant

accounting treatment.

Safeguards that may eliminate or reduce tthteanAcceptable_evel fall into two ‘
broad categories:

(@) Safeguards created by the profession, legislatioagulation; and

(b) Safeguards in the work environment.

Examples of safeguards created by the professemislation or regulation are
described in paragraph 100.14 of Part A of thise&Cod
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200.10 AMemberin Public Practice shall exercise judgment to determine host tredeal
with threats that are not at &cceptable_evel, whether by applying safeguards to
eliminate the threat or reduce it to @&tceptableLevel or by terminating or

declining the relevargngagement. In exercising this judgmenkemberin Public -  Deleted: E

Practice shall consider whether a reasonable amdngd third party, weighing all
the specific facts and circumstances availabléédvtemberat that time, would be
likely to conclude that the threats would be eliatad or reduced to akcceptable

Level by the application of safeguards, such thatpimnce with the fundamental
principles is not compromised. This consideratidh e affected by matters such

the Firm.

200.11 In the work environment, the relevant sadeds will vary depending on the
circumstances. Work environment safeguards comiiise-wide safeguards and

engagement-specific safeguards. __{ Deleted: £

200.12 Examples dirm-wide safeguards in the work environment inctude

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

. Leadership of thd=irm that establishes the expectation that membg&m=no
Assurancd eam will act in the public interest.

. Policies and procedures to implement and monitoaligu control of

engagements. __ { Deleted: £

. Documented policies regarding the need to idetiifgats to compliance with
the fundamental principles, evaluate the signifieamf those threats, and
apply safeguards to eliminate or reduce the thiteagmAcceptable_evel or,
when appropriate safeguards are not available mmatebe applied, terminate

or decline the relevaghgagement. | Deleted: E

. Documented internal policies and procedures raggiicompliance with the
fundamental principles.

. Policies and procedures that will enable the idieation of interests or

relationships between tliiérm or members oEngagementeams anglients. - { Deleted: c

. Policies and procedures to monitor and, if necgssaanage the reliance on
revenue received from a singent. __— { Deleted: c
{Deleted: P

for the provision of non-assurance services tdssurancelient.

. Policies and procedures to prohibit individuals ware not members of an
EngagementTeam from inappropriately influencing the outcome tbé
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and education on such policies and procedures.

. Designating a member of senior management to Ipomnegble for overseeing
the adequate functioning of th&m’s quality control system.
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200.14

Entities from whichindependence is required.

Advising partners and professional staff gissuranceClients andReIated,%‘{De'eted:P

A disciplinary mechanism to promote compliance wifolicies and
procedures.

Published policies and procedures to encourage em@ower staff to

communicate to senior levels within tRem any issue relating to compliande

with the fundamental principles that concerns them.

200.13  Examples @hgagement-specific safeguards in the work environringlude: | -~ Ceeted:E
. Having a Member who was not involved with the non-assurance seryic
review the non-assurance work performed or otheradvise as necessary.
. Having aMemberwho was not a member of thessuranceleam review the
assurance work performed or otherwise advise asssacy.
. Consulting an independent third party, such as rangittee of independent
Directors, a professional regulatory body or anoiiember
. Discussing ethical issues wilthoseCharged withGovernance of thelient. | -~ { Peletedi C
. Disclosing toThose Charged withGovernance of thelient the nature of| -~ { Deleted: C
services provided and extent of fees charged.
. Involving anothefFirm to perform or re-perform part of tgegagement. | - {Deleted: €
. Rotating senioAssurancéd eam personnel.

Depending on the nature of ggagement, Memberin Public Practice may also| -~ 294 €
be able to rely on safeguards that thient has implemented. However it is not - { Deleted: c
possible to rely solely on such safeguards to redlueats to aAcceptabld_evel.

200.15 Examples of safeguards within tlient's systems and procedures include: |-~ { Peletedi C
. Theglient requires persons other than management iy fat approve the| -~ -2
appointment of &irm to perform aggngagement. | - - { Deleted: E
. Theglient has competent employees with experience @nibsty to make| -~ (Peieted:C
managerial decisions.
. Theglient has implemented internal procedures that rensbjective choiced -~ -28%e¢:C
in commissioning non-assuranegyagements. _— { Deleted: E
. Thedlient has a corporate governance structure thatige appropriatel - Pieted:C
oversight and communications regarding firen’s services.
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SECTION 210
Professional Appointment

Client Acceptance

210.1 Before accepting a neglient relationship, aMember in Public Practice shall/‘{De'eted:

determine whether acceptance would create any tshteacompliance with the
fundamental principles. Potential threats to intggyr professional behavim may

be created from, for example, questionable isssssciated with theglient (its - { Deleted:

owners, management or activities).
210.2 Client issues that, if known, could threatmmpliance with the fundamental

money laundering), dishonesty or questionable firdmeporting practices.

210.3 AMemberin Public Practice shall evaluate the significance of anyatse@nd apply
safeguards when necessary to eliminate them orceethem to amAcceptable
Level.

Examples of such safeguards include:

i { Deleted:

. Obtaining knowledge and understanding of ghient, its owners, managers-

- { Deleted:

or internal controls.
210.4  Where it is not possible to reduce the thramanAcceptabld_evel, theMemberin

- { Deleted:

210.5 Itis recommended thaMemberin Public Practice periodically review acceptance

decisions for recurringlient engagements. __— { Deleted: c

777777777777777777777777777777777777 oo [ Deleted:

Engagement Acceptance

210.6 The fundamental principle of professional petance and due care imposes an
obligation on aMemberin Public Practice to provide only those services that the
Memberin Public Practice is competent to perform. Before acceptingpeacific

would create any threats to compliance with thed&umental principles. For - { Deleted: £

example, a self-interest threat to professionalpetence and due care is created if
the EngagementTeam does not possess, or cannot acquire, the cemnopet

necessary to properly carry out gregyagement. __ { Deleted:

210.7 AMemberin Public Practice shall evaluate the significance of threaid apply
safeguards, when necessary, to eliminate them darceethem to am\cceptable
Level. Examples of such safeguards include:

. Acquiring an appropriate understanding of the ratirtheclient’s business, .

and the purpose, nature and scope of the work petfermed.
. Acquiring knowledge of relevant industries or sabjmatters.

. Possessing or obtaining experience with relevagulagory or reporting
requirements.

. Assigning sufficient staff with the necessary cotepeies.
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. Using experts where necessary.

can be performed competently.

210.8 When aviemberin Public Practice intends to rely on the advice or work ofJan
expert, theMember in Public Practice shall determine whether such reliancg is
warranted. Factors to consider include: reputagapertise, resources available and
applicable professional and ethical standards. $dohmation may be gained from
prior association with the expert or from consgtathers.

Changes in a Professional Appointment

Comment 17 l - -| Deleted: Note: Proposed Accountants
’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’ refer to paragraphs 210.9, 210.10, 210.11,

Remove — it could be argued that there is marginal ~ benefit in retaining this note which and 210.14 of the Code. Existing

points to the specific requirements applicable to p  roposed accountants or existing g‘fg"l‘j{‘g}'}ﬁe@ggé"%’afag’ﬁphs 210.13 and

accountants.

Nature of Amendment/Source : Reading aid.

July 2010 Board Decision _—remove.

210.9 AMemberin Public Practice who is asked to replace anothgmberin Public

Practice, or who is considering tendering for gmgagement currently held by - { Deleted: £ ]
anotherMemberin Public Practice, shall determine whether there are anyores:
professional or otherwise, for not accepting ghgagement, such as circumstanges { Deleted: E ]

that create threats to compliance with the fundaateprinciples that cannot be
eliminated or reduced to akcceptable_evel by the application of safeguards. Hor
example, there may be a threat to professional etenpe and due care if a

facts.

210.10 A Member in Public Practice shall evaluate the significance of any dtse
Depending on the nature of tBagagement, this may require direct communicatjon
with the Existing Accountant to establish the facts and circumstaregarding the
proposed change so that tiemberin Public Practice can decide whether it would

change in appointment may not fully reflect the tfaand may indicate
disagreements with thExisting Accountant that may influence the decision |to
accept the appointment.

Comment 18

Retain removal — the rationale for removing this te  xt followed the insertion of
AUST?210.11.1 which made it mandatory to send an eth ical letter in relation to an audit

engagement.
Nature of Amendment/Source : The words “Depending on the nature of the
£ngagement” were removed in 2006 due to the reasons _ _ stated above.  ____________ | - - { Deteted: £ )

July 2010 Board Decision - reinstate previously removed words.
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210.11 Safeguards shall be applied when necessatiniinate any threats or reduce them
| to anAcceptabld_evel. Examples of such safeguards include:

. When replying to requests to submit tenders, gdtirthe tender that, before
| accepting theengagement, contact with thExisting Accountant will be - - {Deleted: £ )

requested so that inquiries may be made as to ehethere are any
professional or other reasons why the appointrismtld not be accepted;

. Asking theExisting Accountant to provide known information on any famts
circumstances that, in th&xisting Accountant’s opinion, the proposed
accountant needs to be aware of before decidingthwheto accept the
| engagement; or | Deleted: E )

. Obtaining necessary information from other sources.

When the threats cannot be eliminated or redusezhfAcceptableLevel through
the application of safeguards,Memberin Public Practice shall, unless there is

satisfaction as to necessary facts by other meuctine theengagement. __{ Deleted: £
AUST210.11.1 A Memberin Public Practice who is asked to repgexisting auditor or to accept. - |-2eeted: Thepoosed
nomination as an auditor shall: " Deleted: accountant

- L — . . ~ .~ Deleted: must, save where the compan
(a) Request the prospectiye client's permission to conicate with the existing or organisation has not previously had a

auditor. If such permission is refused the Membuallsin the absence of . (2auditor

exceptional circumstances, decline the Audit Engeege or the nomination. \\\{De'eted= S
. | Deleted: last appointed

(b) On receipt of permission, request in writing of teegisting auditor, all
information which ought to be made available to ¥Member to enable a -
decision to be made as to whether the Audit Engagewr the nomination be + [ Deleted: shouis

accepted. N \{ Deleted: last appointed
{ Deleted: proposed accountant

\ N
\ {Deleted: proposed accountant
\

o 0 L 5= )0 L )

Comment 19
Retain — this additional requirement originated fro m F3.

Nature of Amendment/Source : [F3, para 7] — additional requirement.

July 2010 Board Decision - retain but redraft.

210.12 AMemberin Public Practice may be asked to undertake work that is temmgntary
or additional to the work of theéxisting Accountant. Such circumstances may create
threats to professional competence and due carimgsfrom, for example, a lack of
or incomplete information. The significance of athyeats shall be evaluated and
safeguards applied when necessary to eliminatethieat or reduce it to an
AcceptableLevel. An example of such a safeguard is notifyihg Existing
Accountant of the proposed work, which would give HExisting Accountant the
opportunity to provide any relevant information deé for the proper conduct of the
work.
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210.13 AnExisting Accountant is bound by confidentiality. Whether tid¢mber is

permitted or required to discuss the affairs @iant with a proposed accountait - { Deleted: c ]

will depend ono. |- { Deleted: the nature of the Engagement}
and on

(@ Whether thelient's permission to do so has been obtained; or - Deleted: ¢

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

Circumstances where thdemberis or may be required to disclose confident&al
information or where such disclosure may otheriseappropriate are set out in
Section 140 of Part A of this Code.

Comment 20

Retain removal — Following the legal advice on the confidentiality requirements of
section 140 that indicates that information cannot be disclosed without client
permission, this text was removed because it does n ot depend on the nature of the
engagement.

Nature of Amendment/Source : The words “the nature of the gngagement and on” 4L/{De'eted: E ]

were previously removed from the end of the first s entence.

July 2010 Board Decision _— retain removal of words.

210.14 AMemberin Public Practice will generally need to obtain tlient’s permission,
preferably in writing, to initiate discussion wiin Existing Accountant. Once tha
permission is obtained, thexisting Accountant shall comply with relevant legal
and other regulations governing such requests. r&Viee Existing Accountant
provides information, it shall be provided honesgd unambiguously. If the
proposed accountant is unable to communicate gtEkisting Accountant, the|
proposed accountant shall take reasonable stepbtéin information about any
possible threats by other means, such as throughiries of third parties or
background investigations of senior management Tthose Charged Withl

_ = {Deleted: C ]

Comment 21

Retain removal — similar to paragraph 210.13, based on legal advice, a member will
always (not generally) need to obtain client permis  sion.

Nature of Amendment/Source : The first two sentences were previously removed.

July 2010 Board Decision _— reinstate previously removed words.

L _ { Deleted: AUST210.18.1 The wishes of

Lomment22 _ the Client must be paramount in the choige
. . . L . L . of professional advisers, whether or not
Retain — there is benefit in retaining this paragra  ph from a public interest perspective. Spgcia| skills are involved. Accordingly a
The requirement reflects the former principle from F3 that clients have an Member in Public Practice must not attempt
indisputable right to choose their professional adv isers and to change to others to restrict in any way the Client's freedom
should they so desire of choice in obtaining special advice and,
: when appropriate, must encourage the

Nature of Amendment/Source _: Additional requirement [F3, para 2]. Clientto doiso.§

July 2010 Board Decision _—remove AUST210.14.1 (formerly AUST210.18.1).
AUST210.15.1 In certain circumstances, a Membdtuhlic Practice maybe taking over or handipg

over an engagement to another accountant who ia M#mber. The Member shall
comply with the requirements of section 210 eveth@se circumstances.
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SECTION 220

Conflicts of Interest

220.1

220.2

220.3

AMemberin Public Practice shall take reasonable steps to identifyuaistances

that could pose a conflict of interest. Such cirstances may create threats to

compliance with the fundamental principles. Forregie, a threat to objectivity

may be created whenMemberin Public Practice competes directly withdlient or - { Deleted: c
has a joint venture or similar arrangement with @jamcompetitor of &lient. A - { peleted:
threat to objectivity or confidentiality may alse breated when ldlemberin Public

Practice performs services fglients whose interests are in conflict or ffients - { peleted:
are in dispute with each other in relation to thattar or transaction in question. - { Deleted:

AMemberin Public Practice shall evaluate the significance of anydtsend apply
safeguards when necessary to eliminate the thoeatsiuce them to afscceptable

L L

by business interests or relationships withdlrent or a third party. _ -~ { Deleted
Depending upon the circumstances givingtashe conflict, application of one of
the following safeguards is generally necessary:

~ { Deleted

(b)

(©

represent a conflict of interest and obtaining theinsent to act in such
circumstances; or

Notifying all known relevant parties that tidemberin Public Practice is
acting for two or more parties in respect of a sratthere their respective
interests are in conflict and obtaining their canide so act; or

example, in a particular market sector or with ee$fpo a specific service) and
obtaining their consent to so act.
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220.4  The professional accountant shall also déternvhether to apply one or more of

the following additional safeguagds: _ - - Deleted: Where a Firm becomes aware pf
””””””””””””””””””””””” a possible conflict between the interests of
(@) The use of separaEngagementeams; two or more clients, all reasonable steps

should be taken to manage the conflict and

H T d H § thereby avoid any adverse consequences.
(b) Procedures to prevent access to information (gtidct physical separation of These steps should include the following

such teams, confidential and secure data filing); safeguards, except where they are
inappropriate:
(c) Clear guidelines for members of tBegagemenfeam on issues of securitL/
and confidentiality;
(d) The use of confidentiality agreements signed byleysges angbartners of the| - - { peteted: » )
Firm; and
(e) Regular review of the application of safeguardsabgenior individual not
involved with relevantlientengagements. | - {peteted: c ]
Comment 23 ~ { Deleted: £ )

Retain — rewording assists application and suggests in some circumstances the
application of safeguards does not in itself mitiga te against possible conflicts.

Nature of Amendment/Source : Amended lead in words to clarify the application of
additional safeguards.

July 2010 Board Decision _— remove 2006 insertions/deletions and reinstate or  iginal
IESBA text in paragraph 220.4.

220.5 Where a conflict of interest creates a thteabne or more of the fundamental
principles, including obijectivity, confidentialitypr professional behawio, that
cannot be eliminated or reduced tocceptableLevel through the application of
safeguards, thBlemberin Public Practice shall not accept a speciitggagement or| - -  Deleted:

shall resign from one or more conflictipggagements. | - - { Deleted:

220.6  Where aemberin Public Practice has requested consent froglient to act for | - - { Deletea:

another party (which may or may not be an exisgiignt) in respect of a mattey_ -  Deleted:

where the respective interests are in conflict #rad consent has been refused by
the client, the Memberin Public Practice shall not continue to act for one of the/ { Deleted:

oOffo|mim
(N L

(¢}

parties in the matter giving rise to the confli€fraerest.
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SECTION 230
Second Opinions

230.1 Situations whereMemberin Public Practice is asked to provide a second opinion
on the application ofAustralian Accounting Standards Auditing or_Assurance - - { Deleted: aproposed accounting }

Standardsreporting or other standards or principles toc#ecircumstances or: - Présentations or interpretations of A
transactions by or on behalf of a company or aityetitat is not an existinglient . { eteted: standards, a or application of 4
may create threats to compliance with the fundaateminciples. For example\,\\{De"“ec':a )
there may be a threat to professional competendedae care in circumstances { Deleted: c )
where the second opinion is not based on the samnefdacts that were made

available to theExisting Accountant or is based on inadequate evidence. The

existence and significance of any threat will depem the circumstances of the

request and all the other available facts and gsans relevant to the expression

of a professional judgment.

Comment 24

Remove — it could be argued that there is marginal benefit in retaining this
amendment — revert to IESBA wording, however refere  nce to accounting and auditing
standards should be applied as defined.

[Editorial note : Accounting standards are presently not defined so should appear
lower case — alternatively the definition of Austra  lian Accounting Standards could be
adopted from APES 205, Auditing Standards should be amended to Auditing and
Assurance Standards (refer proposed AUST definition )

Nature of Amendment/Source : Clarity — amended lead in words.

July 2010 Board Decision _— reinstate IESBA text, remove 2006 insertions in
paragraph 230.1 and provide Australian context.

230.2 When asked to provide such an opiniodeanberin Public Practice shall evaluate
the significance of any threats and apply safeguaviden necessary to eliminate
them or reduce them to dcceptableLevel. Examples of such safeguards include

providing theExisting Accountant with a copy of the opinion.

230.3 If the company or entity seeking the opiniagh not permit communication with
the Existing Accountant, aMember in Public Practice shall determine whether,
taking all the circumstances into account, it iprapriate to provide the opinion
sought.
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SECTION 240

Fees and Other Types of Remuneration

240.1 When entering into negotiations regardingises, aMemberin Public Practice . { Deteted: R}

may quote whatever fee is deemed appropriate. ddétetiat ondviemberin Public
Practice may quote a fee lower than another ismdatself unethical. Nevertheless,
there may be threats to compliance with the fundaahgrinciples arising from the
level of fees quoted. For example, a self-intetiestat to professional competence
and due care is created if the fee quoted is sahatit may be difficult to perform

for that price.
Comment 25

Remove — it could be argued that there is marginal benefit in retaining these
editorials.

Nature of Amendment/Source : Minor editorials.

July 2010 Board Decision _— remove minor editorials from paragraph 240.1.

240.2 The existence and significance of any threated will depend on factors such as
the level of fee quoted and the services to whi@pplies. The significance of any
threat shall be evaluated and safeguards appliexh wlecessary to eliminate the
threat or reduce it to ahcceptabld_evel. Examples of such safeguards include:

. Making theglient aware of the terms of tizgagement and, in particular, tre - 2%
basis on which fees are charged and which sereieesovered by the quoted { Deleted: £
fee.

. Assigning appropriate time and qualified stafftie task.

Contingent Fees |

Comment 26

Retain — viewed to be helpful in navigating the req  uirements of the Code.

Nature of Amendment/Source : Addition of heading. |

July 2010 Board Decision - retain heading.

240.3 ContingenEees are widely used for certain types of non-asse@gqggm@p[ls;,L/*/{De'eted: £

They may, however, create threats to complianck thi¢ fundamental principles in
certain circumstances. They may create a selféatethreat to objectivity. The
existence and significance of such threats willeshepon factors including:

. The nature of thengagement. L/ - { Deleted: E

. The range of possible fee amounts.
. The basis for determining the fee.

. Whether the outcome or result of the transactiomide reviewed by an
independent third party.

1 ContingentFees for non-assurance services providedualit Clients and otherssuranceClients are
discussed in Sections 290 and 291 of this pati@fode.
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240.4  The significance of any such threats shath\muated and safeguards applied when
necessary to eliminate or reduce them toAaneptableLevel. Examples of such
safeguards include:

_ { Deleted:

C

. An advance written agreement with gient as to the basis of remuneration. -

. Disclosure to intended users of the work perforiogdhe Memberin Public
Practice and the basis of remuneration.

. Quality control policies and procedures.

. Review by an independent third party of the workfgrened by theMember
in Public Practice.

Referral fees and commissions

Comment 27
Retain — viewed to be helpful in navigating the req  uirements of the Code.

Nature of Amendment/Source : Addition of heading.

July 2010 Board Decision - retain heading.

240.5 In certain circumstancesMegmberin Public Practice may receive a referral fee or

, financial advisor

a referral fee or commission creates a self-intetheeat to objectivity and\\\\[Deleted:

C

- J J

professional competence and due care.

July 2010 Board Decision - reinstate IESBA text and remove reference to “fin  ancial
advisor” given the current direction of the APES 23 0 project.

240.6 A Memberin Public Practice may also pay a referral fee to obtajglient, forJ,/{De'eted:

example, where thglient continues as glient of anotherMember in Public - { Deleted:

(¢}

Practice but requires specialist services not offdng theExisting Accountant. The - { Deleted:

O

payment of such a referral fee also creates airgelfest threat to objectivity and
professional competence and due care.
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240.7

240.8

The significance of the threat shall be eatsld and safeguards applied when

. the existence of such arrangement;

. the identity of the other party and parties; and

. the method of calculation of the agency fee, comimis or other benefit
occurring directly or indirectly to the Member.

Comment 28

the old IESBA Code and carried
the previous Joint Code of
e referral fees and commissions

Retain — this amendment was a deliberate change to
forward a requirement from D.2 of CPC Section D of
Professional Conduct to require a member to disclos

in writing to a client.

: Additional requirement to disclose referral fees and

D.2/F6].

— retain 2006 amendments with additional changes as

Nature of Amendment/Source
commissions in writing to a client [CPC Section D —

July 2010 Board Decision
drafted.

A Memberin Public Practice may purchase all or part of anothiem on the basis
that payments will be made to individuals formerlyning theFirm or to their heirs
or estates. Such payments are not regarded as esiong or referral fees for the

Comment 29

Remove — it could be argued that there is marginal benefit in retaining these

editorials.
Nature of Amendment/Source : Minor editorials.

July 2010 Board Decision

— remove minor editorials from paragraph 240.8.
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_ - {Deleted: The safeguards required t ]

_ - {Deleted: are to ]

o ‘[ Deleted: C ]

Deleted: <#>Disclosing to the client any
arrangements to pay a referral fee to
another professional accountant for the
work referred.|

<#>Disclosing to the client any
arrangements to receive a referral fee for
referring the client to another professional
accountant in public practice.
<#>Obtaining advance agreement from t
client for commission arrangements in
connection with the sale by a third party of
goods or services to the client.|

Jr _ - {Deleted: Sections ]

~ { Deleted: of the Code )




SECTION 250
Marketing Professional Services

250.1 When aMemberin Public Practice solicits new work throughdvertising or other
forms of marketing, there may be a threat to coamgie with the fundamental
principles. For example, a self-interest threataonpliance with the principle of

| professional behavin is created if services, achievements, or produants
marketed in a way that is inconsistent with thagple.

’ 250.2 A Memberin Public Practice shall not bring the profession into distepwhen

truthful and not:

(&) Make exaggerated claims for services offered, fjoafions possessed, or
experience gained; or

(b) Make disparaging references or unsubstantiated aosgms to the work of

anothey = {Deleted: ;or ]

Comment 30 _ | Deleted: <#>Falsely advertise or mislea
ettt potential clients. o
Retain amendment — this amendment was a deliberate  change made from the old ”éhet""imt‘:]er in Public P&afc“ce oin doubt
IESBA Code to remove the requirement for a Member t o consult with their respective | id?lgn‘gi:g ;rriaprfeﬁﬁf;is gg;rgpriate the
professional body about advertising and marketing. \ | Member in Public Practice shall consider
. consulting with the relevant professional
Nature of Amendment/Source : Subparagraph (c) was previously removed and 3 body.{ 9 P
replaced with the requirement to not “falsely adver tise or mislead potential clients”. \{ F tted: Not Hiahliaht ]
ormatted: Not Highlig

July 2010 Board Decision _— remove 2006 insertions and retain deletion of las  t IESBA
paragraph. Sub-paragraph (c) should also be delete  d.
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SECTION 260

Gifts and Hospitality

260.1

260.2

260.3

AMemberin Public Practice, or arimmediate orClose Family, member, may be - { peteted:
offered gifts and hospitality from glient. Such an offer may create threats |to- { Deleted: c

compliance with the fundamental principles. For regke, a self-interest or

intimidation threat to objectivity may result fraiime possibility of such offers being
made public.

The existence and significance of any thwetitdepend on the nature, value, and
intent of the offer. Where gifts or hospitality aoéfered that a reasonable and
informed third party, weighing all the specific facand circumstances, would
consider trivial and inconsequentiali@mberin Public Practice may conclude thdt
the offer is made in the normal course of businggout the specific intent to

influence decision making or to obtain informatidm.such cases, thdemberin

Public Practice may generally conclude that any threat dmpliance with the
fundamental principles is at @tcceptable_evel.

AMemberin Public Practice shall evaluate the significance of anyatseand apply
safeguards when necessary to eliminate the thoeatsiuce them to ascceptable
Level. When the threats cannot be eliminated oraediuo anAcceptableLevel
through the application of safeguarddylamberin Public Practice shall not accept
such an offer.
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SECTION 270

270.2

} 270.3

- {Deleted: C

- { Deleted: C

assets unless permitted to do so by law and, ihsmgmpliance with any additional
legal duties imposed onMemberin Public Practice holding such assets.

e {Deleted: C

may be a self interest threat to objectivity agsiinom holdingglient assets. A _ - { Deleted: c

Member in Public Practice entrusted with money (or other assets)ngihgy to
others shall therefore:

(@) Keep such assets separately from person@iror assets;
(b) Use such assets only for the purpose for which #éneyntended,;

(c) Atall times be ready to account for those assedsamy income, dividends, or
gains generated, to any persons entitled to sumbuating; and

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

As part ofclient and.engagement acceptance procedures for services thgat ,,m’{De'Gte':"C

”””””””””””””””””””””””” - {Deleted: E

involve the holding ofclient assets, aMember in Public Practice shall makeﬁii
appropriate inquiries about the source of suchtasaad consider legal and { Deteted: c

regulatory obligations. For example, if the asse#sre derived from illegal
activities, such as money laundering, a threatotmptiance with the fundamental
principles would be created. In such situations,Membermay consider seeking
legal advice.
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SECTION 280
Objectivity—All Services )

280.1

280.2

280.3

Comment 31

/

/

A Member in Public Practice shall determine when providing aRsofessional / /

/{ Deleted: C ]

Deleted: , or where a person in a Firm has
a mutual business interest with an Officer
or employee of a client or has an interest|in
a joint venture with a client

Serwce whether there are threats to comphance WIehfundamentaI pr|nC|pIe of’
Directors, Officers or employees. For example a fam|I|ar|tyetit to bbjectlt/ttg/ t
may be created from a family or close personalusirtess relationship. ,
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Remove — it could be argued that there is marginal benefit in retaining the additional I
example k
Nature of Amendment/Source : Additional example was added at the end of the [
paragraph. |
— remove 2006 insertion.

July 2010 Board Decision

A Member in Public Practice who provides an assurance service shall
independent of théssuranceClient. Independence of mind and in appearance
necessary to enable themberin Public Practice to express a conclusion, and
seen to express a conclusion, without bias, cardffiinterest, or undue influence of!
others.  Sections 290 and 291 provide specific angd on Independency
requirements forMembes in Public Practice when performingAssurance j
Engagements. ‘

Comment 32 ‘
the rationale for removing this text L

Retain IESBA text (ie reinstate previous removal) —
was probably to remove repetition.

Nature of Amendment/Source : The first two sentences were previously removed. ‘

— reinstate IESBA text.

July 2010 Board Decision

Lommentss

Retain paragraphs AUST280.2.1 to AUST280.2.11 — pro fessional bodies have
indicated that these paragraphs provide a useful ov  erview of the independence

requirements.

. Additional guidance inserted in 2006 by the APESB
model to independence.

Nature of Amendment/Source
about the application of the threats and safeguards

July 2010 Board Decision - remove AUST280.2.1 to AUST280.2.11 (previously
AUST290.41.2 to AUST290.41.12).

The existence of threats to objectivity wpeaviding anyProfessionalService will

work that theMemberin Public Practice is performing. \

\

Deleted: AUST280.2.1 Independence is
potentially affected by self-interest, self-
review, advocacy, familiarity and
intimidation threats.

AUST280.2.2 “Self-Interest Threat”
occurs when a Firm or a member of the
Assurance Team could benefit from a
Financial Interest in, or other self-interest
conflict with, an Assurance Client.
Examples of circumstances that may creat
this threat include, but are not limited to:{
<#>A Direct Financial Interest or material
Indirect Financial Interest in an Assurance
Client;{

<#>A loan or guarantee to or from an
Assurance Client or any of its Directors ol

@

Officers; |
<#>Undue dependence on total fees from
an Assurance Client;{
<#>Concern about the possibility of losing
the engagement;
<#>Having a close business relationship
with an Assurance Client;{
<#>Potential employment with an
Assurance Client; andf
Contingent Fees relating to Assurance
Engagements.{
Page Break
AUST280.2.3 Self-Review Threat” occurs
when (1) any product or judgment of a
previous Assurance Engagement or non-
assurance engagement needs to be re-
evaluated in reaching conclusions on the
Assurance Engagement or (2) when a
member of the Assurance Team was
previously a Director or Officer of the
Assurance Client or was an employee in a
position to exert direct and significant
influence over the subject matter of the
Assurance Engagement.§
Examples of circumstances that may create
this threat include, but are not limited to:f]
<#>A member of the Assurance Team
being, or having recently been, a Directo
or Officer of the Assurance Client;T
<#>A member of the Assurance Team
being, or having recently been, an emplo}
of the Assurance Client in a position to
exert direct and significant influence over
the subject matter of the Assurance
Engagement;
<#>Performing services for an Assurance
Client that directly affect the subject matter
of the Assurance Engagement; and{
Preparation of original data used to genel
a financial report or preparation of other
records that are the subject matter of the
Assurance Engagement.§
AUST280.2.4 “Advocacy Threat” occurs
when a Firm, or a member of the Assural
Team, promotes, or may be perceived to
promote an Assurance Client's position o
opinion to the point that objectivity may, ar
may be perceived to be, compromised. Such
may be the case if a Firm or a member of|
the Assurance Team were to subordinate
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280.4 AMemberin Public Practice shall evaluate the significance of anyats@nd apply
safeguards when necessary to eliminate them orceethem to armAcceptable
Level. Examples of such safeguards include:

. Withdrawing from theEngagemenTeam.

. Supervisory procedures.

. Terminating the financial or business relationgfiipng rise to the threat.
. Discussing the issue with higher levels of manageméhin theFirm.

- {Deleted: C

. Discussing the issue wiffthoseCharged withGovernance of thelient.

If safeguards cannot eliminate or reduce the thteaan AcceptableLevel, the

Membershall decline or terminate the relevangagement. | Deleted: E
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PREFACE — SECTIONS 290 AND 291 (AUST) |

Comment 33

Retain and modify.

Nature of Amendment/Source : [F1, Scope of Guidance]/ Corporations Act 2001 (ss 324CB &
324CD - specific paragraphs not referred to in AUST preface). Provides an introduction to
independence in the Australian context.

July 2010 Board Decision - retain Australian Preface to sections 290 and 291 with some
amendments, including changing the reference from * historical Financial Statements” to
“historical financial information”.

SECTION 290 INDEPENDENCE — AUDIT AND REVIEW ENGAGEM ENTS AND
SECTION 291 INDEPENDENCE — OTHER ASSURANCE ENGAGEME NTS

Section 290 of this Code addresses Independence requirements for Audit and Review Engagements,
which are Assurance Engagements in which a Member in Public Practice expresses a conclusion on
historical financial information.

Section 291 of this Code addresses Independence requirements for Assurance Engagements that are
not Audit or Review Engagements of historical financial information, referred to in this Code as Other
Assurance Engagements.

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 to Independence and the application of safeguards to reduce any threats created to an

Acceptable Level.

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 this
Code, does not ensure adherence to legislation and Members and other readers must refer to such
legislation to determine theirJegal obligations.

Corporations Act 2001, difficult, Members and other readers should recognise the 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 reasonable person.

Jhis Code is confined to the professional aspects of Independence, distinct from any requirements
which may be imposed by law,

The statutory Independence of Auditors—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 Auditor—
General's mandate, the appointment and removal of the Auditor-General and the performance of his
or her responsibilities. The requirements within this Code apply to Auditors-General and their senior
Officers who are Members and delegated or authorised to sign assurance reports, to the extent that
they do not conflict with such legislation.

In interpreting sections 290 and 291, it is not possible to give a definition of "material” which would
cover all circumstances where materiality is referred to, In such circumstances regard should be had

to the effect which an interest might have or be seen to have on the objectivity of a person in a Firm.

45

- ‘[Deleted: Financial Statements

- ‘[Deleted: Financial Statements

— - 7| Deleted: is not a substitute for
legislation

" { Deleted: additional

- ‘[ Deleted: these

N \[ Deleted: s

A

- {Deleted: Ast

Deleted: , Members should also
ensure they comply with the spirit and
the letter of the law

- {Deleted: should

~ - { Deleted: this

- { Deleted: in this section




SECTION 290
INDEPENDENCE—AUDIT AND REVIEW ENGAGEMENTS

CONTENTS
Paragraph
SEIUCLUIE OF SECHION ...eiiiiiiiiii et 290.1
A Conceptual Framework Approach to InNdependencCe...........ccccvvevveeeeviicviiieeeeeeen, oa@4
Networks and NetwWOork FIFMS ........iiiiiicceeeeiieeeeeeeeeeeee et ee e
PUDIIC INtEreSt ENLILIES .....oiiiiiiiiiii ettt e beee e
Related ENLILIES ....ooiiiiiiiiiiiiiiie s seeeee ettt et s

Those Charged with Governance

(Do To0]091=T 01 =1 1T o NS SRR PP
ENgagement PeriOd ...... ...t
Mergers and ACQUISILIONS .......oooiiiiiiiiieeae ettt mmee e e
Other CONSIAEIALIONS ......veviiiiiteeie e s e ettt e e e sttt e e e s sbe e e e stbbeeeesreeeessteeeessnbaeeeens
Application of the Conceptual Framework Approachnmependence ..............cccce...... 290.100
FINANCIAl INTEIESES ... e e e e 290.102
LOANS AN GUAIANTEES .....veiiiiiieeiiitceeeaa ettt et ee e e et be e e e e e e e e e annbeaeeaesannbeeeeeaeas 290.118
Business RelationShips ...........oiiiiii et 290.124
Family and Personal RelationShips ... 290.127
Immediate Family member influences subject mattiermation ....................... 290.128
Immediate Family member influences subject matter................ceeeeeeeeennee. 290.129
Employment with an Audit CHENt ...........ooiiiaiiii e 290.134
Temporary Staff ASSIGNMENTS .........oiiiii e rnee e e e e 290.142
Recent Service with an Audit Clent ... 290.143
Serving as a Director or Officer of an Audit Client...........ccccceeeviiiiiiiieee e, 290.146
Long Association of Senior Personnel (Includpagtnerrotatony .-~ [ Doleted: P
With &N AUGit CHENE ......ooeeoeeeeome s 200,150 | Peleted: R
Provision of Non-assurance Services to Audit CHENL..........c.occvveeiiiiiieeniiieee s 290.156
Management ReSPONSIDIlItIES .........ccviceeeeec e e 209.162
Preparing Accounting Records and Financial Statesne..............ccccvvveveeeeiennnnne, 2971
ValUBLION SEIVICES ...iiiiiiiiiiiiie it eeeee ettt et e e e et ssrmee e s rneee e 290.175
TAXAUON SEIVICES ..oiiiiiiiiiitiiie ettt ettt et e et e s sae e e s sbaeeee e 290.181
INtErNal AUGIT SEIVICES ....ooiiiiiiiiiiitiimme ettt et e et e e e 290.195
IT SYSIEMS SEIVICES ....iiiiiiiiiiiii e e ettt e e e e e e et e e e e s semneeaa e e e ennes 290.201
Litigation SUPPOIt SEIVICES ........ccc.uvvimmmmmm e e e e e eetesieeeeeessssnantaeeeeeessssnnneeeeesanns 290.207
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LEQAI SEIVICES ...ttt ettt e e e e e et e e e e sne e e e e e e e e 290.209

RECIUILING SEIVICES ..oiiiiiiiiiiiiit ettt e e e e eeeeee e 290.214
Corporate FiNANCEe SEIVICES ......ccoiiiuiiceeeiice e ee e et e e e eeeeee e 290.216
S e bbb 290.220
FEES—REIALIVE SIZE ....oeeeiiiiiii e e 290.220
FEES—OVEIAUE ....eeiiiiiieii ittt emeee ettt e e et e e e e emne e e e e e e ennes 290.223
CONLNGENT FEES .ottt et e e e e ettt e e e e e e e s st b e e e e aasaseeeeaaeeeaanns 290.224
Compensation and Evaluation POIICIES ......ccceeeeiiiiiiiiiiiiee e 290.228
Gifts @Nd HOSPITAIILY ....ooeiiiiiiiiieies e 290.230
Actual or Threatened Litigation ............ccccemiiiiiiiiiiiiie e 290.231
Reports that Include a Restriction on Use and IDISION ............ccoovvvvveeereeeiinnnes 290.500

AUST Section 290 Appendix — Auditor’s Independebeelaration
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Structure of Section

290.1 This section addresses thelependence requirements fandit Engagements and
Review Engagements, which améssuranceEngagements in which Elemberin

compriseAudit andReview Engagements to report on a complete sefinfncial
Statements and a singl€inancial Statement. Independence requirements for
Assurancé&ngagements that are ndudit or ReviewEngagements are addressed in
Section 291.

’ 290.2 In certain circumstances involvindudit Engagements where the audit report
includes a restriction on use and distribution @nolvided certain conditions are
| met, thelndependence requirements in this section may béfiemas provided in
paragraphs 290.500 to 290.514. The modificatiorsnat permitted in the case of
| an audit ofFinancialStatements required by law or regulation.

290.3 Inthis section, the term(s):

. “Audit,” “ Audit Team,” “Audit Engagement,” Audit Client” and “audit
report” includes reviewReview Team, Review EngagementReview Client
and review report; and

’ . “Firm” includesNetworkFirm, except where otherwise stated.

A Conceptual Framework Approach to Independence

290.4 In the case ofAudit Engagements, it is in the public interest and, tloeee required
by this Code of Ethics, that membersAafdit Teams Firms and when applicable,
NetworkFirms shall be independent Afudit Clients.

290.5 The objective of this section is to asdtms and members cAudit Teams in
applying the conceptual framework approach desgribelow to achieving and
| maintaininglndependence.

290.6 Independence comprises:
Independence of Mind

The state of mind that permits the expressionadraclusion without being affected
by influences that compromise professional judgmehereby allowing an
individual to act with integrity and exercise oljeity and professionalcepticism.

Independence in Appearance

The avoidance of facts and circumstances that @@gnificant that a reasonable
and informed third party would be likely to conodydveighing all the specific facts
and circumstances, thatErm’s, or a member of thédudit Team’s, integrity,
objectivity or professionalcgpticism has been compromised.

Comment 34

Remove — insertion amendment to existing APES 110 p  aragraph 290.6 doesn't fit relocated
paragraph.

Nature of Amendment/Source _: Additional guidance.

July 2010 Board Decision _— noted.
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290.7 The conceptual framework approach shall be appigdembersto:
(a) Identify threats tdndependence;
(b) Evaluate the significance of the threats identjfead

(c) Apply safeguards, when necessary, to eliminatehteats or reduce them to
anAcceptabld_evel.

When the Member determines that appropriate safeguards are ndtablea or
cannot be applied to eliminate the threats or redhem to arAcceptablelLevel,
the Membershall eliminate the circumstance or relationshigating the threats of
decline or terminate th&udit Engagement.

A Membershall use professional judgment in applying tllisaeptual framework.

290.8 Many different circumstances, or combinations ofwinstances, may be relevant in
assessing threats todependence. It is impossible to define every sdoathat
creates threats tmdependence and to specify the appropriate acfimgrefore, this
Code establishes a conceptual framework that resfeirms and members @fudit
Teams to identify, evaluate, and address threatadependence. The conceptual
framework approach assistdembersin Public Ractice in complying with the|
ethical requirements in this Code. It accommodateany variations in
circumstances that create threatsridependence and can deteMamber from |
concluding that a situation is permitted if it istispecifically prohibited.

290.9 Paragraphs 290.100 and onwards describe how tleepnmal framework approach
to Independence is to be applied. These paragraphsotoaddress all the
circumstances and relationships that create orareate threats tindependence.

290.10 In deciding whether to accept or continuegagagement, or whether a particular - | Daleted:

individual may be a member of tlaudit Team, aFirm shall identify and evaluate
threats tolndependence. If the threats are not atAameeptableLevel, and the

decision is whether to accept amgagement or include a particular individual pn- { Deleted:

whether to continue aengagement, th&irm shall determine whether any existir)g - { Deleted:

m

safeguards will continue to be effective to eliminthe threats or reduce them to an
Acceptabld_evel or whether other safeguards will need to heiegh or whether the

£engagement needs to be terminated. Whenever newrafmon about a threat to_ - { Deleted:

m

Independence comes to the attention offine during theengagement, th&rm | - { Deleted:

m

shall evaluate the significance of the threat icoadance with the conceptual
framework approach.

290.11 Throughout this section, reference is made to tigmificance of threats to
Independence. In evaluating the significance of raath qualitative as well ais
guantitative factors shall be taken into account.
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290.12

|

|

This section does not, in most cases, prescribesgexific responsibility of

individuals within the Firm for actions related tolndependence because

responsibility may differ depending on the sizeudire and orgagation of a

Firm. The Firm is required byAPES 320Quality Control for Firmsto establish - - {De'e.‘e* International Standards on
policies and procedures designed to provide it withsonable assurance that Quaiy contol
Independence is maintained when required by relegthital requirements. In

addition,Auditing and Assurance Standamegjuire theEngagemenPartner to form__ - { Deleted: International Standards on
a conclusion on compliance with thedependence requirements that apply to the (244"

engagement. - {Deleted: E

Networks and Network Firms

290.13

290.14

290.15

290.16

290.17

290.18

If a Firm is deemed to be Betwork Firm, the Firm shall belndependent of the
Audit Clients of the otheFirms within theNetwork (unless otherwise stated in this
Code). Thdndependence requirements in this section that dppWetwork Firm
apply to any entity, such as a consulting praaticprofessional law practice, that
meets the definition of &letwork Firm irrespective of whether the entity itself
meets the definition of Birm.

To enhance their ability to providerofessionalServices,Firms frequently form
larger structures with oth&irms and entities. Whether these larger structcreste

a Network depends on the particular facts and circantg#s and does not depend
on whether thdsirms and entities are legally separate and distiat example, a
larger structure may be aimed only at facilitating referral of work, which in itself
does not meet the criteria necessary to constitdtetwork. Alternatively, a larger
structure might be such that it is aimed at co-afi@n and theFirms share a
common brand name, a common system of quality ocbnor significant
professional resources and consequently is deeores dNetwork.

The judgment as to whether the larger structueeNstwork shall be made in light
of whether a reasonable and informed third partwldide likely to conclude,
weighing all the specific facts and circumstandbat the entities are associated in
such a way that &Network exists. This judgment shall be applied cstesitly
throughout théNetwork.

Where the larger structure is aimed at co-operaimhit is clearly aimed at profit
or cost sharing among the entities within the $tmg; it is deemed to beNetwork.
However, the sharing of immaterial costs does noitself create aetwork. In
addition, if the sharing of costs is limited onlg those costs related to the
development of audit methodologies, manuals, émitrg courses, this would not in
itself create a\etwork. Further, an association betweehkirmn and an otherwise
unrelated entity to jointly provide a service ovd®p a product does not in itself
create d\etwork.

Where the larger structure is aimed at cooperatind the entities within the
structure share common ownership, control or mameagg it is deemed to be a
Network. This could be achieved by contract or otheans.

Where the larger structure is aimed at co-operasind the entities within the
structure share common quality control policies pratedures, it is deemed to be a
Network. For this purpose, common quality controligges and procedures are
those designed, implemented and monitored acredsather structure.
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290.19

290.20

290.21

290.22

290.23

Where the larger structure is aimed at co-operasind the entities within the

structure share a common business strategy, édmdd to be Bletwork. Sharing a

common business strategy involves an agreemerftebgritities to achieve common
strategic objectives. An entity is not deemed taldetwork Firm merely because}

it co-operates with another entity solely to respgmintly to a request for a proposal
for the provision of &rofessionaBervice.

Where the larger structure is aimed at co-operasiod the entities within the
structure share the use of a common brand nanmsedéemed to be Hetwork. A
common brand name includes common initials or amom name. AFirm is
deemed to be using a common brand name if it irslutbr example, the common

signs an audit report.

Even though &irm does not belong to Betwork and does not use a commpn
brand name as part of Em name, it may give the appearance that it beddoga
Network if it makes reference in its stationery oomotional materials to being a
member of an association Bffms. Accordingly, if care is not taken in howraim
describes such memberships, a perception may htedréhat thé&irm belongs to a
Network.

If a Firm sells a component of its practice, the salesement sometimes providgs
that, for a limited period of time, the componerayntontinue to use the name of
the Firm, or an element of the name, even though itoidamger connected to tht
Firm. In such circumstances, while the two entitreay be practicing under
common name, the facts are such that they do hondpéo a larger structure aimed
at co-operation and are, therefore, réetwork Firms. Those entities sha{!l
determine how to disclose that they are h&twork Firms when presentin
themselves to outside parties.

Where the larger structure is aimed at co-operasind the entities within the
structure share a significant part of professiomslources, it is deemed to be a
Network. Professional resources include:

. Common systems that enalfiéms to exchange information such gient - {Deteteti ¢

data, billing and time records;
. Partners and staff;

. Technical departments that consult on technicaindustry specific issues,
transactions or events fAissurancé&Engagements;

. Audit methodology or audit manuals; and
. Training courses and facilities.
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290.24 The determination of whether the professional resesishared are significant, and
therefore theFirms areNetwork Firms, shall be made based on the relevant facts
and circumstances. Where the shared resourcesimitedl to common audit

information, it is unlikely that the shared resagavould be significant. The same
applies to a common training endearvoWhere, however, the shared resources
involve the exchange of people or information, sashvhere staff are drawn from a
shared pool, or a common technical departmentisted within the larger structure
to provide participatindsirms with technical advice that tHérms are required to
follow, a reasonable and informed third party isrenbikely to conclude that the
shared resources are significant.

Public Interest Entities

290.25 Section 290 contains additional provisions thaefthe extent of public interest in
certain entities. For the purpose of this sectumlic interest entities are:

(&) All ListedEntities; and

(b) Any entity (a) defined by regulation or legislatias aPublic InterestEntity or
(b) for which the audit is required by regulatianlegislation to be conducted
in compliance with the samimdependence requirements that apply to the
audit of Listed Entities. Such regulation may be promulgated by rahgvant
regulator, including an audit regulator.

290.26 Firms and member bodies are encouraged to detenviiréher to treat additional
entities, or certain categories of entities, adipubterest entities because they have
a large number and wide range of stakeholdersoFatd be considered include:

. The nature of the business, such as the holdiags#ts in a fiduciary capacity
for a large number of stakeholders. Examples magludle financial
institutions, such as banks and insurance compaaespension funds;

. Size; and
. Number of employees.

Related Entities
290.27 In the case of aAudit Client that is aListedEntity, references to afudit Client in

- «J

and evaluating threats todependence and applying appropriate safeguards.
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Those Charged with Governance

290.28 Even when not required by the Code, applic#hlditing and Assurancet&ndards,
law or regulation, regular communication is encgedh between th&irm and
ThoseCharged withGovernanceof the Audit Client regarding relationships anfd
other matters that might, in thérm’s opinion, reasonably bear dndependence
Such communication enabl@hoseCharged withGovernance to (a) consider the
Firm’'s judgments in identifying and evaluating thieao Independence, (b
consider the appropriateness of safeguards applieliminate them or reduce them
to anAcceptableLevel, and (c) take appropriate action. Such ancambr can be|
particularly helpful with respect to intimidationé familiarity threats.

Documentation
290.29 Documentation provides evidence of thdembefs judgments in forming

conclusions regarding compliance witidependence requirements. The absencg of

=

documentation is not a determinant of whethEira considered a particular matte
nor whether it isndependent.

The Membershall document conclusions regarding complianadé imdependence
requirements, and the substance of any relevamushfons that support those
conclusions. Accordingly:

(@) When safeguards are required to reduce a threa fcceptablelevel, the
Membershall document the nature of the threat and tfegeards in place o
applied that reduce the threat tofeteptabld_evel; and

(b) When a threat required significant analysis to mheirge whether safeguards

were necessary and thidember concluded that they were not becauseJhe

threat was already at akcceptableLevel, theMember shall document th
nature of the threat and the rationale for the kwmon.

AUST(c) Where a Member identifies multiple thremtsndependence which accumulalte

_ { Deleted: AUST200.40.1

******************************************************** i { Deleted: AUST290.29.1

to create a significant threat to the Member's patelence, the Member sh

document the nature of the threats and safequargdace or applied tha \

reduce the threats to an Acceptable Level.

\

\ | in paragraph
N\

\
—————————————————————————— 1 { Deleted: 200.27

)
)
Deleted: This documentation referred to}
)
)

Comment 37 *. | Deleted: 290.20

Retain and modify to indicate that the Code applies to threats to independence that
are individually less significant but accumulate to a significant threat — as per Board
decision on 10 May 2010. This paragraph replacest he previous AUST290.40.1.

Nature of Amendment/Source : Australian context/requirement to produce
documentation and analysis where less significant t hreats cumulatively becomes a
significant threat — as per May 2010 Board decision

July 2010 Board Decision _— retain but not as separate AUST paragraph, redraf t as
AUST subparagraph (c) of paragraph 290.29.
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Engagement Period

290.31

’ 290.32

has terminated or the issuance of the final aegiort.

When an entity becomes &udit Client during or after the period covered by the
Financial Statements on which thEirm will express arOpinion, the Firm shall
determine whether any threatd tmlependence are created by:

. Financial or business relationships with thadit Client during or after the
period covered by th&inancial Statements but before accepting thadit
Engagement; or

. Previous services provided to tAedit Client.

Lommentso . -

Retain —paragraph AUST290.31.1 is broader than para graph 290.31 in that it also

applies to non-financial statement engagements. Th e requirements mirror the

requirements in paragraph 290.31. For example, sec tions 601HG-HI of the
Corporations Act 2001 requires audits of compliance plans and registered schemes
and section 313 contains specific requirements in r elation to audits of debenture

issuers and guarantors.

Nature of Amendment/Source : Corporations Act 2001 (ss 601HG-HI, also S313).
July 2010 Board Decision _—remove AUST290.31.1 (previously AUST290.45.1).

If a non-assurance service was provided toAldit Client during or after the
period covered by th&inancial Statements but before th&udit Team begins to
perform audit services and the service would nopérenitted during the period of
the Audit Engagement, th&irm shall evaluate any threat kodependence created
by the service. If a threat is not at AoceptableLevel, theAudit Engagement shall
only be accepted if safeguards are applied to editei any threats or reduce them to
anAcceptabld_evel. Examples of such safeguards include:

. Not including personnel who provided the non-assteaservice as members
of theAudit Team;

. Having aMemberreview the audit and non-assurance work as apiptepor

. Engaging anothefirm to evaluate the results of the non-assuranogcgeor
having anotherFirm re-perform the non-assurance service to theengxt

Comment 40
Retain change in last line as it provides further ¢ larity.
Nature of Amendment/Source : Minor editorial.

July 2010 Board Decision

—remove editorial.
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290.30 Independence from th&udit Client is required both during ttengagement period - [ Deleted: £ )
and the period covered by tRénancial Statements. Thengagement period starts - { Deleted: £ ]
when theAudit Team begins to perform audit services. Ehgagement period ends. - { peleted: £ ]
when the audit report is issued. When gngagement is of a recurring nature, it { peleted: £ ]

Deleted: AUST290.45.1 In the case of
an engagement conducted for the purposes
of the Corporations Act, the engagement
period includes the period covered by the
subject matter reported on by the Firm.
When an entity becomes an Audit Client
during or after the period covered by the
subject matter that the Firm will report on
the Firm shall consider whether any thredts
to Independence may be created by: 1
<#>Financial or business relationships with
the Audit Client during or after the period
covered by the subject matter, but prior tg
the acceptance of the Audit Engagement] or?
<#>Previous services provided to the Audit
Client.{ T

= { Deleted: non-assurance ]




Mergers and Acquisitions

290.33

290.34

When, as a result of a merger or acquisition, dityelmecomes delatedEntity of
an Audit Client, theFirm shall identify and evaluate previous and curiaeterests
and relationships with thdRelated Entity that, taking into account availabl
safeguards, could affect itedependence and therefore its ability to contirhes
Audit Engagement after the effective date of the mergearcquisition.

—~ (D

The Firm shall take steps necessary to terminate, beffeetive date of the merger
or acquisition, any current interests or relatiopsthat are not permitted under this
Code. However, if such a current interest or refethip cannot reasonably be
terminated by the effective date of the mergeraguésition, for example, becaus
the RelatedEntity is unable by the effective date to effectaderly transition to
another service provider of a non-assurance seprivéded by thesirm, the Firm
shall evaluate the threat that is created by sntdrast or relationship. The more
significant the threat, the more likely tirm’s objectivity will be compromised|
and it will be unable to continue as auditor. Tlhgnidicance of the threat will
depend upon factors such as:

(¢}

. The nature and significance of the interest ottiaiahip;

. The nature and significance of tRelatedEntity relationship (for example
whether theRelatedEntity is a subsidiary or parent); and

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

The Firm shall discuss witfThoseCharged withGovernance the reasons why tllwe
interest or relationship cannot reasonably be teated by the effective date of the
merger or acquisition and the evaluation of thaifitance of the threat.
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290.35 If ThoseCharged withGovernance request tiirm to continue as auditor, thérm
shall do so only if:

(@) the interest or relationship will be terminatedsasn as reasonably possible
and in all cases within six months of the effectd&te of the merger or
acquisition;

(b) any individual who has such an interest or relathdm, including one that has

arisen through performing a non-assurance serhitantould not be permitted

’ under this section, will not be a member of BmgagemenTeam for the audit
or the individual responsible for tligngagemenQuality Control Review; and

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

| . Having a Member review the audit or non-assurance work as
appropriate;

. Having aMember who is not a member of théirm expressing the
opinion on theFinancial Statements, perform a review that is equivalent
to anEngagemenQuality Control Review; or

. Engaging anotheFirm to evaluate the results of the non-assurance
service or having anoth&irm re-perform the non-assurance service to
the extent necessary to enable it to take respititysfbr the service.

290.36 TheFirm may have completed a significant amount of wankthe audit prior to the
effective date of the merger or acquisition and nhey able to complete the
remaining audit procedures within a short periodime. In such circumstances, if
Those Charged withGovernance request théirm to complete the audit while
continuing with an interest or relationship ideietif in 290.33, thé&irm shall do so
only if it:

(@) Has evaluated the significance of the threat cdedig such interest or
relationship and discussed the evaluation withose Charged with

Governance;
. . . _ - Comment [eh10]: Technical Staff to
(b) Complles with the requirements of paragrbph 2@&(&“7@”}’ 7777777777 - communicate with IESBA staff advising o
) . . N the apparent error and our interpretation to
(c) Ceases to be the auditor no later than the issuzribe audit report. \ | refer to subparagraphs (b) and (c) of 29035

. . . . . ‘| rather than the"and &' dot points of
290.37 When addressing previous and current interests ratationships covered by - | subparagraph (c) of 290.35.

| paragraphs 290.33 to 290.36, thiem shall determine whether, even if all the { Deleted: (ii)—(iii) ]
requirements could be met, the interests and oelsttips create threats that would

| remain so significant that objectivity would be qmomised and, if so, thEirm
shall cease to be the auditor.

’ 290.38 The Membershall document any interests or relationships @/dy paragraphs
290.34 and 36 that will not be terminated by thieaive date of the merger or
acquisition and the reasons why they will not bemirated, the transitional

} measures applied, the results of the discussioh Witose Charged with
Governance, and the rationale as to why the prevang current interests and
relationships do not create threats that would nersa significant that objectivity
would be compromised.
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Other Considerations

290.39 There may be occasions when there is an inadvevieldtion of this section. If
such an inadvertent violation occurs, it genenraflly be deemed not to compromise
Independence provided thérm has appropriate quality control policies and
procedures in place, equivalent to those requisedBRES 320Quality Control for /{

Firms, to maintainlndependence and, once discovered, the violatiaoriected

promptly and any necessary safeguards are applielitinate any threat or reduce
it to anAcceptabld_evel,,

Deleted: International Standards on
Quality Control

_ — -| Deleted: The Firm shall determine
”””””””””””””””””””””””””” whether to discuss the matter with Those
AUST?290.39.1 The Firm shall document and discussnhadvertent violation of this section with Charged with Governance.

Those Charged with Governance unless the inadvextiefation is trivial and
inconsequential.

_ -| Deleted: AUST290.35.12 The necessar
£Lommentss —r safeguards applied include, if appropriat%
Retain and modified to include notification to thos e charged with governance (unless elifesilion i & @iy ety

trivial) — as per Board decision on 10 May 2010. T he final sentence of paragraph
290.39 has been removed to avoid contradiction.

Nature of Amendment/Source : Additional safeguard to notify a regulatory body if
appropriate.

July 2010 Board Decision — retain AUST290.39.1 as drafted and
AUST?290.39.2 (previously AUST290.35.1).

remove

Paragraphs 290.40 to 290.99 are intentionally left ~ blank
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Application of the Conceptual Framework Approach tolndependence

290.100 Paragraphs 290.102 to 290.231 describe specifturostances and relationships
that create or may create threatsIholependence. The paragraphs describe the
potential threats and the types of safeguardsthgtbe appropriate to eliminate the
threats or reduce them to Arceptabld_evel and identify certain situations where
no safeguards could reduce the threats tée@septableLevel. The paragraphs do
not describe all of the circumstances and relatippssthat create or may create a
threat tolndependence. THérm and the members of tieudit Team shall evaluate
the implications of similar, but different, circutasces and relationships and
determine whether safeguards, including the safelguen paragraphs 200.12 to
200.15, can be applied when necessary to elimihateéhreats tdndependence or
reduce them to aAcceptable_evel.

290.101 Paragraphs 290.102 to 290.126 containerefes to the materiality of Einancial
Interest, loan, or guarantee, or the significanca blisiness relationship. For the
purpose of determining whether such an intereshaserial to an individual, the
combined net worth of the individual and the indival's Immediate Family
members may be taken into account.

Financial Interests

| 290.102 Holding aFinanciallnterest in arAudit Client may create a self-interest threat. The
existence and significance of any threat creatqubilgs on: (a) the role of the
person holding th&inanciallnterest, (b) whether tHeinanciallnterest is direct or
indirect, and (c) the materiality of tik@nanciallnterest.

290.103 Financial Interests may be held through an intermediary (@gcollective
investment vehicle, estate or trust). The detertiinaof whether sucliinancial
Interests are direct or indirect will depend uporetibr the beneficial owner has
control over the investment vehicle or the ability influence its investment
decisions. When control over the investment vehalethe ability to influence
investment decisions exists, this Code definesREhm&ncialInterest to be ®irect
Financial Interest. Conversely, when the beneficial ownerhefHinancial Interest
has no control over the investment vehicle or gbiid influence its investment
decisions, this Code defines th@inancial Interest to be amndirect Financial
Interest.

290.104 If a member of thé\udit Team, a member of that individuali®mediateFamily, or
a Firm has aDirect Financiallnterest or a materidhdirectFinanciallnterest in the
Audit Client, the self-interest threat created would be sagnificant that no
safeguards could reduce the threat toAaneptableLevel. Therefore, none of the
following shall have aDirect Financial Interest or a materidindirect Financial

Immediate=amily; or theFirm.
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290.105When a member of thAudit Team has &lose Family member who thé\udit
Team member knows hadarect Financiallnterest or a materi&ghdirectFinancial
Interest in theAudit Client, a self-interest threat is created. The $igance of the
threat will depend on factors such as:

. The nature of the relationship between the memb#redAudit Team and the
CloseFamily member; and

. The materiality of thé&inanciallnterest to th&€loseFamily member.

The significance of the threat shall be evaluated aafeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of|
such safeguards include:

. The Close Family member disposing, as soon as practicablegllobf the
Financiallnterest or disposing of a sufficient portion of ladirect Financial
Interest so that the remaining interest is no longgerial;

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

290.106 If a member of théudit Team, a member of that individualimmediateFamily, or
a Firm has a direct or materidhdirect Financial Interest in an entity that has |a
controlling interest in théudit Client, and theclient is material to the entity, the
self-interest threat created would be so signifidhat no safeguards could reduce
the threat to alcceptable_evel. Therefore, none of the following shall havels
a Financial Interest: a member of th&udit Team; a member of that individual’s
Immediateé=amily; and theFirm.

290.107 The holding by aFirm’s retirement benefit plan of a direct or maaédindirect
Financial Interest in arAudit Client creates a self-interest threat. The signiftea
of the threat shall be evaluated and safeguardgedpphen necessary to eliminate
the threat or reduce it to @&tceptable_evel.

- {Deleted:

connection with théudit Engagement, or thelmmediateFamily members, hold
Direct Financial Interest or a materiaindirect Financial Interest in thatAudit
Client, the self-interest threat created would besgmificant that no safeguards

their ImmediateFamily members shall hold any suEmancialInterests in such a
Audit Client.

290.109 The Office in which theEngagemenPartner practices in connection with tAedit

Engagement is not necessarily ti@ffice to which thatpartner is assigned /{Deleted:

Accordingly, when thé&&ngagemenPartner is located in a differe@ffice from that
of the other members of thudit Team, professional judgment shall be used to

determine in whicl©ffice thepartner practices in connection with tigagagement. | - - { Deleted:

o
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Audit Client, except those whose involvement is minimaltheir ImmediateFamily s
members, hold ®irect Financial Interest or a materidhdirectFinancialInterest in
the Audit Client, the self-interest threat created would besgmificant that no
safeguards could reduce the threat té\aceptabld_evel. Accordingly, neither such
personnel nor theilmmediate Family members shall hold any sudfinancial
Interests in such akudit Client.

290.111 Despite paragraphs 290.108 and 290.110, the holdfirrgFinancial Interest in an

Audit Client by anlmmediateFamily member of (a) gartner located in th®ffice -

services to theAudit Client, is deemed not to compromisedependence if the: -

Financial Interest is received as a result of thramediate Family member’s
employment rights (e.g., through pension or shaption plans) and, when
necessary, safeguards are applied to eliminate¢raegt tolndependence 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, thenancial Interest shall be disposed of or
forfeited as soon as practicable.

290.112 A self-interest threat may be created if #ien or a member of thAudit Team, or
a member of that individual’smmediateFamily, has aFinancial Interest in an
entity and anAudit Client also has d&inancial Interest in that entity. However,
Independence is deemed not to be compromised & thesyests are immaterial and
the Audit Client cannot exercise significant influence over #ntity. If such interest
is material to any party, and tiaudit Client can exercise significant influence over
the other entity, no safeguards could reduce theathto anAcceptableLevel.
Accordingly, theFirm shall not have such an interest and any indiidvith such
an interest shall, before becoming a member oAtldit Team, either:

(a) Dispose of the interest; or

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

290.113 A self-interest, familiarity or intimidation threamay be created if a member of the
Audit Team, or a member of that individualimmediateFamily, or theFirm, has a
Financial Interest in an entity when Rirector, Officer or controlling owner of the
Audit Client is also known to have Enancial Interest in that entity. The existence
and significance of any threat will depend uparndes such as:

. The role of the professional on tAeidit Team;
. Whether ownership of the entity is closely or wideéld;

. Whether the interest gives the investor the abttitycontrol or significantly
influence the entity; and

. The materiality of thé&inanciallnterest.
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The significance of any threat shall be evaluatad aafeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of|
such safeguards include:

. Removing the member of ti&udit Team with theFinanciallnterest from the
Audit Team; or

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

290.114The holding by aFirm, or a member of théudit Team, or a member of that
individual’'s ImmediateFamily, of aDirect FinancialInterest or a materiahdirect
Financial Interest in theAudit Client as a trustee creates a self-interest thrgat.

Similarly, a self-interest threat is created whepdpartner in theOffice in which | - { Deleted: P

the Jead EhgagementPartner practices in connection with the audit, @her | - { peleted: Lead

Jpartners angmanagerialemployees who provide non-assurance services to| the( peleted: p

Audit Client, except those whose involvement is minimal,(® theirImmediate |- - | Deleted: m

Family members, hold ®irect Financial Interest or a materighdirect Financial " { Deleted: £

o A L

Interest in thé\udit Client as trustee. Such an interest shall not be ineless:

(@) Neither the trustee, nor dmmediateFamily member of the trustee, nor the
Firm are beneficiaries of the trust;

(b) The interest in thA&udit Client held by the trust is not material to the trus

(c) The trust is not able to exercise significant iaflae over théiudit Client;
and

(d) The trustee, abmmediateFamily member of the trustee, or the#m cannot
significantly influence any investment decisionatwng a Financial Interest
in the Audit Client.

290.115 Members of théAudit Team shall determine whether a self-interest thseateated
by any knownFinancial Interests in theAudit Client held by other individualg
including:

. Partners and professional employees ofRine, other than those referred to
above, or theirmmediatd=amily members; and

. Individuals with a close personal relationship wg¢hmember of theudit
Team.

Whether these interests create a self-interesatthwél depend on factors such
as:

. The Firm'’s organgational, operating and reporting structure; and |

. The nature of the relationship between the indigicand the member of the
Audit Team.

61



The significance of any threat shall be evaluatad aafeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of
such safeguards include:

. Removing the member of theudit Team with the personal relationship from
the Audit Team;

. Excluding the member of thAudit Team from any significant decision-
making concerning thaudit Engagement; or

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

Immediate Family, receives aDirect Financial Interest or a materialndirect
Financiallnterest in arAudit Client, for example, by way of an inheritance, gift
as a result of a merger and such interest woultagtermitted to be held under this
section, then:

(@) If the interest is received by tierm, the Financiallnterest shall be disposed
of immediately, or a sufficient amount of &mdirect Financial Interest shall
be disposed of so that the remaining interest iwnger material;

(b) If the interest is received by a member of fhelit Team, or a member of that
individual's Immediate Family, the individual who received thEinancial
Interest shall immediately dispose of tR@ancial Interest, or dispose of a
sufficient amount of arindirect Financial Interest so that the remaining
interest is no longer material; or

(c) If the interest is received by an individual whonst a member of thAudit
Team, or by anmmediateFamily member of the individual, thEinancial
Interest shall be disposed of as soon as possibke sofficient amount of an
IndirectFinanciallnterest shall be disposed of so that the remainitegest is
no longer material. Pending the disposal of tRi@ancial Interest, a
determination shall be made as to whether any safdg are necessary.

290.117 When an inadvertent violation of this section alates to d&inanciallnterest in an
Audit Client occurs, it is deemed not to comproniisgependence if:

(&) The Firm has established policies and procedures thguine prompt

P { Deleted: P

notification to the Firm of any breaches resulting from the purchase,

inheritance or other acquisition ofaanciallnterest in thé\udit Client;
(b) The actions in paragraph 290.116 (a)—(c) are takeapplicable; and

(c) The Firm applies other safeguards when necessary toceedny remaining
threat to arAcceptable_evel. Examples of such safeguards include:

. Having aMemberreview the work of the member of tAeidit Team; or

. Excluding the individual from any significant deois-making
concerning thé\udit Engagement.

The Firm shall determine whether to discuss the mattén WhoseCharged with _ -

Governance.
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AUST290.117.1 The Firm shall document and discusgadvertent violation of this section wit
Those Charged with Governance unless the inadvevietation is trivial and

inconsequential

July 2010 Board Decision __— renumber this paragraph as AUST290.117.1 and rein  state
IESBA text — final sentence of paragraph 290.117.

Loans and Guarantees

290.118 A loan, or a guarantee of a loan, to a member efAihdit Team, or a member o
that individual’'simmediateFamily, or theFirm from anAudit Client that is a bank|

or a similay institution may create a threatridependence. If the loan or guaraniee { Deleted: financial

is not made under normal lending procedures, temasconditions, a self-interest
threat would be created that would be so signifithat no safeguards could reduce
the threat to arAcceptableLevel. Accordingly, neither a member of theidit
Team, a member of that individuallxmediateFamily, nor aFirm, or Network
Firm, shall accept such a loan or guarantee.

e - { Deleted: financial

under normal lending procedures, terms and comditiand it is material to the
Audit Client or Firm receiving the loan, it may be possible to apgdyeguards to
reduce the self-interest threat to AwcceptableLevel. An example of such a
safeguard is having the work reviewed bilamberfrom aNetwork Firm that is
neither involved with the audit nor received tharlo

c { Deleted: financial

290.120A loan, or a guarantee of a loan, from Auadit Client that is a bank or a simiJfaIr
institution to a member of thAudit Team, or a member of that individualls
ImmediateFamily, does not create a threatltmlependence if the loan or guarantee
is made under normal lending procedures, termscanditions. Examples of such
loans include home mortgages, bank overdraftdpeas and credit card balances.

290.1211If the Firm or a member of théudit Team, or a member of that individualls
ImmediateFamily, accepts a loan from, or has a borrowing gotered by, aAudit

Client that is not a bank or similar institutiongtkelf-interest threat created would - { Deleted: financial

be so significant that no safeguards could rededhreat to akcceptable_evel,
unless the loan or guarantee is immaterial to mtltheFirm or the member of the

Audit Team and thémmediate=amily member, and (b) ttghient. |- - { Deleted: ¢

290.122 Similarly, if the Firm or a member of thé\udit Team, or a member of that
individual's ImmediateFamily, makes or guarantees a loan toAanlit Client, the
self-interest threat created would be so signifidhat no safeguards could reduce
the threat to al\cceptabld_evel, unless the loan or guarantee is immateribbth
(a) theFirm or the member of thAudit Team and thémmediateFamily member,

and (b) theclient. | Deleted: ¢

63



290.1231If a Firm or a member of théudit Team, or a member of that individual’s
ImmediateFamily, has deposits or a brokerage account witAadit Client that is

deposit or account is held under normal commeterafs.
Comment 42

Retain the amendment to paragraphs 290.118 to 290.1 21 and 290.123 - “financial
institution” as per existing APES 110. Although th e term is not proposed to be
defined in the revised APES 110, a definition can b e added to AUST definitions if
necessary.

Nature of Amendment/Source : Terminology/Australian context — replaces “bank o r
similar institution” with “financial institution”. [Relevant associated sections in the
Corporations Act 2001 include: ss 324CF(5), 324CH(1) and 324CH(5)].

July 2010 Board Decision - reinstate IESBA text, remove 2006 “financial inst  itution”
insertion.

Business Relationships

290.124 A close business relationship betweedfiran, or a member of thAudit Team, or a
member of that individual’ssmmediate Family, and theAudit Client or its
management, arises from a commercial relationshippommmonFinancial Interest
and may create self-interest or intimidation thee&ixamples of such relationships
include:

- { Deleted:

. Having aFinancial Interest in a joint venture with either tlodient or a

controlling owner Director, Officer or other individual who performs senior

managerial activities for thatient. | Deleted:

. Arrangements to combine one or more services atymts of theFirm with

one or more services or products of dient and to market the package with - { Deleted:

reference to both partes. o
. Distribution or marketing arrangements under which Firm distributes or

O

theFirm’s products or services. ~ { Deleted:

(¢}

Unless anyFinancial Interest is immaterial and the business relationship

O

be so significant that no safeguards could redoedhreat to adcceptable_evel.
Therefore, unless tHeéinanciallnterest is immaterial and the business relationiship
insignificant, the business relationship shall het entered into, or it shall be
reduced to an insignificant level or terminated.

In the case of a member of tAeidit Team, unless any sudfinancial Interest is
immaterial and the relationship is insignificantthat member, the individual shall
be removed from thAudit Team.

If the business relationship is betweenlammediateFamily member of a member
of the Audit Team and théudit Client or its management, the significance of any
threat shall be evaluated and safeguards appliexh wlecessary to eliminate the
threat or reduce it to ahcceptabld_evel.
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290.125A business relationship involving the holding of emerest by theFirm, or a
member of thAudit Team, or a member of that individualimmediateFamily, in
a closely-held entity when theudit Client or aDirector orOfficer of theglient, or | - - { Deleted: c ]

any group thereof, also holds an interest in thwityedoes not create threats to
Independence if:

(&) The business relationship is insignificant to Hiren, the member of thAudit
Team and thémmediateEamily member, and thgient; Lo { Deleted: C ]

(b) TheFinanciallnterest is immaterial to the investor or groupnveistors; and

(c) The Einancial Interest does not give the investor, or group oéters, the
ability to control the closely-held entity.

290.126 The purchase of goods and services fronAadit Client by theFirm, or a member
of the Audit Team, or a member of that individual'simediateFamily, does not
generally create a threatltadependence if the transaction is in the normaiseoaf
business and at arm’s length. However, such tréinsganay be of such a nature or
magnitude that they create a self-interest thiga. significance of any threat shall
be evaluated and safeguards applied when necessaliminate the threat or
reduce it to arAcceptableLevel. Examples of such safeguards include: |

. Eliminating or reducing the magnitude of the trantisen; or
. Removing the individual from th&udit Team.

Comment4s |- { Deleted: AUST290.134.1 ]
. . . L . X - Deleted: AUST290.126.1 In the case of
Retain — provides specific context of application a rising from the Corporations Act a corporate Audit Client, that is not a small
2001. proprietary company for the relevant
) . financial year, where the Firm or a Partner
Nature of Amendment/Source : Australian context — Corporations Act 2001. [F1, appoints as a consultant for reward: |
Appendix 2, para 2.43] Corporations Act 2001 — s324CH(1) item 7, s324CF(5) items 1- <#>a Director of the Audit Client; or{
3. This section was based on an equivalent paragra  ph 2.43 in F.1 — the ‘professional’ <%0 Olifetay @il AUl Clns el
. X K - . <#>an employee of the Audit Client in a
requirement was first introduced in December 2004 w  hich preceded the CLERP position to exert direct and significant
independence reform provisions. influence over the subject matter of the
. X Audit Engagement, or the conduct or
July 2010 Board Decision _—remove AUST290.126.1 (previously AUST290.134.1). efficacy of the audit;f

the threat created would be so significant]
. . . no safeguards could reduce the threat to @n
Family and Personal Relationships Icceptable Level.q

. . . . Consequently, in the case of a corporate
290.127 Family and personal relationships between a merbdhe Audit Team and a Auditéiem,fhans not a small pro';rietar

Director or Officer or certain employees (depending on theieyaf the Audit company for the relevant financial year, the
only possible courses of action are to:

Client may create self-interest, familiarity or midation threats. The existence and | <#>Terminate the consultancy
significance of any threats will depend on a numbérfactors, including the UTEGEIEN; Sl

L s S . . <#>Refuse to perform the Audit
individual's responsibilities on thAudit Team, the role of the family member Or | Engagement.q

1-- [ Deleted: C J
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Immediate Family member influences the preparatiorof the client's accounting records

or Financial Statements - /[ Deleted: subject matter information

290.128 When animmediatd=amily member of a member of theidit Team is:
(@) A Director orOfficer of theAudit Client; or
(b) An employee in a position to exert significant ugfhce over the preparation

of the client’s accounting records or thHénancial Statements on which the_ - { Deleted: C

Y e Y Y e Yy = T Y =y e Y A T Y

~ { Deleted: E

Financial Statements, the threats tmdependence can only be reduced to an
AcceptableLevel by removing the individual from thudit Team. The closeness
of the relationship is such that no other safeguamlld reduce the threat to an
Acceptabld_evel. Accordingly, no individual who has such at®inship shall be a
member of théudit Team.

Immediate Family member influences the client’'s fiancial position, financial

performance or cash flows __ { Deleted: subject matter

290.129Threats tolndependence are created whenlamediate Family member of a
member of theAudit Team is an employee in a position to exert significa

The significance of the threats will depend ondexsuch as:
. The position held by thenmediateFamily member; and

. The role of the professional on tAeidit Team.

The significance of the threat shall be evaluatad aafeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of
such safeguards include:

. Removing the individual from th&udit Team; or

. Structuring the responsibilities of thaudit Team so that the professional does
not deal with matters that are within the respatigibof the Immediate
Family member.

Comment 44

Retain headings before paragraphs 290.128 and 290.1 29 — viewed to be helpful in navigating the
requirements of the Code and were inserted in respo  nse to respondent comments.

Nature of Amendment/Source : Addition of headings.

July 2010 Board Decision _— retain but modify headings to improve descriptors ).
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290.130Threats tolndependence are created whe@l@ase Family member of a member of
the Audit Team is:

(@) A Director orOfficer of theAudit Client; or

(b) An employee in a position to exert significant irgfhce over the preparation

of the client’s accounting records or thHeénancial Statements on which the_ - { Deleted:
Firm will express arOpinion.

The significance of the threats will depend ondessuch as:

. The nature of the relationship between the memb#recAudit Team and the
CloseFamily member;

. The position held by th€loseFamily member; and
. The role of the professional on tAeidit Team.

The significance of the threat shall be evaluatad asafeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of|
such safeguards include:

. Removing the individual from th&udit Team; or

. Structuring the responsibilities of theidit Team so that the professional dogs
not deal with matters that are within the respadiligibof the Close Family
member.

290.131 Threats tdndependence are created when a member ki Team has a close
relationship with a person who is not anmediate orClose Family member, but
who is aDirector or Officer or an employee in a position to exert siguiht

influence over the preparation of titent’s accounting records or thHanancial | - - { Deleted: c

Statements on which thEirm will express anOpinion. A member of thé\udit
Team who has such a relationship shall consult @oraance withEirm policies
and procedures. The significance of the threatsdeppend on factors such as:

. The nature of the relationship between the indigicand the member of the
Audit Team;

. The position the individual holds with tpéent; and R peleted: C
. The role of the professional on tAeidit Team.

The significance of the threats shall be evaluaad safeguards applied when
necessary to eliminate the threats or reduce tbesmAcceptable_evel. Examples|

of such safeguards include:

. Removing the professional from tAeaidit Team; or

. Structuring the responsibilities of thaudit Team so that the professional dogs

not deal with matters that are within the respdiisitof the individual with
whom the professional has a close relationship.
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290.132 Self-interest, familiarity or intimidation threatsay be created by a personal or

(D U W, D

family relationship between (a) aartner or employee of thEirm who is not a - - {Deleted: P
member of theAudit Team and (b) ®irector orOfficer of the Audit Client or an
employee in a position to exert significant inflaenover the preparation of the
gdlient's accounting records or théinancial Statements on which thgirm will - {eleted: c
express arOpinion. Partners and employees of ffiem who are aware of such
relationships shall consult in accordance viitim policies and procedures. The
existence and significance of any threat will depen factors such as:
. The nature of the relationship between fagtner or employee of 7th§i[m7/,/{De'eted: P
and theDirector orOfficer or employee of thelient; | Deleted:
. The interaction of theartner or employee of térm with theAudit Team; -~ eleted:?
. The position of thgartner or employee within thiérm;and j_-° {De'eted: P
. The position the individual holds with tpgent. || peteted: c
The significance of any threat shall be evaluatad safeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of
such safeguards include:
. s , T . _ {Deleted: P
. Structuring thepartner’s or employee’s responsibilities to reducg potential - -
influence over théudit Engagement; or
. Having aMemberreview the relevant audit work performed.
290.133When an inadvertent violation of this section aselates to family and personal
relationships occurs, it is deemed not to compretmidependence if:
(@) The Firm has established policies and procedures thgtine prompt
notification to theFirm of any breaches resulting from changes in the
employment status of theimmediate orClose Family members or other
personal relationships that create threatedependence;
(b) The inadvertent violation relates to dmmediate Family member of a
member of thédudit Team becoming Birector orOfficer of the Audit Client
or being in a position to exert significant infleenover the preparation of the
client’s accounting records or tiiénancial Statements on which tHeirm will - { peleted: ¢
express arDpinion, and the relevant professional is removenfthe Audit
Team; and
(c) The Firm applies other safeguards when necessary toceedny remaining
threat to arAcceptable_evel. Examples of such safeguards include:
() Having aMemberreview the work of the member of tAeidit Team; or
(i) Excluding the relevant professional from any sigaifit decision-
making concerning thengagement. - { Deleted: E
- {Deleted: f

Governance. N

== { Deleted:

—

=l e

h s . ‘[ Deleted:

) ‘[ Deleted:

o
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AUST290.133.1 The Firm shall document and discusgadvertent violation of this section wit
Those Charged with Governance unless the inadvevietation is trivial and

inconsequential

July 2010 Board Decision __— renumber this paragraph as AUST290.133.1 and rein  state
IESBA text — final sentence of paragraph 290.133.

Employment with an Audit Client

290.134 Familiarity or intimidation threats may be creaiéa Director or Officer of the
Audit Client, or an employee in a position to exert sigaift influence over the

preparation of thglient’s accounting records or th&nancial Statements on which - - { Deleted: C

the Firm will express arDpinion, has been a member of thadit Team orpartner | - [ Deleted: P

e { Deleted:

Client in such a position and a significant conrattiemains between th&érm and
the individual, the threat would be so significirt no safeguards could reduce the
threat to anAcceptableLevel. Therefore]ndependence would be deemed to |be

compromised if a former member of tieudit Team orpartner joins theAudit | - { Deleted:
Client as aDirector orQOfficer, or as an employee in a position to exeghiicant
influence over the preparation of tgent's accounting records or thgnancial | - - { Deleted:

Statements on which tiérm will express arDpinion, unless:

(@) The individual is not entitled to any benefits ayments from thekirm,
unless made in accordance with fixed pre-determaregingements, and any
amount owed to the individual is not material te Firm; and

(b) The individual does not continue to participateappear to participate in the
Firm'’s business or professional activities.

290.136If a former member of th@udit Team orpartner of theFirm has joined théudit | - { Deleted:
Client in such a position, and no significant cortitet remains between tHérm
and the individual, the existence and significaotany familiarity or intimidation
threats will depend on factors such as:
- { Deleted:

+  The position the individual has taken at ghent;

. Any involvement the individual will have with theudit Team;
. The length of time since the individual was a memtifethe Audit Team or

Jpartner of theFirm; and | - - { Deleted:

. The former position of the individual within th&udit Team orFirm, for
example, whether the individual was responsible fmintaining regular

contact with thelient's management drhoseCharged withGovernance. [ _ - { Deleted:

The significance of any threats created shall bduawed and safeguards applied
when necessary to eliminate the threats or redoem tto anAcceptableLevel. |
Examples of such safeguards include:

. Modifying the audit plan;
. Assigning individuals to théudit Team who have sufficient experience |in

relation to the individual who has joined gtieent; or I = { Deleted:

. Having aMemberreview the work of the former member of thadit Team.
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AUST

ade-n-accordance-with-fpredletermined-arrangements
ade-in-accordance-with- .

ln-additionany-amountowedto-the

the individual concerned does not influence theratiens or financial policies

of the accounting and audit practice conductechbyFirm; and
the individual-sheulddoes not-be—of-such-significance—to-—threaten—thm's

independence{b) The individual does not contitmuparticipate, or appear to
participate, in the-firm’dusiness or professional activities of the acdogrdnd
audit practice conducted by the Firm; and

the individual does not have any rights againstRine, or the members of the

Firm, in relation to the accounting and audit pi@Etonducted by the Firm in
relation to the termination of, or the value of hetindividual's former
partnership interest in the Firm; and

the individual has no financial arrangements wtih Firm in relation to the

accounting and audit practice conducted by the Fotirer than:

— an arrangement providing for reqular payments dixed pre-determined
dollar amount which is not dependent, directlyrwliiectly, on the revenues,
profits or earnings of the Firm; or

— an arrangement providing for reqular payments @dlear amount where the
method of calculating the dollar amount is fixeddais not dependent,
directly or indirectly, on the revenues, profitsearnings of the Firm; and

without limiting the above, the individual has rnipancial arrangement with the

Firm to receive a commission or similar paymentrelation to business
generated by the individual for the accounting andit practice conducted by
the Firm; and

where a formey partner of the Firm, who was disetiolved in the audit, has -
become an Officer or Director of an Audit Client |@ast two years has elapsed
since the date of the last annual or half yeartaegiort in respect of which the

individual was a member of the Audit Team.

Comment 45

Retain — removal of this amendment would be a signi  ficant departure from existing
Australian requirements.

Nature of Amendment/Source : Additional professional requirements added in 200 2.
Deletions applied in 2006. [F1 (2004), Appendix 2, para 2.52/F1 (2002), Appendix 2,
para 2.42].

July 2010 Board Decision — Technical Staff to consider the extent to which t  he
insertion is addressed by the  Corporations Act 2001. If insertion is to be retained, it
should be renumbered as AUST290.136.1. To be recon sidered at August 2010 Board
meeting.

Technical Staff Comment: Wording originates from paragraph 2.52 of F.1 (Dece  mber
2004) and before that paragraph 2.42 of F.1 (May 20 02). The ‘professional’
requirement precedes the CLERP independence reform provisions. Deletions reflect
subsequent decisions made by the APES Board in 2006 . The last dot point in the
insertion relates directly to section 324Cl of the Corporations Act 2001. Otherwise
the insertion represents a higher professional requ irement that has been in place
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290.136.1 In all cases all of the following expiards are necessary to reduce the threat to an
Acceptable Level:

{ Deleted: P




290.138A self-interest threat is created when a membehefAudit Team participates in

290.140 An intimidation threat is created when the indivallwho was thd=irm’s Senior or

since 2002. Technical Staff continue to recommend retention of this insertion on the
basis that removal would be a significant departure from existing Australian
requirements. The insertion has been renumbered as AUST290.136.1.

the entity subsequently becomesfandit Client of theFirm, the significance of any
threat tolndependence shall be evaluated and safeguarde@pygien necessary t
eliminate the threat or reduce it to Aoceptabld_evel.

|=)

the Audit Engagement while knowing that the member of Ahelit Team will, or

require members of afudit Team to notify theEirm when entering employment

_ - { Deleted: C

{ Deleted: P ]

negotiations with thglient. On receiving such notification, the signéfice of the| - - { peleted: c )
threat shall be evaluated and safeguards appliesh wlecessary to eliminate the

threat or reduce it to alhcceptabld_evel. Examples of such safeguards include:

. Removing the individual from th&udit Team; or

. A review of any significant judgments made by thatividual while on the

team.
Commentds l __ { Deleted: AUST290.145.1 ]
~ 7| Deleted: AUST290.138.1 If a former

Retain — provides specific context of application a rising from the Corporations Act Partner of the Firm:{

2001.
Nature of Amendment/Source
July 2010 Board Decision

. Corporations Act 2001 — s324CK.
—remove AUST290.138.1 (previously AUST290.145.1). |

Audit Clients that are Public Interest Entities

290.139 Familiarity or intimidation threats are created wraeKey Audit Partner joins the

Audit Client that is &Public InterestEntity as:
(@) A Director orOfficer of the entity; or

(b) An employee in a position to exert significant igfhce over the preparation
of the client’s accounting records or th&nancial Statements on which thT

Firm will express arDpinion.

Independence would be deemed to be compromisedssingaibsequent to the N

FinancialStatements.

managingpartner thief executive or equivalent) joins aAudit Client that is a| - - { Deleted: )

Public InterestEntity as (a) an employee in a position to exenigigant influence ~ { Deleted: P ]

over the preparation of the entity’s accountingrds or itsFinancialStatements or \\{Ddeted: c ]

(b) a Director or Officer of the entity. Independence would be deentede \{Deleted: E )
compromised unless twelve months have passed siadadividual was the Senior

ormanagingoartner Chief executive or equivalent) of therm. .~~~ | -~ {eteted: )

\\:{\\ [ Deleted: P ]

. \\\{ Deleted: C J

{ Deleted: E ]
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- ‘[ Deleted:

5e - { Deleted:

<#>becomes an Officer or Director of a
corporate Audit Client, that is not a small
proprietary company, within a period of
five years after the individual ceased ( or
last ceased) to be a Partner of the Firm; a
<#>at the same time another former Part
of the Firm, who was a Partner of the Firn
at the time when the Firm undertook an
audit of the corporate Audit Client, is an
Officer or Director of the corporate Audit
Client;T

the threat created would be so significant|
safeguard could reduce the threat to an
Acceptable Level.|

This provision applies to a former Partne
only if the former Partner was at 1 July
2004, or became after that date a Partne
the audit Firm and becomes an Officer or
Director of the corporate Audit Client
concerned on or after 1 July 2004. §

{ Deleted: C J

P )
P )
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290.141 Independence is deemed not to be compromised ifa assult of a business
combination, a formeKey Audit Partner or the individual who was thHérm'’s
former Senior ormanagingpartner is in a position as described in paragrgphs{ Deleted:

290.139 and 290.140, and:

(@)
(b)

(©

(d)

The position was not taken in contemplation ofttheiness combination;

ThoseCharged withGovernance.

Temporary Staff Assignments

290.142 The lending of staff by &irm to anAudit Client may create a self-review threat.
Such assistance may be given, but only for a gteribd of time and th&irm’s
personnel shall not be involved in:

In all circumstances, théudit Client shall be responsible for directing and

Providing non-assurance services that would notpesmitted under this
section; or

Assuming management responsibilities.

supervising the activities of the loaned staff.

The significance of any threat shall be evaluated safeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of
such safeguards include:

Conducting an additional review of the work perfedrby the loaned staff;

Not giving the loaned staff audit responsibility Bmy function or activity that
the staff performed during the temporary staff gasient; or

Not including the loaned staff as a member ofAkieit Team.

Recent Service with an Audit Client

290.143 Self-interest, self-review or familiarity threatsayjnbe created if a member of the
Audit Team has recently served a®mector, Officer, or employee of thé\udit
Client. This would be the case when, for exampleember of théAudit Team has
to evaluate elements of tlRénancialStatements for which the member of thadit
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290.1441f, during the period covered by the audit repartmember of théudit Team had

290.145 Self-interest, self-review or familiarity threatsaynbe created if, before the period

served as ®irector orOfficer of theAudit Client, or was an employee in a positign

-

Deleted: C

or the Financial Statements on which thBirm will express anOpinion, or the
conduct or efficacy of the audithe threat created would be so significant that
safeguards could reduce the threat toAareptableLevel. Consequently, suc
individuals shall not be assigned to thedit Team.
Comment 47

Retain — removal of this 2006 amendment would be a
existing Australian requirements.

: [F1, Appendix 2, para 2.56].

— retain 2006 insertions.

no
H

significant departure from

Nature of Amendment/Source

July 2010 Board Decision
Commentds o

Deleted: AUST290.147.1

)

Retain — provides specific context of application a
2001.

rising from the Corporations Act

Nature of Amendment/Source
s324CH(1), s9 definition of “audit critical employe

July 2010 Board Decision _—remove AUST290.144.1 (previously AUST290.147.1).

. [F1, Appendix 2, para 2.57],

e.

Corporations Act 2001 —

covered by the audit report, a member ofAluelit Team had served asirector or
Officer of the Audit Client, or was an employee in a position to exeghificant

Statements on which thEirm will express arOpinion. For example, such threats
would be created if a decision made or work peréatroy the individual in the prior'
period, while employed by tighient, is to be evaluated in the current periogpas of | '

\

the currentAudit Engagement. The existence and significance of argath will N

Deleted: AUST290.144.1 If, during the
period covered by the audit report, a
member of the Audit Team is:{

<#>a Partner of; or{

<#>an employer of; or{

<#>an employee of; orf{

<#>a partner of an employee of; orf
<#>an employee of an employee of:{
<#>an Officer of the corporate Audit Clien
orf

<#>a person who is in a position to exert
direct and significant influence over the
subject matter of the Audit Engagement,
the conduct or efficacy of the audit, of the
corporate Audit Client;{

the threat created would be so significant|
safeguard could reduce the threat to an
Acceptable Level, unless the Audit Client
a small proprietary company.{
Consequently, such individuals should nat
be assigned to the Audit Team.{

t;

or

is

depend on factors such as: S

Deleted: C

(

Deleted:

T

Deleted:

~{

C
C
Deleted: C

)
)
)
)

The role of the professional on tAeidit Team.

The significance of any threat shall be evaluated aafeguards applied when
necessary to reduce the threat to AgceptableLevel. An example of such é
safeguard is conducting a review of the work penfat by the individual as a
member of théudit Team.

ommentds g  Deleted: AUST290.148.1 ]
. . - o . . "~ ~ | Deleted: AUST290.145.1 If, during the
Retain — provides specific context of application a rising from the Corporations Act twelve month period immediately preceding
2001. the beginning of the period to which the

Nature of Amendment/Source : [F1, Appendix 2, para 2.59],
$324CF(5) items 3, 4,5 & 9, s324CH(1) item 8 & 9.

July 2010 Board Decision _—remove AUST290.145.1 (previously AUST290.148.1).

Corporations Act 2001 —

audit relates;

<#>A Partner; or

<#>A member of the Audit Team;{
served as an Officer or Director of the
Audit Client, or had been an employee in
position to exert direct and significant
influence over the subject matter of the
Audit Engagement, or the conduct or
efficacy of the audit, the threat created
would be so significant no safeguard could
reduce the threat to an Acceptable Levelj![
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Serving as a Director or Officer of an Audit Client

- {Deleted: P ]

Client, the self-review and self-interest threatsated would be so significant that
no safeguards could reduce the threats té\eceptableLevel. Accordingly, no

_ = { Deleted: P ]

AUSTP90.146.1| If a partner or employee of a Firmrevéo serve as an Officer (including
management of an Administration) or as a Directoam Audit Client, or as an
employee in a position to exert direct and sigaificinfluence over the subject
matter of the Audit Engagement, or the conductfficaey of the audit, the threats
created would be so significant no safequard caelduce the threats to an
Acceptable Level. Consequently, if such an indigildwere to accept such a
position the only course of action is to refuseésform, or to withdraw from, the

Audit Enqaqemeﬁt. ~_ -~ -| Comment [eh11]: Modelled on existin
””””””””””””””””””””””””””””” i paragraph 290.149. Version 1.10 overlayed

Comment 50 the IESBA text in paragraph 290.146 wit
2006 amendments.

Retain — provides specific context of application a rising from the Corporations Act
2001.

Nature of Amendment/Source : Corporations Act 2001 — s324Cl.

July 2010 Board Decision __— retain 2006 insertions but rewrite as AUST290.146 .1 and
reinstate IESBA text in paragraph 290.146.

. . . . . . . _ | Deleted: C
290.147The position of company secretary has different implications in_different - { == )
jurisdictions. Duties may range from administratiduties, such as personnel {Deleted: s )
management and the maintenance of company recadisegisters, to duties as
diverse as ensuring that the company complies migalations or providing advice
on corporate governance matters. Generally, thgstipn is seen to imply a close
association with the entity.
Comment 51
Retain removal — these provisions are not applicabl e in the Australian context.
Nature of Amendment/Source : In 2006 the Board deleted this paragraph.
July 2010 Board Decision _— reinstate IESBA paragraph 290.147 and insert a ne w
AUST paragraph (refer AUST290.148.1) to clarify tha t the situation described in
paragraph 290.147 is not permitted in Australia.
- {Deleted: C

n

Client, self-review and advocacy threats are creaied would generally be so - { Deleted:

significant that no safeguards could reduce thealisr to anAcceptableLevel, - (Peleted:a

Despite paragraph 290.146, when this practiceesiipally permitted under Iocﬁk\\{[’e'eted: c
law, professional rules or practice, and provideahagement makes all relevant\\{ Deleted: a
decisions, the duties and activities shall be Bohito those of a routine and {Deleted:
administrative nature, such as preparing minutesnaaintaining statutory returns.
In those circumstances, the significance of aneatw shall be evaluated and
safeguards applied when necessary to eliminatehtieats or reduce them to an
Acceptablgevel. _ | eleted: a )

== ‘[Deleted: | ]

O A

Comment 52

Retain removal — these provisions are not applicabl e in the Australian context.
Nature of Amendment/Source : In 2006 the Board deleted this paragraph.
| July 2010 Board Decision - reinstate IESBA paragraph 290.148.
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AUST290.148.1| In Australia, as the company segyearan Officer of the company, a Member
shall not act in the position of the company sexkedf an Audit Client because the
self-review and self-interest threats created wohfl so significant that ng
safequards could reduce the threats to an Acceptbdlel. Accordingly, no
partner or employee of a Firm shall serve as a eomsecretary of an Audit
Client, o

290.149 Performing routine administrative services to suppa company secretarial
function or providing advice in relation to compasgcretarial administration
matters does not generally create threatsinependence, as long @lient |
management makes all relevant decisions.

-| Comment [eh12]: Editorial Note: this

AUST paragraph is largely modelled on
paragraph 290.146. Although it appear

repetitious, the re-insertion of paragraph

290.147 and 290.148 provides merit for
inclusion.

- { Deleted: C

\\{ Deleted:

B { Deleted: A

Long association ofgenior personnel {ncluding partner yotation) with an Audit Client J - { Deleted: s
General Provisions . {eleted: p
290.150 Familiarity and self-interest threats are creatgdising the same senior personnel { Deleted: |
P

R

on anAudit Engagement over a long period of time. The signifoeaof the threate{
will depend on factors such as:

. How long the individual has been a member ofAbdit Team;
. The role of the individual on th&udit Team;

. The structure of the firm;

. The nature of thA&udit Engagement;

issues has changed.

The significance of the threats shall be evaluatad safeguards applied when
necessary to eliminate the threats or reduce tbesmAcceptable_evel. Examples|
of such safeguards include:

. Rotating the senior personnel off thadit Team; J

. Having aMemberwho was not a member of thaudit Team review the wor
of the senior personnel; or

. Regular independent internal or external qualityenes of theengagement.

July 2010 Board Decision _— reinstate previously deleted factor “the structur e of the
firm”.

Audit Clients that are Public Interest Entities

290.151 In respect of an audit ofPablic InterestEntity, an individual shall not be ey
audit partner for more than seven years. After such timejndividual shall not be
a member of th&ngagementTeam or be &ey Audit Partner for theclient for two
years. During that period, the individual shalk participate in the audit of the
entity, provide quality control for thengagement, consult with tHengagement
Team or theclient regarding technical or industry-specific issptransactions of
events or otherwise directly influence the outcarhtheengagement.
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- '{Comment [eh13]: Based on paragraph

AUST|290.151.11 In respect of the Financial Stateraenlits of Listed Entities: 290.154 of the existing APES 110,

(a) The lead Engagement Partner, the audit review @artii any) and the
engagement quality control reviewer should be eotafter serving in any of
these capacities, or a combination thereof, foreadefined period, no longer
than five financial years within a seven year parand

(b) Such an individual rotating after a pre-definedqubshould not participate in
the Audit Engagement until a further period of time less than two years,
since the end of the financial year following threl ef the pre-defined period
has elapsed.

Service as a lead Engagement Partner, audit reyégtmer (if any) or engagement

quality control reviewer in respect of an Audit BEagment is cumulative for the
purposes of this requirement.

The pre-defined period of five years within a seyear period applies to an audit
of the Financial Statements for a financial yearaor audit or review of the

Financial Statements for a half-year in a finangesr, if the financial year begins
on or after 1 July 2006.

Prior to that time the previous pre-defined pewbdeven years continued to apply.
Comment 53

Retain — provides specific context of application a rising from the Corporations Act
2001.

Nature of Amendment/Source : [F1, Appendix 2, para 2.63, 2.64 and 2.66]
Corporations Act 2001 — ss324DA and 324DC.

July 2010 Board Decision _— retain — technical staff to review.

Technical Staff Comment — As all other paragraphs that relate to the Corporations
Act 2001 have been removed, this paragraph should also be r emoved to be
consistent with the overall approach. An option to consider is whether footnote
references should be made to make Members aware of the Corporations Act 2001
requirements. If this approach is adopted then an explanatory note can be included

in respect of partner rotation.

290.152 Despite paragraph 290.15Key Audit Partners whose continuity is especially
important to audit quality may, in rare cases doeubforeseen circumstances
outside theFirm’'s control, be permitted an additional year twe Audit Team as
long as the threat tthdependence can be eliminated or reduced tacaeptable
Level by applying safeguards. For exampl&eg Audit Partner may remain on the
Audit Team for up to one additional year in circumstarwlesre, due to unforeseen
events, a required rotation was not possible, aghinbe the case due to serious
iliness of the intendeEngagemenPartner.

- {Deleted: P ]

Entity creates familiarity and self-interest threatbie significance of the threats
will depend on factors such as:

- { Deleted: P ]

. How long any suclpartner has been associated with Alulit Client;

. The role, if any, of the individual on theudit Team; and

. The nature, frequency and extent of the individualiteractions with the
client's management arhoseCharged withGovernance. | Deleted: ]
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290.154When anAudit Client becomes @ublic InterestEntity, the length of time the

The significance of the threats shall be evaluatad safeguards applied when
necessary to eliminate the threats or reduce tbeanAcceptabld_evel. Examples|
of such safeguards include:

. Rotating thepartner off theAudit Team or otherwise ending ttgartner's.

. Regular independent internal or external qualityews of theengagement.

individual has served thAudit Client as aKey Audit Partner before thglient

becomes &ublic InterestEntity shall be taken into account in determining th
timing of the rotation. If the individual has sedvthe Audit Client as aKey Audit

- { Deleted: P ]
o {Deleted: P J
- { Deleted: E ]
_ - { Deleted: C ]

Partner for five years or less when tti@nt becomes &ublic InterestEntity, the | - - { Deleted: c )
number of years the individual may continue to eettveclient in that capacity| - - { Deleted: c )
before rotating off th@ngagement is seven years less the number of ykasgl | - { peleted: £ ]
served. If the individual has served thadit Client as aKey Audit Partner for six

or more years when thglient becomes &ublic InterestEntity, the partner may | - - { Deleted: c )
continue to serve in that capacity for a maximumtwed additional years before - { Deleted: p )
rotating off theengagement. ~ - { Deleted: E ]
Lomment 53 _ - -| Deleted: AUST290.154.1 When a

Retain — provides specific context of application a
2001.

Nature of Amendment/Source [F1, Appendix 2, para 2.63, 2.64 and 2.66]
Corporations Act 2001 — ss324DA and 324DC.

July 2010 Board Decision _—remove AUST290.154.1 (previously paragraph 290.15 5).

rising from the Corporations Act

serve as &ey Audit Partner on the audit of Bublic InterestEntity, rotation ofKey |
Audit Partners may not be an available safeguard. lhdapendent regulator in th
relevant jurisdiction has provided an exemptionnfr@artner rotation in such
circumstances, an individual may remaiay Audit Partner for more than seveh
years, in accordance with such regulation, provithed the independent regulator
has specified alternative safeguards which are iexhplsuch as a regular
independent external review.

Comment 53

Retain — provides specific context of application a
2001.

Nature of Amendment/Source [F1, Appendix 2, para 2.63, 2.64 and 2.66]
Corporations Act 2001 — ss324DA and 324DC.

July 2010 Board Decision
2006 insertions.

rising from the Corporations Act

— reinstate previously removed IESBA text and remo  ve

Provision of Non-assurance Services to Audit Cliest
290.156 Firms have traditionally provided to theiudit Clients a range of non-assuran¥e

services that are consistent with their skills argertise. Providing non-assurance
services may, however, create threats tol tidependence of thiéirm or members
of the Audit Team. The threats created are most often self-re\selfrinterest and
advocacy threats.

7

\

Financial Statement Audit Client becomes a
Listed Entity the length of time the lead
Engagement Partner, audit review partner
(if any) or engagement quality control

reviewer have served the Audit Client in
that capacity should be considered in

determining when the individual should be
rotated. However, the person may continue
to serve as the Lead Engagement, or audit
review partner (if any) or engagement

quality control reviewer for two additional
years before rotating off the engagement
provided this does not exceed seven years
as at 1 July 2006.1

Deleted: When a Firm has only a few
people with the necessary knowledge and
experience to serve as a Key Audit Partne
on the audit of a Public Interest Entity,
rotation may not be an available safeguard.
In these circumstances the Firm shall appl
other safeguards including the obtaining
an extension under tf@orporations Act
2001, to reduce the threat to an Acceptable
Level. Such safeguards would include
involving an additional professional
accountant who was not otherwise
associated with the Audit Team to review
the work done or otherwise advise as
necessary. This individual could be
someone from outside the Firm or someane
within the Firm who was not otherwise
associated with the Audit Team.
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290.157 New developments in business, the evolution ofriifed markets and changes in
information technology make it impossible to dragvan all-inclusive list of non-
assurance services that might be provided toAadit Client. When specific
guidance on a particular non-assurance servicetisnaluded in this section, the
conceptual framework shall be applied when evatgatithe particular
circumstances.

li Deleted: E

Audit Client, a determination shall be made as to whepheviding such a service
would create a threat imdependence. In evaluating the significance of tangat
created by a particular non-assurance service,idemagion shall be given to any
threat that theAudit Team has reason to believe is created by providihgro
related non-assurance services. If a threat igemtethat cannot be reduced to an
AcceptableLevel by the application of safeguards, the non+asse service shall
not be provided.

290.159 Providing certain non-assurance services t@\adit Client may create a threat to
Independence so significant that no safeguards creddce the threat to an
Acceptabld_evel. However, the inadvertent provision of sudesvice to &Related

Entity, division or in respect of a discrefdancial Statement item of such@ient - { Deleted: C

will be deemed not to compromisedependence if any threats have been reduced
to anAcceptableLevel by arrangements for thiaelatedEntity, division or discrete
Financial Statement item to be audited by anotkém or when anotheFirm re-
performs the non-assurance service to the exterwssary to enable it to take
responsibility for that service.

290.160A Firm may provide non-assurance services that wotitbravise be restricted
under this section to the following related ensitid theAudit Client:

(@) An entity, which is not ad\udit Client, that has direct or indirect control over
the Audit Client;

(b) An entity, which is not arudit Client, with aDirect Financiallnterest in the

(c) An entity, which is not arudit Client, that is under common control with the { Deteted: c

L

Audit Client.

If it is reasonable to conclude that (a) the s@wido not create a self-review threat
because the results of the services will not bgestito audit procedures and (b)
any threats that are created by the provision chsservices are eliminated or
reduced to ar\cceptabld_evel by the application of safeguards.
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290.161 A non-assurance service provided to an tAGtent does not compromise the

(&) The previous non-assurance service complies with gtovisions of this
section that relate tAudit Clients that are not public interest entities;

(b) Services that are not permitted under this sedtiorAudit Clients that are
public interest entities are terminated beforesos@on as practicable after the

(c) The Firm applies safeguards when necessary to eliminateeduce to an
Acceptabld_evel any threats tthdependence arising from the service.

Management Responsibilities

290.162 Management of an entity performs many activitieeeanaging the entity in the best
interests of stakeholders of the entity. It is possible to specify every activity that
is a management responsibility. However, managemesponsibilities involve
leading and directing an entity, including makingn#ficant decisions regarding the
acquisition, deployment and control of human, feiah physical and intangible
resources.

290.163 Whether an activity is a management responsibilépends on the circumstances
and requires the exercise of judgment. Examplesctivities that would generally
be considered a management responsibility include:

. Setting policies and strategic direction;
. Directing and taking responsibility for the actiasfsghe entity’s employees;
. Authorising transactions;

. Deciding which recommendations of th@rm or other third parties tg
implement;

. Taking responsibility for the preparation and faiesentation of thEinancial
Statements in accordance with the applicable firdn@porting framework;
and

. Taking responsibility for designing, implementingdamaintaining internal
control.

290.164 Activities that are routine and administrative, @wvolve matters that are
insignificant, generally are deemed not to be aagament responsibility. For
example, executing an insignificant transactiont thas been authgsd by|
management or monitoring the dates for filing dtatu returns and advising an
Audit Client of those dates is deemed not to be a manageraeponsibility.|
Further, providing advice and recommendations teishsmanagement in
discharging its responsibilities is not assumimganagement responsibility.

290.1651f a Firm were to assume a management responsibilityafoAudit Client, the |
threats created would be so significant that negadrds could reduce the threats to
anAcceptabld_evel. For example, deciding which recommendatidrtheFirm to |
implement will create self-review and self-inter¢bteats. Further, assuming a
management responsibility creates a familiarityedlirbecause thEirm becomes
too closely aligned with the views and interestenahagement. Therefore, thigm
shall not assume a management responsibility féxuatit Client.
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290.166 To avoid the risk of assuming a management respitihsiwhen providing non-
| assurance services to Amdit Client, theFirm shall be satisfied that a member of
management is responsible for making the signifipasgments and decisions that
are the proper responsibility of management, evalgahe results of the service
and accepting responsibility for the actions totddeen arising from the results of
| the service. This reduces the risk of #en inadvertently making any significant

judgments or decisions on behalf of management.riBkes further reduced when { Deleted: C

| the Firm gives theclient the oppeortunity to make judgments-and- deesibased-on -
an objective and transparent analysis and presamiaftthe issues.

Preparing Accounting Records and Financial Statetsien
General Provisions

290.167 Management is responsible for the preparation amgfesentation of thEinancial
Statements in accordance with the applicable fir@meiporting framework. These
responsibilities include:

. Originating or changing journal entries, or deterimy the account
classifications of transactions; and

. Preparing or changing source documents or origigadiata, in electronic or
other form, evidencing the occurrence of a tramsadfor example, purchase
orders, payroll time records, and customer orders).

290.168 Providing anAudit Client with accounting and bookkeeping services,hsas
preparing accounting records Binancial Statements, creates a self-review threat
when theFirm subsequently audits tiénancialStatements.

290.169The audit process, however, necessitates dialogemsvebn the Firm and
management of theAudit Client, which may involve (a) the application of
accounting standards or policies dfidancial Statement disclosure requirements,
(b) the appropriateness of financial and accountimgrol and the methods used in
determining the stated amounts of assets anditiabjlor (c) proposing adjusting
journal entries. These activities are consideredédoa normal part of the audit

process and do not, generally, create thredtsdependence.

advice on accounting issues such as the conves$ieristingFinancial Statements
from one financial reporting framework to anothéar (example, to comply with
group accounting policies or to transition to afaiént financial reporting
framework such as International Financial Reporigndards). Such services do

not, generally, create threats|twlependence provided th&m does not assume a
management responsibility for tpkent. __— { Deleted: c
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Audit Clients that are Not Public Interest Entities

290.171 The Firm may provide services related to the preparatioaccounting records angd
FinancialStatements to aAudit Client that is not @ublic InterestEntity where the
services are of a routine or mechanical naturelosg as any self-review threat
created is reduced to &tceptabld_evel. Examples of such services include:

- {Deleted: C

. Providing payroll services based dient-originated data;

_ { Deleted: C
ne

. Recording transactions for which tigBent has determined or approved t

. Posting transactions coded by fiient to the general ledger; - {Deleted: c

«  Postingclient-approved entries to the trial balance; and - { Deteted: c

. Preparind=inancialStatements based on information in the trial balance

In all cases, the significance of any threat cibatwll be evaluated and safeguards
applied when necessary to eliminate the threaeduce it to amcceptableLevel. |
Examples of such safeguards include:

. Arranging for such services to be performed by raividual who is not a
member of théudit Team; or

. If such services are performed by a member of Aleit Team, using a

partner or senior staff member with appropriate eigewho is not a membey_ - { Deleted: P

of the Audit Team to review the work performed.

Audit Clients that are Public Interest Entities

290.172 Except in emergency situationsEiam shall not provide to aAudit Client that is a
Public Interest Entity accounting and bookkeeping services, inclgdmayroll
services, or prepat@nancialStatements on which tHerm will express arOpinion
or financial information which forms the basis bé&FinancialStatements.

July 2010 Board Decision - reinstate the first four words “except in emerge ncy
situations” — reflects reversal of May 2010 Board d  ecision.

290.173 Despite paragraph 290.172, Frm may provide accounting and bookkeeping
services, including payroll services and the prafian of Financial Statements or
other financial information, of a routine or mectuah nature for divisions or related
entities of anAudit Client that is aPublic InterestEntity if the personnel providing
the services are not members of ghalit Team and:

(@) The divisions or related entities for which the véer is provided are
collectively immaterial to thdsinancial Statements on which thEirm will
express apinion; or

(b) The services relate to matters that are collegtimmaterial to thé=inancial
Statements of the division ételatedEntity.
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Emergency Situations

290.174 Accounting and bookkeeping services, which wouldeowise not be permitted
under this section, may be provided&adit Clients,in emergency or other unusual - { Deleted: that are not a Public Interest }

situations when it is impractical for thudit Client to make other arrangements.
This may be the case when (a) only fiem has the resources and necessary

””””” Entity

knowledge of theglient's systems and procedures to assisictieat in the timely - { Deleted: c )
preparation of its accounting records dielancial Statements, and (b) a restriction - { Deleted: ]
on theFirm’s ability to provide the services would resintsignificant difficulties

for the client (for example, as might result from a failute meet regulatory - - { Deleted: c )

reporting requirements). In such situations, thiefdng conditions shall be met:
| (@) Those who provide the services are not membetsegfudit Team;

(b) The services are provided for only a short peribtinoe and are not expected
to recur; and

| (c) The situation is discussed witthoseCharged withGovernance.

July 2010 Board Decision _ — delete the words “that are not a Public Interest Entity” —
reflects reversal of May 2010 Board decision to rem  ove this exemption for Public
Interest Entities.

Valuation Services
General Provisions

290.175A valuation comprises the making of assumptionshwiegard to future
developments, the application of appropriate metlages and techniques, and the
combination of both to compute a certain valueramge of values, for an asset, a
liability or for a business as a whole.

’ 290.176 Performing valuation services for @udit Client may create a self-review threat.
The existence and significance of any threat véppehd on factors such as:

. Whether the valuation will have a material effegttbeFinancialStatements.

. The extent of theclient's involvement in determining and apprfoﬁvﬁim_:pﬁthf'‘{Deme'j:C )

valuation methodology and other significant mattergidgment.
. The availability of established methodologies arafgssional guidelines.

. For valuations involving standard or establishedhméologies, the degree of
subjectivity inherent in the item.

. The reliability and extent of the underlying data.

. The degree of dependence on future events of aendhat could create
significant volatility inherent in the amounts irived.

. The extent and clarity of the disclosures in Eh@ancialStatements.
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The significance of any threat created shall bduated and safeguards applied
when necessary to eliminate the threat or reduct® ian AcceptableLevel. |
Examples of such safeguards include:

. . . . . . _ -| Deleted: professional
.« Having aMemberwho was not involved in providing the valuation\éee | - { Deteted: professiona

review the audit or valuation work performed; or

. Making arrangements so that personnel providinghsservices do not
participate in thé\udit Engagement. |

290.177 Certain valuations do not involve a significant aegof subjectivity. This is likely
the case where the underlying assumptions arereékt@blished by law or
regulation, or are widely accepted and when therigcies and methodologies to be
used are based on generally accepted standardssmriped by law or regulation.
In such circumstances, the results of a valuatenfiopmed by two or more parties
are not likely to be materially different.

290.178If a Firm is requested to perform a valuation to assisfAadit Client with its tax ‘
reporting obligations or for tax planning purposesl the results of the valuation
will not have a direct effect on theénancial Statements, the provisions included in
paragraph 290.191 apply.

Audit Clients that are Not Public Interest Entities

290.1791n the case of aAudit Client that is not &Public InterestEntity, if the valuation
service has a material effect on th@ancial Statements on which thEirm will
express arDpinion and the valuation involves a significant aEgof subjectivity,
no safeguards could reduce the self-review threatam Acceptable Level.
Accordingly aFirm shall not provide such a valuation servicendadit Client.

Audit Clients that are Public Interest Entities

290.180A Firm shall not provide valuation services to Amdit Client that is aPublic
InterestEntity if the valuations would have a material effegeparately or in the
aggregate, on theinancialStatements on which tHérm will express arDpinion.

Taxation Services
290.181 Taxation services comprise a broad range of sesyvineluding:
. Tax return preparation;
. Tax calculations for the purpose of preparing tbeanting entries;
. Tax planning and other tax advisory services; and
. Assistance in the resolution of tax disputes.

While taxation services provided by Firm to an Audit Client are addresse(h
separately under each of these broad headingsaatiqe, these activities are often
interrelated.
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290.182 Performing certain tax services creates self-revaawd advocacy threats. The
existence and significance of any threats will depen factors such as (a) the
system by which the tax authorities assess andragheni the tax in question and the
role of theFirm in that process, (b) the complexity of the velet tax regime and
the degree of judgment necessary in applying )tthe particular characteristics of

_ - { Deleted: E

o [ Deleted: C

Tax Return Preparation

290.183 Tax return preparation services involve assisghgnts with their tax reporting -
obligations by drafting and completing informatiam;luding the amount of tax due
(usually on standargid forms) required to be submitted to the applieatalx
authorities. Such services also include advisinghentax return treatment of past
transactions and responding on behalf of Ahalit Client to the tax authorities’
requests for additional information and analysil(iding providing explanations
of and technical support for the approach beingn@kTax return preparation
services are generally based on historical infoenatand principally involve
analysis and presentation of such historical infdiam under existing tax law,
including precedents and established practicehEurthe tax returns are subject to
whatever review or approval process the tax authodeems appropriate.
Accordingly, providing such services does not geltercreate a threat to
Independence if management takes responsibilitytHer returns including any
significant judgments made.

Tax Calculations for the Purpose of Preparing Actiog Entries
Audit Clients that are Not Public Interest Entities

290.184 Preparing calculations of current and deferreditbilities (or assets) for aAudit
Client for the purpose of preparing accounting estrihat will be subsequently
audited by thésirm creates a self-review threat. The significantéhe threat will
depend on (a) the complexity of the relevant tax dand regulation and the degree
of judgment necessary in applying them, (b) thell®f tax expertise of thelient's
personnel, and (c) the materiality of the amoumtsthe Financial Statements.
Safeguards shall be applied when necessary torgimihe threat or reduce it to an

Acceptabld_evel. Examples of such safeguards include:

. Using professionals who are not members ofAkeit Team to perform the
service;

. If the service is performed by a member of ghelit Team, using @artner or _ -

senior staff member with appropriate expertise whaot a member of the
Audit Team to review the tax calculations; or

. Obtaining advice on the service from an externaptafessional.
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Audit Clients that are Public Interest Entities

290.185 Except in emergency situations, in the case ofAadit Client that is aPublic
InterestEntity, a Firm shall not prepare tax calculations of curremd aeferred tax
liabilities (or assets) for the purpose of prepguaccounting entries that are material
to theFinancialStatements on which tHéirm will express arDpinion. |

July 2010 Board Decision  — reinstate the first four words “except in emerge ncy
situations” — reflects reversal of May 2010 Board d  ecision.

290.186 The preparation of calculations of current and defktax liabilities (or assets) for

an Audit Client for the purpose of the preparation of accimgntentries, which

would otherwise not be permitted under this sectimay be provided td\udit

Clients,in emergency or other unusual situationsmwihés impractical for théudit | - - { Deleted: that are not a Public Interest }
Client to make other arrangements. This may be #éise ehen (a) only tHérm has Entiy

the resources and necessary knowledge ofliwet’s business to assist thiient in | - { Deleted: ¢ )
the timely preparation of its calculations of catrend deferred tax liabilities (or ~ { peleted: ¢ ]
assets), and (b) a restriction on them’s ability to provide the services would

result in significant difficulties for thglient (for example, as might result from |a - { Deleted: c ]

failure to meet regulatory reporting requirements)such situations, the following
conditions shall be met:

(@) Those who provide the services are not mentfate Audit Team; ‘

(b) The services are provided for only a shortqekof time and are not expected
to recur; and

(c) The situation is discussed withoseCharged withGovernance. |

July 2010 Board Decision _ — delete the words “that are not a Public Interest Entity” —
reflects reversal of May 2010 Board decision to rem  ove this exemption for Public
Interest Entities.

Tax Planning and Other Tax Advisory Services
290.187 Tax planning or other tax advisory services congpaidroad range of services, such

advising on the application of a new tax law orulagon.

290.188A self-review threat may be created where the advidll affect matters to be
reflected in theFinancial Statements. The existence and significance of argath
will depend on factors such as:

. The degree of subjectivity involved in determinitig appropriate treatment
for the tax advice in thEinancialStatements;

. The extent to which the outcome of the tax advidehave a material effect
on theFinancialStatements;

. Whether the effectiveness of the tax advice depesmisthe accounting
treatment or presentation in tRancial Statements and there is doubt as|to
the appropriateness of the accounting treatmenpresentation under the
relevant financial reporting framework;

|’ e {Deleted: C J

. The extent to which the advice is supported byl#éx or regulation, other
precedent or established practice; and
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. Whether the tax treatment is supported by a privaliag or has otherwise
been cleared by the tax authority before the pedjwar of the Financial
Statements.

For example, providing tax planning and other talxisory services where the

advice is clearly supported by tax authority oreotlprecedent, by established
practice or has a basis in tax law that is likelyptevail does not generally create a
threat tolndependence.

290.189The significance of any threat shall be evaluatad aafeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of
such safeguards include:

. Using professionals who are not members ofAkeit Team to perform the
service;

. Having a tax professional, who was not involvegiiaviding the tax service,
advise theAudit Team on the service and review tRmancial Statement
treatment;

. Obtaining advice on the service from an externaptafessional; or
. Obtaining pre-clearance or advice from the tax autibs.

290.190Where the effectiveness of the tax advice depemdsa goarticular accounting
treatment or presentation in tRimancialStatements and:

(&) TheAudit Team has reasonable doubt as to the appropriatehéss related
accounting treatment or presentation under thevaatefinancial reporting
framework; and

(b) The outcome or consequences of the tax advicehaile a material effect on
the FinancialStatements on which tHérm will express arOpinion;

The self-review threat would be so significant thatsafeguards could reduce the
threat to arAcceptabld_evel. Accordingly, &irm shall not provide such tax advice
to anAudit Client.

290.1911n providing tax services to ahudit Client, aFirm may be requested to perform a

purposes. Where the result of the valuation willha direct effect on théinancial
Statements, the provisions included in paragraph&12% to 290.180 relating to
valuation services are applicable. Where the vanas performed for tax purposes
only and the result of the valuation will not haaelirect effect on th&inancial
Statements (i.e. théinancial Statements are only affected through accounting
entries related to tax), this would not generaligate threats téndependence if
such effect on thEinancialStatements is immaterial or if the valuation is sabjto
external review by a tax authority or similar remoly authority. If the valuation is
not subject to such an external review and theceffe material to thd=inancial
Statements, the existence and significance of argathcreated will depend upon
factors such as:

. The extent to which the valuation methodology ipparted by tax law or
regulation, other precedent or established practcel the degree of
subjectivity inherent in the valuation.

. The reliability and extent of the underlying data.
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The significance of any threat created shall bduexed and safeguards applied
when necessary to eliminate the threat or reduct ian AcceptableLevel. |
Examples of such safeguards include:

. Using professionals who are not members ofAkeit Team to perform the‘
service;

. Having a professional review the audit work or itbsult of the tax service; or

. Obtaining pre-clearance or advice from the tax etitils.

Assistance in the Resolution of Tax Disputes

290.192 An advocacy or self-review threat may be create@rwthe Firm represents al
Audit Client in the resolution of a tax dispute once tive authorities have notifie

the client that they have rejected tjghent’s arguments on a particular issue and { Deleted: c

either the tax authority or theient is referring the matter for determinationan| = { Deleted: c

formal proceeding, for example before a tribunal court. The existence and - { peleted: c

L J

significance of any threat will depend on factarstsas:

. Whether theFirm has provided the advice which is the subjecthef tax|
dispute;

. The extent to which the outcome of the dispute hale a material effect on
the FinancialStatements on which tHeérm will express arOpinion;

. The extent to which the matter is supported byl&x or regulation, other
precedent, or established practice;

. Whether the proceedings are conducted in publi¢; an
. The role management plays in the resolution ofliepute.

The significance of any threat created shall bduated and safeguards applied
when necessary to eliminate the threat or reduoeabAcceptabld_evel.

Examples of such safeguards include:

. Using professionals who are not members ofAbeit Team to perform the‘
service;

. Having a tax professional, who was not involvedbioviding the tax service,
advise theAudit Team on the services and review thReancial Statement|
treatment; or

. Obtaining advice on the service from an externaptafessional.

290.193 Where the taxation services involve acting as aoeate for arAudit Client before ‘
a public tribunal or court in the resolution ofex tmatter and the amounts involved
are material to th€inancial Statements on which tHerm will express arOpinion, |
the advocacy threat created would be so signifithat no safeguards could
eliminate or reduce the threat to AnceptableLevel. Therefore, th&irm shall notJ
perform this type of service for akudit Client. What constitutes a “public tribunal
or court” shall be determined according to how pegceedings are heard in the
particular jurisdiction.
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’ 290.194 The Firm is not, however, precluded from having a cauitig advisory role (for

example, responding to specific requests for infdrom, providing factual accounts

issues) for theAudit Client in relation to the matter that is being hebgafore a
public tribunal or court.

Internal Audit Services
General Provisions
290.195The scope and objectives of internal audit acésitvary widely and depend on the

size and structure of the entity and the requireamef management anghose
Charged withGovernance. Internal audit activities may include:

(@) Monitoring of internal control — reviewing cools, monitoring their operation
and recommending improvements thereto;

(b) Examination of financial and operating inforioat — reviewing the means
used to identify, measure, classify and report riii@ and operating
information, and specific inquiry into individuatems including detailed
testing of transactions, balances and procedures;

(c) Review of the economy, efficiency and effeatiess of operating activities
including non-financial activities of an entity;&n

(d) Review of compliance with laws, regulations artber external requirements,
and with management policies and directives andrattternal requirements.

290.196 Internal audit services involve assisting thedit Client in the performance of its

internal audit activities. The provision of intetrmaudit services to aAudit Client
creates a self-review threatltadependence if theirm uses the internal audit work
in the course of a subsequent external audit. Reiig a significant part of the
providing internal audit services will assume a agement responsibility. If the
Firm's personnel assume a management responsibilityn providing internal
audit services to aAudit Client, the threat created would be so significduatt tho
safeguards could reduce the threat toAaneptablelLevel. Accordingly, aFirm’s
personnel shall not assume a management respdgsibilen providing internal
audit services to aAudit Client.

290.197 Examples of internal audit services that involvesuasing management

responsibilities include:

(@) Setting internal audit policies or the strategiirection of internal audit
activities;

(b) Directing and taking responsibility for the iacis of the entity’s internal audit
employees;

(c) Deciding which recommendations resulting frarteinal audit activities shall
be implemented,;

(d) Reporting the results of the internal auditivdii¢s to Those Charged with
Governance on behalf of management;

(e) Performing procedures that form part of therimal control, such as reviewing
and approving changes to employee data acceskepgasi
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(@)

Taking responsibility for designing, implemerdi and maintaining internal
control; and

Performing outsourced internal audit servicgsnprising all or a substantial
portion of the internal audit function, where tR@m is responsible for|
determining the scope of the internal audit world amy have responsibility
for one or more of the matters noted in (a)—(f).

290.198To avoid assuming a management responsibility, Rimen shall only provide
internal audit services to &udit Client if it is satisfied that:

(@)

(b)

(©

(d)

(e)

senior management, to be responsible at all time#nfernal audit activities
and to acknowledge responsibility for designing, plementing, and
maintaining internal control;

assesses and approves the scope, risk and freqoénitye internal audit
services;

resulting from internal audit services to implememtd manages the
implementation process; and

significant findings and recommendations resultfrgm the internal audit
services.

_ -| Deleted:

290.199When aFirm uses the work of an internal audit functigruditing and Assurance - {Audmng
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Audit Client, and the results of those services will bedusn conducting th
external audit, a self-review threat is createdabse of the possibility that the
Audit Team will use the results of the internal audit Berwithout appropriately]
evaluating those results or exercising the samel lefvprofessional skepticism as
would be exercised when the internal audit workesformed by individuals who
are not members of tHarm. The significance of the threat will depend fantors |
such as:

The materiality of the relatdéinancialStatement amounts;

The risk of misstatement of the assertions reltgtoseFinancial Statement
amounts; and

The degree of reliance that will be placed on titerhal audit service.

The significance of the threat shall be evaluatad aafeguards applied when
necessary to eliminate the threat or reduce intAaeptable_evel. An example of
such a safeguard is using professionals who areneatbers of théudit Team to
perform the internal audit service.
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Audit Clients that are Public Interest Entities

| 290.2001n the case of amudit Client that is aPublic InterestEntity, a Firm shall not
provide internal audit services that relate to:

(@) A significant part of the internal controls ovemdicial reporting;

(b) Financial accounting systems that generate infaomahat is, separately or in

Statements on which tierm will express arDOpinion; or

(c) Amounts or disclosures that are, separately dnéreiggregate, material to the
FinancialStatements on which tHerm will express arOpinion.

IT Systems Services
General Provisions

290.201 Services related to information technology (“IT'ystems include the design or
implementation of hardware or software systems. $hstems may aggregate
source data, form part of the internal control ofmeancial reporting or generate
information that affects the accounting recordsForancial Statements, or the
systems may be unrelated to thedit Client's accounting records, the internal
control over financial reporting dfinancial Statements. Providing systems services
may create a self-review threat depending on ther@af the services and the IT
systems.

290.202 The following IT systems services are deemed noteate a threat tmdependence
as long as theirm’s personnel do not assume a management re&ldgsi

(@) Design or implementation of IT systems that areelated to internal control
over financial reporting;

(b) Design or implementation of IT systems that do geberate information
forming a significant part of the accounting reaiFinancial Statements;

(c) Implementation of “off-the-shelf” accounting or é&ncial information
reporting software that was not developed by Ehen if the custonsation

(d) Evaluating and making recommendations with respee system designed,

Audit Clients that are Not Public Interest Entities

| 290.203 Providing services to aAudit Client that is not &ublic InterestEntity involving
the design or implementation of IT systems thatf¢a)n a significant part of the
internal control over financial reporting or (b) ngeate information that is

Firm will express arDpinion creates a self-review threat.
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290.204 The self-review threat is too significant to permifch services unless appropriate
safeguards are put in place ensuring that:

(@) The Audit Client acknowledges its responsibility for estaklish and‘
monitoring a system of internal controls;

(b) TheAudit Client assigns the responsibility to make all mamagyet decisions|
with respect to the design and implementation ef blardware or software
system to a competent employee, preferably witbimas management;

(c) The Audit Client makes all management decisions with respethe design
and implementation process;

(d) The Audit Client evaluates the adequacy and results of thégmiesnd|
implementation of the system; and

(e) The Audit Client is responsible for operating the system (hare or‘
software) and for the data it uses or generates.

290.205 Depending on the degree of reliance that will @l on the particular IT systems
as part of the audit, a determination shall be nagi¢o whether to provide such
non-assurance services only with personnel whonatemembers of théudit
Team and who have different reporting lines witlie Eirm. The significance of
any remaining threat shall be evaluated and safdgugpplied when necessary to
eliminate the threat or reduce it to AcceptableLevel. An example of such f
safeguard is havingemberreview the audit or non-assurance work.

Audit Clients that are Public Interest Entities

290.206 In the case of ar\udit Client that is aPublic InterestEntity, a Firm shall not‘
provide services involving the design or impleméotaof IT systems that (a) form
a significant part of the internal control overdirtial reporting or (b) generate

_ - { Deleted: C

Statements on which tHérm will express arDpinion.

Litigation Support Services

290.207 Litigation support services may include activitisach as acting as an expert
witness, calculating estimated damages or otheruataothat might become
receivable or payable as the result of litigatiorother legal dispute, and assistance
with document management and retrieval. These cgvnay create a self-review
or advocacy threat.

290.208 If the Firm provides a litigation support service to Aandit Client and the servic
involves estimating damages or other amounts tiettahe Financial Statements
on which theFirm will express anOpinion, the valuation service provisions
included in paragraphs 290.175 to 290.180 shalollewed. In the case of other
litigation support services, the significance of dhreat created shall be evaluated
and safeguards applied when necessary to elimihatehreat or reduce it to an
Acceptabld_evel.
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Legal Services

290.209 For the purpose of this section, legal servicedafmed as any services for which
the person providing the services must either beitéed to practice law before the
courts of the jurisdiction in which such servicee & be provided or have the
required legal training to practice law. Such leggilvices may include, depending
on the jurisdiction, a wide and diversified randeateas including both corporate

departments. Providing legal services to an ethigy is anAudit Client may create
both self-review and advocacy threats.

| 290.210Legal services that support Amdit Client in executing a transaction (e.g., contract
support, legal advice, legal due diligence andruesitiring) may create self-review
threats. The existence and significance of anyathsdl depend on factors such as:

. The nature of the service;
. Whether the service is provided by a member ofthdit Team; and

- { Deleted: C

. The materiality of any matter in relation to gient's FinancialStatements.

The significance of any threat created shall bduewed and safeguards applied
| when necessary to eliminate the threat or reduct® ian AcceptableLevel.
Examples of such safeguards include:

| . Using professionals who are not members ofAkeit Team to perform the
service; or

. Having a professional who was not involved in pding the legal services
provide advice to thé\udit Team on the service and review afipancial
Statement treatment.

290.211 Acting in an advocacy role for ahkudit Client in resolving a dispute or litigation
when the amounts involved are material to Eimancial Statements on which the
Firm will express arOpinion would create advocacy and self-review thwest
significant that no safeguards could reduce theathto anAcceptableLevel.
Therefore, thé=irm shall not perform this type of service for aadit Client.

290.212When aFirm is asked to act in an advocacy role foramdit Client in resolving a
dispute or litigation when the amounts involved ace material to thé=inancial
Statements on which théirm will express arOpinion, theFirm shall evaluate the
significance of any advocacy and self-review ttseatated and apply safeguards

| when necessary to eliminate the threat or reduct iin AcceptableLevel.

Examples of such safeguards include:

| . Using professionals who are not members ofAbeit Team to perform the
service; or

. Having a professional who was not involved in pding the legal services
| advise theAudit Team on the service and review afyancial Statement
treatment.
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legal affairs of amAudit Client would create self-review and advocacy threlad
are so significant that no safeguards could redbheethreats to amcceptable
Level. The position of General Counsel is generalbenior management positign
with broad responsibility for the legal affairs @afcompany, and consequently, no
member of thé&irm shall accept such an appointment forramit Client.

Recruiting Services

General Provisions

290.214 Providing recruiting services to audit Client may create self-interest, familiaritL/
or intimidation threats. The existence and sigaifice of any threat will depend on
factors such as:

. The nature of the requested assistance; and
. The role of the person to be recruited.

The significance of any threat created shall bduewed and safeguards applied
when necessary to eliminate the threat or redute @nAcceptableLevel. In all
cases, th&irm shall not assume management responsibilittediding acting as

negotiator on thelient’s behalf, and the hiring decision shall bi te theclient. { Deleted: C
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The Firm may generally provide such services as revigwihe professional
qualifications of a number of applicants and pringdadvice on their suitability for
the post. In addition, theirm may interview candidates and advise on a cantelisl |
competence for financial accounting, administrativeontrol positions.

Audit Clients that are Public Interest Entities

290.215 A Firm shall not provide the following recruiting se®es to anAudit Client that is
a Public InterestEntity with respect to ®irector orOfficer of the entity or senio
management in a position to exert significant iefice over the preparation of the

client's accounting records or theinancial Statements on which th&irm will | - Deleted: c
express afpinion:

. Searching for or seeking out candidates for sudlitipas; and

. Undertaking reference checks of prospective camesd@r such positions.
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Corporate Finance Services

’ 290.216 Providing corporate finance services such as (a@)stsy anAudit Client in
developing corporate strategies, (b) identifyinggible targets for thAudit Client
to acquire, (c) advising on disposal transactiofty, assisting finance raising
transactions, and (e) providing structuring advicay create advocacy and self-
review threats. The significance of any threat Ishal evaluated and safeguards
| applied when necessary to eliminate the threaeduce it to ar\cceptable_evel.
Examples of such safeguards include:

| . Using professionals who are not members ofAlit Team to provide the
services; or

. Having a professional who was not involved in pdinvg the corporate
finance service advise thAudit Team on the service and review the
accounting treatment and aRiyancialStatement treatment.

290.217 Providing a corporate finance service, for exangalgice on the structuring of a
corporate finance transaction or on financing ageaments that will directly affect
| amounts that will be reported in tiinancial Statements on which thEirm will
provide an opinion may create a self-review thré&ae existence and significance
of any threat will depend on factors such as:

. The degree of subjectivity involved in determiniting appropriate treatment
for the outcome or consequences of the corporatende advice in the
| FinancialStatements;

. The extent to which the outcome of the corporatarfce advice will directly
affect amounts recorded in ti@nancial Statements and the extent to which
the amounts are material to th|@ancial Statements; and

. Whether the effectiveness of the corporate finaadeice depends on a
| particular accounting treatment or presentatiohé@¥inancialStatements and
there is doubt as to the appropriateness of tlaeatlaccounting treatment or
presentation under the relevant financial reportingnework.

The significance of any threat shall be evaluated safeguards applied when
| necessary to eliminate the threat or reduce intdeceptableLevel. Examples of
such safeguards include:

’ . Using professionals who are not members ofAkeit Team to perform the
service; or

. Having a professional who was not involved in pdinvg the corporate

the accounting treatment and dfijancialStatement treatment.
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290.218Where the effectiveness of corporate finance adwepends on a particular

290.219 Providing corporate finance services

Fees

accounting treatment or presentation inEhrancial Statements and:

(&) TheAudit Team has reasonable doubt as to the appropriatehéss related
accounting treatment or presentation under thevaatefinancial reporting
framework; and

(b) The outcome or consequences of the corporate Enadwice will have a
material effect on th€inancial Statements on which therm will express an
Opinion;

The self-review threat would be so significant thatsafeguards could reduce the

threat to anAcceptableLevel, in which case the corporate finance advied! stot |
be provided.

involving potimg, dealing in, or
underwriting anAudit Client's shares would create an advocacy or seltenevl
threat that is so significant that no safeguardslccaeduce the threat to an
AcceptableLevel. Accordingly, &irm shall not provide such services to Aadit
Client.

Fees—Relative Size

290.220When the total fees from ahudit Client represent a large proportion of the to

al

- { Deleted: C ]

concern about losing thelient creates a self-interest or intimidation threBhe | - { Deleted: c ]

significance of the threat will depend on factasstsas:
. The operating structure of tié&m;

. Whether the=irm is well established or new; and

. The significance of thelient qualitatively and/or quantitatively to tik@m.

The significance of the threat shall be evaluatad asafeguards applied when

necessary to eliminate the threat or reduce intd.eceptable_evel. Examples of]

such safeguards include:

. Reducing the dependency on gtient;

. External quality control reviews; or

. Consulting a third party, such as a professiongdilegory body or dMember ‘
on key audit judgments.

July 2010 Board Decision
May 2010 Board decision.

— remove paragraph AUST290.220.1 — reflects revers

Y o ______
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Deleted: AUST290.220.1 In all cases
where the fees generated by an Audit Client
exceed 15% of the Firm's total fees the
following safeguards are necessary to
reduce the threat to an Acceptable Level:f
Involving an additional Member who was
not part of the Audit Team to carry out
reviews of the work done, or otherwise
advise as necessary;

provide documentation of such review to
the applicable professional body, during
quality review.

Where an Audit Client provides a Firm with
an unduly large proportion of its total fees,
the only course of action is to refuse to
perform, or to withdraw from, the Audit
Engagement.




290.221 A self-interest or intimidation threat is also dethwhen the fees generated from an

A A L

. The significance of thelient qualitatively and/or quantitatively to tartner ~~ |2S1ted:C
or Office; and { Deleted: P
. The extent to which the remuneration of gheatner, or thepartners 7irjfthg,;:{De'eted: P
Office, is dependent upon the fees generated fremlignt. %De'eted' P
"~ 7| Deleted: C
The significance of the threat shall be evaluatad aafeguards applied when
necessary to eliminate the threat or reduce intdeaeptable_evel. Examples of
such safeguards include:
. Reducing the dependency on thedit Client;
. Having aProfessionalAccountant review the work or otherwise advise as
necessary; or
e {Deleted: E

. Regular independent internal or external qualityees of theengagement.

Audit Clients that are Public Interest Entities

290.222 Where armAudit Client is aPublic InterestEntity and, for two consecutive years, the

total fees from thelient and its related entities (subject to the @demtions in - { Deleted:

expressing the opinion on thHénancial Statements of thglient, the Firm shall - - Deleted:

disclose toThoseCharged withGovernance of théudit Client the fact that the
total of such fees represents more than 15% ofata¢ fees received by tHérm,
and discuss which of the safeguards below it wiplg to reduce the threat to an
Acceptabld_evel, and apply the selected safeguard:

. Prior to the issuance of the audit opinion on tkeeosd year'sFinancial
Statements, aMember who is not a member of théirm expressing the
opinion on theFinancialStatements, performs d&ngagemen@Quality Control

Review of thatengagement or a professional regulatory body pegoem - - { Deleted: £

review of thatengagement that is equivalent to &mgagementQuality - | Deleted: E

Control Review (“a pre-issuance review"); or

. After the audit opinion on the second yedfisancial Statements has been
issued, and before the issuance of the audit apioio the third year’s
Financial Statements, &Member who is not a member of thigrm expressing
the opinion on theFinancial Statements, or a professional regulatory body
performs a review of the second year’s audit ttmtequivalent to an
Engagemen@uality Control Review (“a post-issuance review”).

When the total fees significantly exceed 15%,Elren shall determine whether the
significance of the threat is such that a postédese review would not reduce the
threat to anAcceptableLevel and, therefore, a pre-issuance review is reduin
such circumstances a pre-issuance review shaktermed.
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Thereafter, when the fees continue to exceed 15% wear, the disclosure to and
discussion withThoseCharged withGovernance shall occur and one of the abTve
safeguards shall be applied. If the fees signiflyaexceed 15%, thé&irm shall
determine whether the significance of the threatuish that a post-issuance review
would not reduce the threat to AceptableLevel and, therefore, a pre-issuan|ce
review is required. In such circumstances a preaisse review shall be performed.

Fees—Overdue

290.223 A self-interest threat may be created if fees damfanAudit Client remain unpaid|
for a long time, especially if a significant past ot paid before the issue of the
audit report for the following year. Generally tli@&m is expected to requiré
payment of such fees before such audit reporsige. If fees remain unpaid after
the report has been issued, the existence andficigrie of any threat shall be
evaluated and safeguards applied when necessaliyrioate the threat or reduce it
to anAcceptableLevel. An example of such a safeguard is having dditianal
Memberwho did not take part in theudit Engagement provide advice or revie
the work performed. The&irm shall determine whether the overdue fees miagh

significance of the overdue fees, it is approprfatethe Firm to be re-appointed of
continue theAudit Engagement.

Contingent Fees

290.224 Contingent Fees are fees calculated on a predetermined basingeto the
outcome of a transaction or the result of the ses/performed by theérm. For the
purposes of this section, a fee is not regarddubig contingent if established by a
court or other public authority.

290.225A Contingent Fee charged directly or indirectly, for example thgh an
intermediary, by &irm in respect of arAudit Engagement creates a self-interest
threat that is so significant that no safeguardslccaeduce the threat to an
Acceptable Level. Accordingly, aFirm shall not enter into any such fde
arrangement.

290.226 A Contingent Fee charged directly or indirectly, for example tigh an
intermediary, by d&irm in respect of a non-assurance service providezhAudit
Client may also create a self-interest threat. Theeat created would be sp
significant that no safeguards could reduce theathto arAcceptable_evel if:

(@) The fee is charged by théirm expressing the opinion on tH&nancial
Statements and the fee is material or expected todierial to thaEirm;

(b) The fee is charged byNetwork Firm that participates in a significant part of
the audit and the fee is material or expected tmaterial to thaEirm; or

(c) The outcome of the non-assurance service, andftherthe amount of the
fee, is dependent on a future or contemporary jedgnelated to the audit of
a material amount in tHénancial Statements.

Accordingly, such arrangements shall not be acdepte
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290.227 For othe€ontingentFee arrangements charged blilan for a non-assurance service
to anAudit Client, the existence and significance of any tisre@all depend on factors
such as:

The range of possible fee amounts;

Whether an appropriate authority determines thearoé of the matter upon
which theContingentFee will be determined;

The nature of the service; and

The effect of the event or transaction on Ei@ancial Statements.

The significance of any threats shall be evaluatad safeguards applied when
| necessary to eliminate the threats or reduce tbesmAcceptableLevel. Examples
of such safeguards include:

Having a Member review the relevant audit work or otherwise advise
necessary; or

Using professionals who are not members ofAbeit Team to perform the
non-assurance service.

Compensation and Evaluation Policies

290.228 A self-interest threat is created when enb&r of theAudit Team is evaluated on
or compensated for selling non-assurance servioeshat Audit Client. The
significance of the threat will depend on:

The proportion of the individual's compensation parformance evaluation
that is based on the sale of such services;

The role of the individual on th&udit Team; and

Whether promotion decisions are influenced by tie sf such services.

The significance of the threat shall be evaluated, af the threat is not at an
| AcceptableLevel, theFirm shall either revise the compensation plan @wation
process for that individual or apply safeguardsliminate the threat or reduce it to

anAcceptabld_evel. Examples of such safeguards include:

Removing such members from tAedit Team; or

Having aMemberreview the work of the member of tAaidit Team.

290.229 AKey Audit Partner shall not be evaluated on or compensateddbas that

partner's success in selling non-assurance serticébe partner's Audit Client. - { Deleted: P

This is not intended to prohibit normal profit-sinar arrangements between - { Deleted: P
| partners of &irm. _ { Deleted: P

o J

Gifts and Hospitality

290.230 Accepting gifts or hospitality from arudit Client may create self-interest and
familiarity threats. If &irm or a member of thAudit Team accepts gifts or hospitality,
unless the value is trivial and inconsequentiag threats created would be so

} significant that no safeguards could reduce theathrto anAcceptableLevel.
Consequently, &irm or a member of théudit Team shall not accept such gifts or
hospitality.
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Actual or Threatened Litigation

290.231 When litigation takes place, or appears likelywsstn thelFirm or a member of th
Audit Team and théudit Client, self-interest and intimidation threats areated.

The relationship betweeglient management and the members of Aluglit Team | -  Deleted: c

of agdlient's business operations. When ffiem and theclient’s management arg - { Deleted: c

placed in adversarial positions by actual or theed litigation, affecting - { Deleted: C

management’'s willingness to make complete discessurself-interest and
intimidation threats are created. The significaotéhe threats created will depend
on such factors as:

. The materiality of the litigation; and
. Whether the litigation relates to a pridudit Engagement. ‘

The significance of the threats shall be evaluated safeguards applied when
necessary to eliminate the threats or reduce trerantAcceptableLevel.
Examples of such safeguards include:

. If the litigation involves a member of thAudit Team, removing that
individual from theAudit Team; or

. Having a professional review the work performed.

If such safeguards do not reduce the threats té\eseptableLevel, the only
appropriate action is to withdraw from, or declities Audit Engagement.

Paragraphs 290.232 to 290.499 are intentionally tlank.
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Reports that Include a Restriction on Use and Distbution
Introduction

290.500 The Independence requirements in Section 290 apply [tdAadit Engagements.
However, in certain circumstances involvidgidit Engagements where the report
includes a restriction on use and distribution, pravided the conditions described in
290.501 to 290.502 are met, thmlependence requirements in this section may be
modified as provided in paragraphs 290.505 to 290.Fhese paragraphs are only
applicable to ar\udit Engagement opecialPurposeFinancialStatements (a) that is
intended to provide a conclusion in positive or aidg form that theFinancial
Statements are prepared in all material respectac@ordance with the applicable
financial reporting framework, including, in theseaof a fair presentation framework,
that theFinancial Statements give a true and fair view or are presefatly, in all
material respects, in accordance with the appkctib&ncial reporting framework, and
(b) where the audit report includes a restrictiom wse and distribution. The
modifications are not permitted in the case of aditaof Financial Statements required
by law or regulation.

290.501 The modifications to the requirements of Sectiod & permitted if the intended users
of the report (a) are knowledgeable as to the marpmd limitations of the report, and
(b) explicitly agree to the application of the nfatl Independence requirements.
Knowledge as to the purpose and limitations of réggort may be obtained by the
intended users through their participation, eittieectly or indirectly through their
representative who has the authority to act forinkended users, in establishing the

nature and scope of teagagement. Such participation enhances the abflityeFirm - { Deleted:

to communicate with intended users abdntiependence matters, including the
circumstances that are relevant to the evaluafitinecthreats téndependence and the
applicable safeguards necessary to eliminate theatth or reduce them to an
AcceptableLevel, and to obtain their agreement to the modifiedependence

requirements that are to be applied.

_ { Deleted:

users regarding tHedependence requirements that are to be appliadegipect to the
provision of theAudit Engagement. Where the intended users are a claseisf (for
example, lenders in a syndicated loan arrangeménatlare not specifically identifiable

by name at the time thgngagement terms are established, such users ,,shal[Deleted:

m

subsequently be made aware of thelependence requirements agreed to by the

available to all users).
290.5031f the Firm also issues an audit report that does not dtecla restriction on use and

not change the requirement to apply the provisamgaragraphs 290.1 to 290.232
to thatAudit Engagement.

290.504The modifications to the requirements of Sectio® 28at are permitted in the
circumstances set out above are described in Egagr290.505 to 290.514.
Compliance in all other respects with the provisiofi Section 290 is required.
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Public Interest Entities

290.505When the conditions set out in paragraphs 290.60R90.502 are met, it is not
necessary to apply the additional requirementsairagraphs 290.100 to 290.232
that apply teAudit Engagements for public interest entities.

Related Entities

290.506 When the conditions set out in paragraphs 290.6@%0.502 are met, references to
Audit Client do not include its related entities. Howevethen theAudit Team |
knows or has reason to believe that a relationshigircumstance involving a

evaluating threats tindependence and applying appropriate safeguards.

Networks and Network Firms

290.507 When the conditions set out in paragraphs 290.6®90.502 are met, reference to
the Firm does not includé&letwork Firms. However, when thEirm knows or hasl
reason to believe that threats are created by mteyeists and relationships of a
NetworkFirm, they shall be included in the evaluation aktts tdndependence. |

Financial Interests, Loans and Guarantees, ClossifBss Relationships and Family and
Personal Relationships

290.508 When the conditions set out in paragraphs 290.6@90.502 are met, the relevant
provisions set out in paragraphs 290.102 to 2904dp{8y only to the members of
the EngagementTeam, their Immediate Family members andClose Family |
members.

290.509In addition, a determination shall be made as tethdr threats ttndependence ar43
created by interests and relationships, as destribeparagraphs 290.102 to
290.145, between thieudit Client and the following members of theidit Team: |

(@) Those who provide consultation regarding texddnior industry specific
issues, transactions or events; and

perform theEngagemenQuality Control Review.

An evaluation shall be made of the significanceumy threats that thEngagement
Team has reason to believe are created by intemedtselationships between the
Audit Client and others within thEirm who can directly influence the outcome pf
the Audit Engagement, including those who recommend the cosatien of, or
who provide direct supervisory, management or otheersight of theAudit

EngagemenPartner in connection with the performance of gedit Engagement
(including those at all successively senior levatimve theEngagementPartner
through to the individual who is thEirm’'s senior or managingpartner thief 1-

290.510 An evaluation shall also be made of the signifieancany threats that tliengagement
Team has reason to believe are creatddri@anciallnterests in théudit Client held by

\
\

\

individuals, as described in paragraphs 290.1@0@111 and paragraphs 290.113 to ( Deletea:

290.115.
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290.511 Where a threat tbhdependence is not at &tceptablelLevel, safeguards shall be
applied to eliminate the threat or reduce it ttA@aeptabld_evel.

290.5121n applying the provisions set out in paragraph8.296 and 290.115 to interests of
the Firm, if the Firm has a materidfinanciallnterest, whether direct or indirect, in
the Audit Client, the self-interest threat created would besgmificant that no
safeguards could reduce the threat toAaneptablelLevel. Accordingly, thesirm
shall not have suchRinanciallnterest.

Employment with an Audit Client

290.513 An evaluation shall be made of the significancarof threats from any employment
relationships as described in paragraphs 290.12900138. Where a threat exists
that is not at adcceptabld_evel, safeguards shall be applied to eliminatehheat
or reduce it to anAcceptableLevel. Examples of safeguards that might be
appropriate include those set out in paragraphl3&0.

Provision of Non-Assurance Services

- {Deleted: E

for an Audit Client and provides a non-assurance service toAtdit Client, the
provisions of paragraphs 290.156 to 290.232 shallcbmplied with, subject to
paragraphs 290.504 to 290.507.
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SECTION 290 APPENDIX — AUDITOR'S INDEPENDENCE DECLA RATION (AUST) |

In addition to the requirements of paragraph ZQGJ:IQCorporations, Act 2001equires that for each financigl

and half year report, the le
the company, registered scheme or disclosing eintitiye form of one of the following:

¢ that, to the best of the knowledge and belief @f dkad, engagement partner/auditor there have bee

contraventions of: §

(i) the Independence requirements of @mporations Act 2001n relation to the audit or review; and

(i) _any applicable requirements of APES 16de of Ethics for Professional Accountamselation to

the audit or review;

OR

«_that, to the best of the lead engagement partaeditor's knowledge and belief, the only contraiem of

(i) and (ii) above have been set out in the datilam. \ N

The following pro-forma may be used as a guideanjunction with the considerations outlined in théction
which should be varied according to individual riegoments and circumstances.

Auditor’s Independence Declaration

ended

in relation to the audit/review.
OR

¢ As lead engagement partner/auditor for the audit.of....[name of audit.client] for the half vear/vec

ended............... [date], | declare that, to the best oflmgwledqe and belief, the only contraventions

[Nameofauditory == 0 [Location]
Partner Bk
Nameoffim [Datey .
Comment 56 B

Retain — provides specific context of application a rising from the Corporations Act 2001. To be reviewed
and amended as necessary.

Nature of Amendment/Source : [F1, Appendix 4], Corporations Act 2001 — s307C.

July 2010 Board Decision _ — retain — technical staff to check referencetop  aragraph 290.12 and also
reference to lead Engagement Partner.

Technical Staff Comment — The reference to paragraph 290.12 is correct —r  efer in particular to the last
sentence of paragraph 290.12 which requires the Eng  agement Partner to form a conclusion on

compliance with Independence requirements that appl y to the engagement. Section 307C applies to the
“lead auditor” (not defined inthe ~ Corporations Act 2001). Technical Staff previously recommended

using “lead Engagement Partner/auditor” in the decl aration because the terms “Engagement” and

“Partner” were defined. An alternative could be to replace “lead Engagement Partner/auditor” with “Ke y
Audit Partner/auditor who is responsible for the en gagement” on the basis that “Key Audit Partner” is a
term defined by the IESBA. The “/auditor” referenc e would have been inserted in 2006 for technical
correctness to meet the requirements of sections 30 7C(1) and 307C(2) of the Corporations Act 2001.

103

- { Deleted:

290.43

h ‘[ Deleted:

aw

‘[ Deleted:

Lead

1\n\

\[ Deleted:

\\\ { Deleted:

\\ \ { Deleted:

must

\\ {Deleted:

Lead

{ Deleted:

E

Y { Deleted:

P

{ Deleted:

code of professional conduct

N \\ ‘[ Deleted:

Lead

\\\\{ Deleted:

E

{ Deleted:

o A U A U

P

- { Deleted:

o ‘[ Deleted:

N ‘[ Deleted:

\\\\\ N { Deleted:

Lead

\\\ {Deleted: E

t$ \\ {Deleted:

\ \ { Deleted:
\

{ Deleted:

O|>»| T

{ Deleted:

{ Deleted:

code of professional conduct

\ N { Deleted:

Lead

{ Deleted:

\
\\\\ \\ fDeIeted:

\\ { Deleted:

\ \\\ {Deleted:

. \\{Deleted:

=|O|>|o|m

{ Deleted:

\ \ {Deleted:

code of professional conduct

{ Deleted:

1

{ Deleted:

O 0 0 0 JU U U A U

F




SECTION 291
INDEPENDENCE—OTHER ASSURANCE ENGAGEMENTS
CONTENTS

Paragraph

Y (0 (o1 (T 0) S Y=Y oo 291.1

- {Deleted: B

! - { Deleted: R

ENgagement Period ...... ... 291.30
Other CONSIAEIALIONS .......cc.veeiureiiie ettt eeser e sne e e nnes 291.33
Application of the Conceptual Framework Approaclidependence .............ccccuvveeee.. 291.100
FINANCIAl INTEIESES ...t e e e 291.104
LOANS AN GUATANTEES .....eeeiiiiieii it ceeaic bttt ee e e et e e e e e e e e e e nn e e e e assannnbeeeeaaeas 291.113
Business RelationShips ..........oeiiiiii et 291.119
Family and Personal RelationShips ........coccccoriiiiioie e 291.121
Employment with ASsurance CHENLS .........occcceeiiiiiiiiiie e 291.128
Recent Service with an AsSsurance CleNnt ... e 291.132
Serving as a Director or Officer of an Assurancemll ...............cccooeeieeiiiiiiiiieenenn. 291.135
Long Association of Senior Personnel with Assura@Bents ............ccccocceeeiiiiieeenns 912139
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Structure of Section

291.1 This section addressésdependence requirements fagsurancéengagements tha
are notAudit Engagementor Review EngagementsAdditional Independence
requirements foAudit and Review Engagements are addressed in Section 290. If
the AssuranceClient is also arAudit Client or Review Client, the requirements in
Section 290 also apply to tirm, Network Firms and members of thudit Team
or ReviewTeam. In certain circumstances involvidgsurancé&ngagements where
the assurance report includes a restriction onamk distribution and provided
certain conditions are met, thedependence requirements in this section ma)} be
modified as provided in 291.21 to 291.27.

291.2 Assurance Engagements are designed to enhance intended udegske of|
confidence about the outcome of the evaluation @asurement of a subject matter
against criteria. The International Framework foss@rance Engagements (the
Assurance Framework) issued by the Internationadithkag and Assurance
Standards Board describes the elements and olgsaiham ssurancé&engagement

7777777777777777777777777777777777777777777 _ - { Deleted: E

Engagements (ISAEs) apply. For a description ofefleenents and objectives of an
Assurancé&ngagement, refer to the Assurance Framework.

291.3 Compliance with the fundamental principle of obijgty requires being
independent ofAAssuranceClients. In the case ohssuranceEngagements, it is id
the public interest and, therefore, required bg thode of Ethics, that members of
AssuranceTeams andFirms be independent odissuranceClients and that any
threats that th&rm has reason to believe are created bietwork Firm’s interests
and relationships be evaluated. In addition, wierAssurancd eam knows or hag
reason to believe that a relationship or circunt#anvolving aRelatedEntity of
the AssuranceClient is relevant to the evaluation of the Firmr&lependence from

the client, the AssuranceTeam shall include thaRelatedEntity when identifying | - - { Deleted:

and evaluating threats todependence and applying appropriate safeguards.

A Conceptual Framework Approach to Independence

291.4 The objective of this section is to as$isins and members &ssurancd eams in |
applying the conceptual framework approach desgribelow to achieving and
maintaininglndependence.

291.5 Independence comprises:
Independence of Mind

The state of mind that permits the expressionadreclusion without being affected
by influences that compromise professional judgmehereby allowing an

individual to act with integrity and exercise ohjeity and professionalcepticism. | - { Deleted: k

Independence in Appearance

The avoidance of facts and circumstances that @ggnificant that a reasonable
and informed third party would be likely to conodydveighing all the specific facts
and circumstances, thatFrm’s, or a member of thAssuranceleam’s, integrity,

objectivity or professionajcepticism has been compromised. _ - Deleted: k
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291.6

291.7

291.8

291.9

291.10

291.11

The conceptual framework approach shall be appyedembersto:
. Identify threats tdndependence;
. Evaluate the significance of the threats identifezt

. Apply safeguards when necessary to eliminate treath or reduce them to an
Acceptabld_evel.

When theMember determines that appropriate safeguards are ndtabla or
cannot be applied to eliminate the threats or redhem to arAcceptablelLevel,
the Membershall eliminate the circumstance or relationshigating the threats or
decline or terminate th&ssurancé&ngagement.

A Membershall use professional judgment in applying tlisaeptual framework.

Many different circumstances, or combinations ofwinstances, may be relevant in
assessing threats todependence. It is impossible to define every sdoathat
creates threats tmdependence and to specify the appropriate acfimgrefore, this
Code establishes a conceptual framework that regliirms and members of
Assuranceleams to identify, evaluate, and address threatsidependence. The
conceptual framework approach assigismbes in Public Practice in complying
with the ethical requirements in this Code. It anowdates many variations in
circumstances that create threatdrndependence and can deteMamber from
concluding that a situation is permitted if it istispecifically prohibited.

Paragraphs 291.100 and onwards describe how tleepnmal framework approach
to Independence is to be applied. These paragraphsotoaddress all the
circumstances and relationships that create orareate threats tindependence.

individual may be a member of thessuranceTeam, aFirm shall identify and
evaluate any threats tadependence. If the threats are not aAaceptable_evel,

individual on theAssurancd eam, theFirm shall determine whether safeguards are
available to eliminate the threats or reduce thenan AcceptableLevel. If the

any existing safeguards will continue to be effectio eliminate the threats or
reduce them to aAcceptableLevel or whether other safeguards will need to be

with the conceptual framework approach.

Throughout this section, reference is made to tigmificance of threats to
Independence. In evaluating the significance of raath qualitative as well as
guantitative factors shall be taken into account.

This section does not, in most cases, prescribesgexific responsibility of
individuals within the Firm for actions related tolndependence because
responsibility may differ depending on the sizeuciure and orgasation of a
Firm. The Firm is required by International Standards on Quafontrol to
establish policies and procedures designed to geoitiwith reasonable assurance
thatlndependence is maintained when required by relataital standards.
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Assurance Engagements

291.12 As further explained in the Assurance Frameworlgridhssurancé&Engagement the‘
Memberin Public Practice expresses a conclusion designed to enhlbhacgegree
of confidence of the intended users (other thanrésponsible party) about the
outcome of the evaluation or measurement of a stibjatter against criteria.

291.13 The outcome of the evaluation or measurement ofuljest matter is the
information that results from applying the critet@the subject matter. The term
“subject matter information” is used to mean thdécome of the evaluation or
measurement of a subject matter. For example, tiaendwork states that an
assertion about the effectiveness of internal obr{subject matter information)
results from applying a framework for evaluating tbffectiveness of internal
control, such as COS@r CoCd (criteria), to internal control, a process (subjec
matter).

291.14 AssuranceEngagements may be assertion-based or direct regotiti either case
they involve three separate partiedlemberin Public Practice, a responsible par
and intended users.

291.15 In an assertion-basegssuranc&Engagement, the evaluation or measurement of‘ the
subject matter is performed by the responsibleypaahd the subject matter
information is in the form of an assertion by thesponsible party that is made
available to the intended users.

291.16 In a direct reportindAssuranceEngagement, thiemberin Public Practice either‘
directly performs the evaluation or measuremerthefsubject matter, or obtains a
representation from the responsible party that pegormed the evaluation or
measurement that is not available to the intendsersu The subject matter
information is provided to the intended users malssurance report.

AUST291.16.1 The Australian Auditing and Assuratandards Board has issuechmework for | - - {Deteted: have

Assurance Engagemenighich describes the nature of an Assurance Engauge
To obtain a full understanding of the objectivesl a@lements of an Assurande
Engagement it is necessary to refer to the full ééxhat document.

Comment 35

The previous AUST paragraphs AUST290.7.2 to AUST290 .7.4 have been removed in
preference for a generic reference in AUST291.16.1  (as redrafted).

Nature of Amendment/Source : Provides an overview of assurance engagements.
July 2010 Board Decision _ —retain AUST291.16.1 as drafted.

“Internal Control — Integrated Framework” The Cortteg of Sponsoring Organizations of the Treadway
Commission.

“Guidance on Assessing Control — The CoCo Prinsip@riteria of Control Board, The Canadian Insgtut
of Chartered Accountants.
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Assertion-based Assurance Engagements

291.17 In an assertion-basgiissurancé&engagement, the members of thesuranceleam
and theFirm shall be independent of thessuranceClient (the party responsible for
the subject matter information, and which may bspoasible for the subject
matter). Suchindependence requirements prohibit certain relatipssbetween
members of thé\ssuranceleam and (apirectors oy Officers, and (b) individuals

at the client in a position to exert significant influenaeer the subject matter - { Deleted: employees o the

evaluation shall be made of the significance of tmmgats that th&rm has reason
to believe are created etwork Firm* interests and relationships.

July 2010 Board Decision _— reinstate previously removed IESBA text and remov e
insertion.

291.18 In the majority of assertion-baségsurance&engagements, the responsible party is
responsible for both the subject matter informatiod the subject matter. However,

matter. For example, whenMemberin Public Practice is engaged to perform an
AssuranceEngagement regarding a report that an environmesgasultant has
prepared about a company’s sustainability practfoesdistribution to intended
users, the environmental consultant is the resplangarty for the subject matter
information but the company is responsible forghbject matter (the sustainability
practices).

291.19 In assertion-basedAssurance Engagements where the responsible party is
responsible for the subject matter information ot the subject matter, the
members of theAssurancelTeam and thé=irm shall be independent of the party
responsible for the subject matter information @wssuranceClient). In addition,
an evaluation shall be made of any threatd=thm has reason to believe are created
by interests and relationships between a membthiegssurancd eam, thekirm, a
NetworkFirm and the party responsible for the subject matte

> { Deleted: R

291.20 In a direct reportingAssuranceengagement, the members of thesuranceleam
and theFirm shall be independent of thessuranceClient (the party responsible for
the subject matter). An evaluation shall also be&lenaf any threats thEirm has
reason to believe are createdNigtwork Firm interests and relationships.

4 See paragraphs 290.13 to 290.24 for guidanceha @onstitutes Bletwork Firm.
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Reports that Include a Restriction on Use and Distbution

291.21

291.22

291.23

291.24

In certain circumstances where the assurance ramduties a restriction on use and
distribution, and provided the conditions in tharggraph and in 291.22 are met,
the Independence requirements in this section may béfiethdThe modifications|
to the requirements of Section 291 are permittdtigfintended users of the report
(a) are knowledgeable as to the purpose, subjettemaformation and limitations
of the report and (b) explicitly agree to the apgiion of the modified
Independence requirements. Knowledge as to the gerpsubject mattef
information, and limitations of the report may bletained by the intended users
through their participation, either directly or irettly through their representative
who has the authority to act for the intended ysergstablishing the nature and

scope of theengagement. Such participation enhances the afuifitthe Firm to | - - { Deleted:

communicate with intended users abdutdependence matters, including the
circumstances that are relevant to the evaluatidgheothreats tdndependence an
the applicable safeguards necessary to eliminaehieats or reduce them to an
AcceptableLevel, and to obtain their agreement to the modiliedlependencd
requirements that are to be applied.

intended users regarding thelependence requirements that are to be applidd it
respect to the provision of tiessurancé&engagement. Where the intended users jare
a class of users (for example, lenders in a syteticl@an arrangement) who are not
such users shall subsequently be made aV\?afrefqﬁwﬁﬁafeﬁaéﬁéé 7rfeﬁﬁi7rér7nfefn S
agreed to by the representative (for example, lgy répresentative making the

specifically identifiable by name at the time greagement terms are establisth,/ { Deleted:

Firm’s engagement letter available to all users). | Deleted:

If the Firm also issues an assurance report that doesiclatle a restriction on use

and distribution for the sangient, the provisions of paragraphs 291.25 to 2B1|2 - | Deleted:

do not change the requirement to apply the prowssiof paragraphs 291.1 to
291.159 to thatAssuranceEngagement. If thd=irm also issues an audit report

whether or not it includes a restriction on use distribution, for the samglient, | -  Deleted:

the provisions of Section 290 shall apply to thatlit Engagement.

The modifications to the requirements of Sectiol 28at are permitted in the
circumstances set out above are described in Earlagr291.25 to 291.27.
Compliance in all other respects with the provisioh Section 291 is required.
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291.25

291.26

291.27

Multiple
291.28

When the conditions set out in paragraphs 291.211281.22 are met, the relevant
provisions set out in paragraphs 291.104 to 2914y to all members of the
Engagemenieam, and theirmmediate andlose Family members. In addition, a
determination shall be made as to whether threatedependence are created by
interests and relationships between #wsuranceClient and the following other
members of théssurancd eam:

. Those who provide consultation regarding technioalindustry specific
issues, transactions or events; and

_ {Deleted: E

perform theEngagemenQuality Control Review.

An evaluation shall also be made, by referenceht® provisions set out in
paragraphs 291.104 to 291.134, of any threatghb&ngagemenTeam has reason
to believe are created by interests and relatipsshetween théssuranceClient
and others within th&irm who can directly influence the outcome of tk&surance
Engagement, including those who recommend the cosgen, or who provide
direct supervisory, management or other oversighthe AssuranceEngagement
Partner in connection with the performance of Assurancé&ngagement.

Even though the conditions set out in paragrapis229to 291.22 are met, if the
Firm had a materiaFinancial Interest, whether direct or indirect, in tAgsurance
Client, the self-interest threat created would besgmificant that no safeguards
could reduce the threat to Acceptable_evel. Accordingly, thésirm shall not have
such aFinancial Interest. In addition, thd=irm shall comply with the other
applicable provisions of this section describegdamagraphs 291.113 to 291.159.

An evaluation shall also be made of any threas tteFirm has reason to believe
are created bietwork Firm interests and relationships.
Responsible Parties

In someAssurancé&engagements, whether assertion-based or directtiegothere
might be several responsible parties. In deterrgimihether it is necessary to apply

Firm may take into account whether an interest atisnship between théirm, or
a member of théssuranc&eam, and a particular responsible party would eraat
threat tolndependence that is not trivial and inconsequetidhe context of the
subject matter information. This will take into acat factors such as:

. The materiality of the subject matter informatiam ¢f the subject matter) for
which the particular responsible party is respdaesiénd

- { Deleted: E

. The degree of public interest associated withetigagement. B

If the Firm determines that the threat ltadependence created by any such interest
or relationship with a particular responsible panyould be trivial and
inconsequential, it may not be necessary to apgpbf she provisions of this section

to that responsible party.
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Documentation

291.29 Documentation provides evidence of thdember’s judgments in forming
conclusions regarding compliance witidependence requirements. The absencg of
documentation is not a determinant of whethEiran considered a particular matter
nor whether it is independent.

The Membershall document conclusions regarding compliandé lmidependencel
requirements, and the substance of any relevamushions that support those
conclusions. Accordingly:

(&) When safeguards are required to reduce a threa fcceptablelevel, the
Membershall document the nature of the threat and tfegsards in place o
applied that reduce the threat toAeteptabld_evel; and

(b) When a threat required significant analysis to mieitge whether safeguards
were necessary and tiMdember concluded that they were not becauseﬁrhe
threat was already at akcceptableLevel, theMember shall document th
nature of the threat and the rationale for the keaien.

AUST(c) _Where a Member identifies mutiple threftsndependence which accumulafe ~ 2cted: AUST26:.291 )
to create a significant threat to the Member’s petelence, the Member shall {gﬂ:}:;;g:';;gggme”‘a“°“ I t"}

document the nature of the threats and safequarddace or applied tha
reduce the threats to an Acceptable Level. ==

quality review conducted by the Member

Deleted: is to be produced at the time of a
professional body.

Comment 37

Retain and modify to indicate that the Code applies to threats to independence that
are individually less significant but accumulate to a significant threat — as per Board
decision on 10 May 2010. This paragraph is the sam e as AUST290.29.1.

Nature of Amendment/Source : Australian context/requirement to produce
documentation and analysis where less significant t hreats cumulatively becomes a
significant threat — as per May 2010 Board decision

July 2010 Board Decision _— retain but not as separate AUST paragraph, redraf t as
AUST subparagraph (c) of paragraph 291.29.

Engagement Period
291.30 Independence from th&ssuranceClient is required both during thengagement

period and the period covered by the subject matfermation. Theengagement| - - { Deleted: E

period starts when th&ssuranceleam begins to perform assurance services with
respect to the particulaengagement. Theengagement period ends when the- { Deleted:

- { Deleted: E

assurance report is issued. Whenghgagement is of a recurring nature, it endg at { Deleted:

m

the later of the notification by either party thtae professional relationship has - { peleted:
terminated or the issuance of the final assuragert.

291.31 When an entity becomes @ssuranceClient during or after the period covered by
the subject matter information on which tRiEm will express a conclusion, the
Firm shall determine whether any threat$ridependence are created by:

m

m
L J J

. Financial or business relationships with thesuranceClient during or after
the period covered by the subject matter infornmabat before accepting the
Assurancé&ngagement; or

. Previous services provided to tAssurancelient.
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291.32 If a non-assurance service was provided toAhksuranceClient during or after the
period covered by the subject matter informatiom lbefore theAssuranceleam
begins to perform assurance services and the semoald not be permitted during
the period of theAssuranceEngagement, thdsirm shall evaluate any threat to
Independence created by the service. If any thseabti at arAcceptableLevel, the
Assurancé&engagement shall only be accepted if safeguardaled to eliminate
any threats or reduce them to AnceptableLevel. Examples of such safeguards

include:

. Not including personnel who provided the non-assteaservice as members
of theAssurancd eam;

. Having a Member review the assurance and non-assurance work as

appropriate; or

. Engaging anothefirm to evaluate the results of the non-assuranogcgeor
having anotherFirm re-perform the non-assurance service to theengxt
necessary to enable it to take responsibility fiergervice.

However, if the non-assurance service has not beemleted and it is not practical
to complete or terminate the service before the mentement ofProfessional
Services in connection with th&ssurance&engagement, th&irm shall only accept
the Assurancé&ngagement if it is satisfied:

. The non-assurance service will be completed wighstort period of time; or
. The client has arrangements in place to transition thevise to another. -

A

Deleted: C J

provider within a short period of time.

During the service period, safeguards shall beieghpihen necessary. In addition,

the matter shall be discussed withoseCharged withGovernance.

£Lomment4l

Retain — the additional guidance in this paragraph
establish and maintain quality control

independence.

Nature of Amendment/Source

reminds Members of the need to

systems to a id their assessment of

. Additional guidance.

July 2010 Board Decision

Other Considerations

—remove AUST291.32.1 (previously paragraph 290.47.

1).

-| Deleted: AUST290.47.1AUST291.32.1

Because of the changing status of
businesses, potential services that can bg
provided to an Assurance Client and
changes in personnel engaged on Assura

NCe

Engagements the review and assessment of
Independence is an ongoing process. Firms

should ensure that they have established
rigorous quality control systems to monitg
changes in client business activities and {
services provided to Assurance Clients st
as to ensure Independence is assured at
times.{

291.33 There may be occasions when there is an inadvevielation of this section. If
such an inadvertent violation occurs, it generafly be deemed not to compromise

Independence provided thérm has appropriate quality control policies and
procedures in place equivalent to those requiredPES 320Quality Control for
Firms, to maintainindependence and, once discovered, the violatiaoriected

promptly and any necessary safeguards are applielintinate any threat or reduce

it to anAcceptabld_evel,

291.33.1 The Firm shall document and discusshadvertent violation of this section with

-

Deleted: International Standards on
Quality Control

Deleted: The Firm shall determine
whether to discuss the matter with Those
Charged with Governance.

Those Charged with Governance unless the inadvedietation is trivial and

inconsequential.
July 2010 Board Decision

— remove 2006 insertions and replace International

identical to 290.39. A new
tency.

reference with reference to APES 320 to make 291.33
paragraph AUST291.33.1 has been inserted for consis
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Paragraphs 291.34 to 291.99 are intentionally lefilank.
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Application of the Conceptual Framework Approach tolndependence

291.100 Paragraphs 291.104 to 291.159 describe specifimrostances and relationships
that create or may create threatsImolependence. The paragraphs describe the
potential threats and the types of safeguardsthgtbe appropriate to eliminate the
threats or reduce them to Arceptable_evel and identify certain situations where
no safeguards could reduce the threats tée@septableLevel. The paragraphs do
not describe all of the circumstances and relatippssthat create or may create a
threat tolndependence. Theirm and the members of thessuranceTeam shall
evaluate the implications of similar, but differenircumstances and relationships
and determine whether safeguards, including thegsafds in paragrap90.11 to - | Comment [eh14]: Technical Staff to
200.15can be applied when necessary to eliminate treatiitolndependence Or. | fo anarn onor - eforoncs shoud be fo
reduce them to aAcceptable_evel. paragraphs 200.11 to 200.15.
{ Deleted: 200.11 to 200.14 ]

291.101 The paragraphs demonstrate how the conceptual Warkeapproach applies to
AssuranceEngagements and are to be read in conjunction vatagraph 291.28
which explains that, in the majority oAssuranceEngagements, there is one
responsible party and that responsible party isAtbsuranceClient. However, in
someAssuranceEngagements there are two or more responsible pattiesuch
circumstances, an evaluation shall be made of hrgats theFirm has reason to
believe are created by interests and relationshipsveen a member of the
Assurancd eam, thekirm, aNetwork Firm and the party responsible for the subject
matter. For assurance reports that include a céstrion use and distribution, the
paragraphs are to be read in the context of pgrhgra91.21 to 291.27.

291.102 Interpretation 2005-01 provides further guidance applying thelndependence
requirements contained in this sectioAssuranc&Engagements.

291.103 Paragraphs 291.104 to 291.120 contain referencdgetmateriality of d&inancial
Interest, loan, or guarantee, or the significanca bfusiness relationship. For the
purpose of determining whether such an intereshaserial to an individual, the
combined net worth of the individual and the indivél's Immediate Family
members may be taken into account.

Financial Interests

291.104 Holding aFinanciallnterest in amAssuranceClient may create a self-interest threat.
The existence and significance of any threat cdedépends on: (a) the role of the
person holding th&inanciallnterest, (b) whether tHénanciallnterest is direct or
indirect, and (c) the materiality of tfi@nanciallnterest.

291.105Financial Interests may be held through an intermediary (@gcollective
investment vehicle, estate or trust). The detertiitnaof whether suclkinancial
Interests are direct or indirect will depend uporetibr the beneficial owner has
control over the investment vehicle or the ability influence its investment
decisions. When control over the investment vehalethe ability to influence
investment decisions exists, this Code definesRhr&tncial Interest to be &®irect
Financial Interest. Conversely, when the beneficial ownerefHinancial Interest
has no control over the investment vehicle or gbid influence its investment
decisions, this Code defines thinancial Interest to be armndirect Financial
Interest.
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291.106 If a member of theAssurancelTeam, a member of that individuallsnmediate
Family, or aFirm has aDirect Financial Interest or a materidhdirect Financial
Interest in theAssuranceClient, the self-interest threat created would be |so
significant that no safeguards could reduce theathto anAcceptableLevel.

Therefore, none of the following shall hav®mect Financiallnterest or a materia

IndirectFinanciallnterest in thelient: a- member of thAssuranc@eam: a member ~ { peleted: c

of that individual’'ssmmediateé=amily member; or th&irm.

291.107When a member of théssuranceTeam has &lose Family member who the
AssuranceTeam member knows has Rirect Financial Interest or a materia
Indirect Financial Interest in theAssuranceClient, a self-interest threat is created.
The significance of the threat will depend on fastsuch as

. The nature of the relationship between the memb#vedAssuranc@ eam and
the CloseFamily member; and

. The materiality of th&inanciallnterest to th&€loseFamily member.

The significance of the threat shall be evaluated aafeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of|
such safeguards include:

. The Close Family member disposing, as soon as practicablegllobf the
Financiallnterest or disposing of a sufficient portion of ladirect Financial
Interest so that the remaining interest is no longgerial;

. Having aMemberreview the work of the member of tAessuranc& eam; or
. Removing the individual from thassuranc& eam.

291.108 If a member of théssurancd eam, a member of that individualimmediate=amily,
or aFirm has a direct or materiéhdirect Financial Interest in an entity that has |a

controlling interest in théssuranceClient, and theglient is material to the entity, the_ - { Deleted: C

self-interest threat created would be so signifithat no safeguards could reduce the
threat to anAcceptableLevel. Therefore, none of the following shall hawels a
Financial Interest: a member of th&ssuranceleam; a member of that individual’s
Immediate=amily; and the=irm.

291.109The holding by &irm or a member of th&ssuranceleam, or a member of that
individual’'s ImmediateFamily, of aDirect FinancialInterest or a materiahdirect
Financial Interest in theAssuranceClient as a trustee creates a self-interest threat.
Such an interest shall not be held unless:

(@) Neither the trustee, nor ammediateFamily member of the trustee, nor
the Firm are beneficiaries of the trust;

(b) The interest in thAssuranceClient held by the trust is not material to the
trust;

(c) The trust is not able to exercise significarftuence over thé\ssurance
Client; and

(d) The trustee, armmediateFamily member of the trustee, or tRgm cannot
significantly influence any investment decisionatwng a Financial Interest
in theAssuranceClient.
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291.110 Members of theAssuranceleam shall determine whether a self-interest thieat
created by any knowiinancial Interests in théAssuranceClient held by other
individuals including:

Partners and professional employees ofRine, other than those referred to
above, or theirmmediatd=amily members; and

Individuals with a close personal relationship watimember of th&ssurance
Team.

Whether these interests create a self-interesatthwil depend on factors such as:

The Firm'’s organgational, operating and reporting structure; and

The nature of the relationship between the indigicand the member of the
Assurancd eam.

The significance of any threat shall be evaluatad aafeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of
such safeguards include:

Removing the member of thssuranceleam with the personal relationship
from theAssuranc&d eam;

Excluding the member of thessuranceleam from any significant decision-
making concerning thAssurancé&ngagement; or

Having aMemberreview the work of the member of thessuranc& eam.

291.1111f a Firm, a member of thAssuranc& eam, or anmmediateEamily member of the
individual, receives &irect Financial Interest or a materidindirect Financial
Interest in arAssuranceClient, for example, by way of an inheritance, giftas a
result of a merger, and such interest would nopérnitted to be held under this
section, then:

(@)

(b)

If the interest is received by tRem, the Financiallnterest shall be disposed
of immediately, or a sufficient amount of &mdirect Financial Interest shall
be disposed of so that the remaining interest ionger material, or

If the interest is received by a member ofAlssurancd eam, or a member of
that individual’simmediateFamily, the individual who received tténancial
Interest shall immediately dispose of tR@ancial Interest, or dispose of a
sufficient amount of arindirect Financial Interest so that the remaining
interest is no longer material.
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291.112When an inadvertent violation of this section aseltites to d&inanciallnterest in
anAssurancélient occurs, it is deemed not to comproniisgependence if:

(&) The Firm has established policies and procedures thguine prompt
notification to the Firm of any breaches resulting from the purchase,
inheritance or other acquisition oFmanciallnterest in théAssurance&lient;

(b) The actions taken in paragraph 291.111(a) af@}aken as applicable; and

(c) TheFirm applies other safeguards when necessary tcceedny remaining
threat to arAcceptabld_evel. Examples of such safeguards include:

(i) Having aMemberreview the work of the member of thessurance
Team; or

(i) Excluding the individual from any significant ddois-making
concerning théssurancé&ngagement.

- { Deleted: f

’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’ N {Deleted:t

Governance. R
N ‘[ Deleted: c

AUST291.112.1 The Firm shall document and discussadvertent violation of this section with \{Deleted:g

A

Those Charged with Governance unless the inadvevieration is trivial and

inconsequential.

July 2010 Board Decision _— renumber this paragraph as AUST291.112.1 and rein  state
IESBA text — final sentence of paragraph 291.112 (s ame approach as paragraphs
290.117 and AUST290.117.1).

Loans and Guarantees

291.113 A loan, or a guarantee of a loan, to a member®fAgsurance eam, or a membe
of that individual’silmmediateFamily, or theFirm from anAssuranceClient that is

guarantee is not made under normal lending proesduerms and conditions, a
self-interest threat would be created that woulddesignificant that no safeguards
could reduce the threat to &tceptableLevel. Accordingly, neither a member of
the Assurancéleam, a member of that individual'simediateFamily, nor aFirm
shall accept such a loan or guarantee.

c { Deleted: financial

made under normal lending procedures, terms andittmms and it is material to
the AssuranceClient or Firm receiving the loan, it may be possible to app
safeguards to reduce the self-interest threat tAceptable_evel. An example of
such a safeguard is having the work reviewed Bbjeaberfrom aNetwork Firm
that is neither involved with th&ssurancé&engagement nor received the loan.

y

c { Deleted: financial

291.115A loan, or a guarantee of a loan, fromAssuranc&lient that is a bank or a simi)z
institution to a member of thAssuranceleam, or a member of that individualis
ImmediateFamily, does not create a threatl tmlependence if the loan or guarantee
is made under normal lending procedures, termscanditions. Examples of such
loans include home mortgages, bank overdraftdpeas and credit card balances.
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291.116f the Firm or a member of thA&ssuranceleam, or a member of that individual’s
ImmediateFamily, accepts a loan from, or has a borrowing gueed by, an

AssuranceClient that is not a bank or simiar institution,etlself-interest threat - - { Deleted: financial

created would be so significant that no safeguamddd reduce the threat to an
Acceptabld_evel, unless the loan or guarantee is immateriabtb theFirm, or the

member of thé\ssurancd eam and thémmediatecamily member, and thelient. - { Deleted: C

291.117 Similarly, if the Firm, or a member of thA&ssuranceleam, or a member of that
individual's ImmediateFamily, makes or guarantees a loan toA@suranceClient,
the self-interest threat created would be so st that no safeguards could
reduce the threat to akcceptable_evel, unless the loan or guarantee is immaterial
to both theFirm, or the member of thAssurancé eam and thémmediateFamily

member, and thelient. | Deleted: ¢

291.118If a Firm or a member of thédssuranceleam, or a member of that individual's
ImmediateFamily, has deposits or a brokerage account witlAasuranceClient

the deposit or account is held under normal comialetierms.
Comment 42

Retain the amendment to paragraphs 291.113 to 291.1 16 and 291.118 - “financial
institution” as per existing APES 110. Although th e term is not proposed to be
defined in the revised APES 110, a definition can b e added to AUST definitions if
necessary.

Nature of Amendment/Source : Terminology/Australian context — replaces “bank o r
similar institution” with “financial institution”. [Relevant associated sections in the
Corporations Act 2001 include: ss 324CF(5), 324CH(1) and 324CH(5)].

July 2010 Board Decision __— reinstate IESBA text, remove 2006 “financial inst itution”
insertion.

Business Relationships

291.119 A close business relationship between a Firm, meaber of théAssurancd eam,
or a member of that individualisnmediate Family, and th&ssuranceClient or its
management arises from a commercial relationshipoonmonFinancial |nterest
and may create self-interest or intimidation thee&xamples of such relationships

include:
. . . . . . . . P {Deleted: C
. Having aFinancial Interest in a joint venture with either tlpent or a -
controlling ownerDirector orOfficer or other individual who performs senior
managerial activities for thgtent. | Deleted: ¢

. Arrangements to combine one or more services atymts of theFirm with

one or more services or products of ghient and to market the package with - { Deleted: c

reference to both partes. o
. Distribution or marketing arrangements under whieé Firm distributes or
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Unless anyFinancial Interest is immaterial and the business relationghi

be so significant that no safeguards could redoedhreat to arcceptable_evel.
Therefore, unless tHeéinanciallnterest is immaterial and the business relationiship
insignificant, the business relationship shall betentered into, or shall be reduced
to an insignificant level or terminated.

In the case of a member of tAssurancd eam, unless any suélinanciallnterest |
is immaterial and the relationship is insignificantthat member, the individual
shall be removed from th&ssuranc& eam.

If the business relationship is betweenlammediateFamily member of a membe
of the AssuranceTeam and theAssuranceClient or its management, th
significance of any threat shall be evaluated afdguards applied when necessary
to eliminate the threat or reduce it toAacceptabld_evel.

291.120The purchase of goods and services fromAasuranceClient by theFirm, or a
member of theAssuranceTeam, or a member of that individuallsnmediate
Family, does not generally create a thrednttependence if the transaction is in the
normal course of business and at arm’s length. Mewesuch transactions may be
of such a nature or magnitude that they creatdf-dnserest threat. The significance
of any threat shall be evaluated and safeguardsedpphen necessary to eliminate
the threat or reduce it to @tceptabld_evel. Examples of such safeguards include:

. Eliminating or reducing the magnitude of the trantisen; or

. Removing the individual from tha@ssuranc& eam. |

Family and Personal Relationships

291.121 Family and personal relationships between a membtre Assurancd eam and a
Director orOfficer or certain employees (depending on theieyalf theAssurance
Client, may create self-interest, familiarity orimidation threats. The existenge
and significance of any threats will depend on aloer of factors, including the
individual's responsibilities on thassurancé eam, the role of the family membg

—

or other individual within thglient, and the closeness of the relationship. -~ { Deleted:

291.122 When animmediateEamily member of a member of tlessurancd eam is:
(@) ADirector orOfficer of theAssurance&lient, or

(b) An employee in a position to exert significanfluence over the subject
matter information of théssurancé&Engagement,

- { Deleted: E

subject matter information, the threatslitmependence can only be reduced to|an
AcceptableLevel by removing the individual from thAssuranceTeam. The
closeness of the relationship is such that no athfrguards could reduce the threat
to anAcceptableLevel. Accordingly, no individual who has such aatieinship
shall be a member of thessurancd eam.
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291.123Threats tolndependence are created whenlamediate Family member of a
member of theAssuranceleam is an employee in a position to exert significa

will depend on factors such as:
. The position held by themmediateFamily member; and
. The role of the professional on tAssurancd eam.

The significance of the threat shall be evaluatad aafeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of
such safeguards include:

. Removing the individual from thassuranc& eam; or

. Structuring the responsibilities of tRessurancd eam so that the professional
does not deal with matters that are within the saspbility of thelmmediate
Family member.

291.124 Threats tdndependence are created whe@l@se Family member of a member of
the Assuranc& eam is:

. A Director orOfficer of theAssurancelient; or

. An employee in a position to exert significant ughce over the subject
matter information of th@ssurancé&Engagement.

The significance of the threats will depend ondegsuch as:

. The nature of the relationship between the memb#vecAssuranc& eam and
the CloseFamily member;

. The position held by th€loseFamily member; and
. The role of the professional on tAssurancd eam.

The significance of the threat shall be evaluated aafeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of
such safeguards include:

. Removing the individual from thassuranc& eam; or

. Structuring the responsibilities of tRessuranc& eam so that the professional
does not deal with matters that are within the sasjbility of the Close
Family member.

291.125Threats tondependence are created when a member ofhdsharanceleam has a
close relationship with a person who is notl ammediate oClose Family member,
but who is aDirector orOfficer or an employee in a position to exert sigmint
influence over the subject matter information oé thssuranceEngagement. A
member of theAssuranceTeam who has such a relationship shall consult in
accordance withirirm policies and procedures. The significance ef tiireats will
depend on factors such as:

. The nature of the relationship between the indigicand the member of the
Assurancd eam;

- { Deleted: C

. The role of the professional on tAssurancd eam.
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The significance of the threats shall be evaluated safeguards applied when
necessary to eliminate the threats or reduce tbemmAcceptabld_evel. Examples|
of such safeguards include:

. Removing the professional from tAessuranc@ eam; or L
|

. Structuring the responsibilities of thessurancd eam so that the profession
does not deal with matters that are within the sasjbility of the individual
with whom the professional has a close relationship

291.126 Self-interest, familiarity or intimidation threatsay be created by a personal or

family relationship between (a) @artner or employee of thEirm who is not a| - - {eleted: P
member of theAssurancelTeam and (b) @irector or Officer of the Assurance
Client or an employee in a position to exert sigrifit influence over the subject
matter information of théssuranc&engagement. The existence and significance of
any threat will depend on factors such as:
. The nature of the relationship between fgaetner or employee of thErm | -~ [ Daleted: P
and theDirector orOfficer or employee of thelient; | - { Deleted:
. The interaction of thgartner or employee of thirm with the Assurance| -~ 2eleted: »
Team;
. The position of thgartner or employee within tHérm; and - {peteted: p
. Therole of the individual within theient,. - {peletedi c
The significance of any threat shall be evaluated safeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of|
such safeguards include:
e {Deleted: P

. Structuring thepartner’s or employee’s responsibilities to reduceg potential

influence over thé\ssurancé&ngagement; or
. Having aMemberreview the relevant assurance work performed.

291.127 When an inadvertent violation of this section aseltites to family and personal
relationships occurs, it is deemed not to comprefmdependence if:

(&) The Firm has established policies and procedures thguine prompt
notification to theFirm of any breaches resulting from changes in the
employment status of theimmediate orClose Family members or othe
personal relationships that create threatsidependence;

(b) The inadvertent violation relates to dmmediate Family member of a
member of theAssuranceTeam becoming &irector or Officer of the
AssuranceClient or being in a position to exert significanfluence over the
subject matter information of th&ssuranceEngagement, and the relevant
professional is removed from tessurancd eam; and

(c) The Firm applies other safeguards when necessary toceedny remaining
threat to arAcceptabld_evel. Examples of such safeguards include:

. Having aMember review the work of the member of thessurance
Team; or

. Excluding the relevant professional from any sigaifit decision-

making concerning thengagement. | - - { Deleted: E
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The Firm shall determine whether to discuss the mattith Whose Charged with
Governance.

Employment with Assurance Clients

291.128 Familiarity or intimidation threats may be creaféd Director or Officer of the
AssuranceClient, or an employee who is in a position to exsghificant influence
over the subject matter information of thessuranceEngagement, has been a

member of théAssuranc& eam ogartner of thegirm. - { Deleted: P
291.1291f a former member of théssuranceleam orpartner of theFirm has joined the - { peteted: P
Assurance&lient in such a position, the existence and sigaifce of any familiarity
or intimidation threats will depend on factors sash
(@) The position the individual has taken atg¢hent, =" { peleted: ¢
(b) Any involvement the individual will have withé Assuranc@ eam;
(c) The length of time since the individual was enmbber of theAssuranc& eam
orpartner of thebirmand ... __{ Deleted: P
(d) The former position of the individual withingl\ssurancé eam orFirm, for
example, whether the individual was responsible fmintaining regular
contact with theglient's management dfhoseCharged withGovernance. - { Deleted: c
In all cases the individual shall not continue #otjgipate in thekirm’s business or
professional activities.
The significance of any threats created shall bduawed and safeguards applied
when necessary to eliminate the threats or redhara to arAcceptabld_evel.
Examples of such safeguards include:
. Making arrangements such that the individual isemiitled to any benefits or
payments from theFirm, unless made in accordance with fixed pre-
determined arrangements.
. Making arrangements such that any amount owed goirttlividual is not
material to theé=irm;
. Modifying the plan for théssurancé&ngagement;
. Assigning individuals to théssuranceleam who have sufficient experience
in relation to the individual who has joined gifent;or | Deleted: ¢
. Having aMemberreview the work of the former member of tAssurance
Team.
P {Deleted: P

the entity subsequently becomes/AsssuranceClient of theFirm, the significance
of any threats tdndependence shall be evaluated and safeguardedpplien
necessary, to eliminate the threat or reduceantacceptabld_evel.
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291.131 A self-interest threat is created when a membeh®Assurancéleam participate
in the AssuranceEngagement while knowing that the member of #ssurance

the significance of the threat shall be evaluated safeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of|
such safeguards include:

. Removing the individual from thassuranc& eam; or ‘
. A review of any significant judgments made by thatividual while on the
team.
Recent Service with an Assurance Client

291.132 Self-interest, self-review or familiarity threatsayjnbe created if a member of the
AssuranceTeam has recently served adDaector, Officer, or employee of the
AssuranceClient. This would be the case when, for examplenember of the
AssuranceTeam has to evaluate elements of the subject miaffiemmation the

member of thédssuranc&eam had prepared while with thiéent. - { Deleted: c

291.1331f, during the period covered by the assurance ntgepomember of théssurance
Team had served aBirector or Officer of the AssuranceClient, or was an
employee in a position to exert significant inflaenover the subject matter
information of the AssuranceEngagement, the threat created would be |so
significant that no safeguards could reduce theathto anAcceptableLevel.
Consequently, such individuals shall not be assigngheAssurancd eam.

291.134 Self-interest, self-review or familiarity threatsaynbe created if, before the period
covered by the assurance report, a member oAfseiranceleam had served as
Director or Officer of the AssuranceClient, or was an employee in a position [to
exert significant influence over the subject maitdormation of theAssurance
Engagement. For example, such threats would beettéfad decision made or work

performed by the individual in the prior period, ilehemployed by thglient, is to | - - { Deleted: c

be evaluated in the current period as part of theeatAssurancé&Engagement. The
existence and significance of any threats will aeepen factors such as:

e {Deleted: C

. The position the individual held with tjpent;

e {Deleted: C

. The length of time since the individual left {tieent; and

. The role of the professional on tAssurancd eam.

The significance of any threat shall be evaluatad aafeguards applied when
necessary to reduce the threat to AccreptableLevel. An example of such é
safeguard is conducting a review of the work penfedt by the individual as part of
the Assurancd eam.
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AUST

Serving as a Director or Officer of an Assurance Qént

or employee shall serve a®aector orOfficer of anAssurancelient.

291.136 The position of Company Secretary has different licagions in different

jurisdictions. Duties may range from administratidaties, such as personnel
management and the maintenance of company recadisegisters, to duties as
diverse as ensuring that the company complies r&iglulation or providing advice
on corporate governance matters. Generally, thistipo is seen to imply a close
association with the entity.

Comment 51

Retain removal — these provisions are not applicabl e in the Australian context

Nature of Amendment/Source : In 2006 the Board deleted this paragraph.

July 2010 Board Decision _— reinstate IESBA paragraph 291.136 and insert a ne w
AUST paragraph (refer AUST291.137.1) to clarify tha t the situation described in
paragraph 291.136 is not permitted in Australia (sa  me approach taken in relation to
paragraphs 290.147 and AUST290.148.1).

291.137The position of Company Secretary has different licagions in different

jurisdictions. Duties may range from administratidaties, such as personnel
management and the maintenance of company recodisegisters, to duties as
diverse as ensuring that the company complies reiglulation or providing advice
on corporate governance matters. Generally, thistipo is seen to imply a close
association with the entity.If Bartner or employee of tHérm serves as Company
Secretary for alssuranceClient, self-review and advocacy threats are cretitat
would generally be so significant that no safegsarould reduce the threats to an
AcceptableLevel. Despite paragraph 291.135, when this pradsicgpecifically
permitted under local law, professional rules acpice, and provided management
makes all relevant decisions, the duties and aietivshall be limited to those of a
routine and administrative nature, such as pregarmnutes and maintaining
statutory returns. In those circumstances, theifgignce of any threats shall be
evaluated and safeguards applied when necessatirinate the threats or reduce
them to arAcceptabld_evel.

Comment 52

Retain removal — these provisions are not applicabl e in the Australian context
Nature of Amendment/Source : In 2006 the Board deleted this paragraph.

July 2010 Board Decision _— reinstate IESBA paragraph 291.137.

91.137.1| In Australia, as the company secyeiran Officer of the company, a Member

shall not act in the position of the company seayetof an Assurance Client
because the self-review and self-interest threa@ted would be so significant that
no safeguards could reduce the threats to an Aalclept evel. Accordingly, no

partner or employee of a Firm shall serve as a emygecretary of an Assurance
Clientl B
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291.138 Performing routine administrative services to suppa company secretarial
function or providing advice in relation to compasgcretarial administration

matters does not generally create threatsinbependence, as long @ient | - { Deleted: c
management makes all relevant decisions.
Long Association of Senior Personnel with Assuranc€lients

291.139 Familiarity and self-interest threats are creatgdiking the same senior personnel
on anAssuranceEngagement over a long period of time. The signifaga of the|
threats will depend on factors such as:

. How long the individual has been a member ofAksurancd eam;
. The role of the individual on th&ssurancd eam;
. The structure of thgirm;

. The nature of thAssurancé&ngagement;

- Whether theglient's management team has changed; and - {pamesic
. Whether the nature or complexity of the subject tematnformation has

changed.
The significance of the threats shall be evaluaad safeguards applied when
necessary to eliminate the threats or reduce tbesmAcceptable_evel. Examples|
of such safeguards include:
. Rotating the senior personnel off thesuranc& eam;
. Having aMemberwho was not a member of thessuranceleam review the

work of the senior personnel; or

\ e {Deleted: E

. Regular independent internal or external qualityews of theengagement.

Provision of Non-assurance Services to Assurancei€its

291.140Firms have traditionally provided to theikssuranceClients a range of nonl
assurance services that are consistent with tkidlis and expertise. Providing non-
assurance services may, however, create threétte todependence of thérm or
members of théAssuranceleam. The threats created are most often self-review
self-interest and advocacy threats.

291.141 When specific guidance on a particular non-ass@raecvice is not included in this
section, the conceptual framework shall be applbén evaluating the particular
circumstances.

AssuranceChent a determination shall be made as to whememdlng such a
service would create a threatltwlependence. In evaluating the significance of any
threat created by a particular non-assurance sgreansideration shall be given to
any threat that théssurancelTeam has reason to believe is created by providing
other related non-assurance services. If a thseatteiated that cannot be reduced to
an AcceptableLevel by the application of safeguards the non-asmer service|
shall not be provided.
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Management Responsibilities

291.143 Management of an entity performs many activitieeanaging the entity in the best
interests of stakeholders of the entity. It is possible to specify every activity that
is a management responsibility. However, managemesponsibilities involve
leading and directing an entity, including makingn#ficant decisions regarding the
acquisition, deployment and control of human, feiah physical and intangible
resources.

291.144Whether an activity is a management responsibilépends on the circumstances
and requires the exercise of judgment. Examplesctivities that would generally
be considered a management responsibility include:

. Setting policies and strategic direction;
. Directing and taking responsibility for the actiasfsghe entity’s employees;
. Authorising transactions;

. Deciding which recommendations of thHgrm or other third parties to
implement; and

. Taking responsibility for designing, implementingdamaintaining internal
control.

291.145 Activities that are routine and administrative, orvolve matters that are
insignificant, generally are deemed not to be aagament responsibility. For
example, executing an insignificant transactiont thas been authgdd by
management or monitoring the dates for filing ttaty returns and advising an
AssuranceClient of those dates is deemed not to be a managemsponsibility.
Further, providing advice and recommendations tsisasmanagement in
discharging its responsibilities is not assumimganagement responsibility.

291.146 Assuming a management responsibility forAssuranceClient may create threats
to Independence. If Birm were to assume a management responsibilityagsob
the assurance service, the threats created wowd Begnificant that no safeguards
could reduce the threats to akcceptableLevel. Accordingly, in providing
assurance services to AssuranceClient, aFirm shall not assume a management
responsibility as part of the assurance servicéhdfFirm assumes a management
responsibility as part of any other services preditb theAssuranceClient, it shall
ensure that the responsibility is not related #® ghbject matter and subject matter
information of amAssurancé&ngagement provided by thérm.

291.147To avoid the risk of assuming a management resbititsirelated to the subject
matter or subject matter information of tAssuranceEngagement, th&irm shall
be satisfied that a member of management is reggerisr making the significant
judgments and decisions that are the proper re#plitys of management,
evaluating the results of the service and accepéagonsibility for the actions to be
taken arising from the results of the service. Titdduces the risk of thEirm
inadvertently making any significant judgments oecidions on behalf of
opportunity to make judgments and decisions baseanoobjective and transparent
analysis and presentation of the issues.
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Other Considerations

291.148 Threats tolndependence may be created whehiren provides a non-assurange
service related to the subject matter informatibmmAssuranceEngagement. In
such cases, an evaluation of the significance efFthm’s involvement with the

subject matter information of thengagement shall be made, and a determinafion{ Deleted: £

shall be made of whether any self-review threads dne not at aAcceptabld_evel
can be reduced to @cceptabld_evel by the application of safeguards.

291.149 A self-review threat may be created if them is involved in the preparation of
subject matter information which is subsequentby shibject matter information of
anAssuranc&ngagement. For example, a self-review threat wbeldreated if the
Firm developed and prepared prospective financifdrination and subsequentl
provided assurance on this information. Consequetite Firm shall evaluate th
significance of any self-review threat created twy provision of such services and
apply safeguards when necessary to eliminate theatthor reduce it to an
Acceptabld_evel.

291.150 When aFirm performs a valuation that forms part of thejeabmatter information
of an AssuranceEngagement, th&irm shall evaluate the significance of any se|lf-
review threat and apply safeguards when necessalyninate the threat or reduce
it to anAcceptabld_evel.

Fees

Fees—Relative Size

291.151 When the total fees from aissuranceClient represent a large proportion of tll\e

total fees of thefirm expressing the conclusion, the dependence atglibnt and | - { Deleted:

concern about losing thelient creates a self-interest or intimidation threBhe | - { peleted: c

significance of the threat will depend on factarstsas:
. The operating structure of tié&m;
. Whether theFirm is well established or new; and

. The significance of thelient qualitatively and/or quantitatively to them. | -~ 2elted:C
The significance of the threat shall be evaluated aafeguards applied when
necessary to eliminate the threat or reduce intdeceptableLevel. Examples of|
such safeguards include:

l e {Deleted: C

. Reducing the dependency on tiient;

. External quality control reviews; or

. Consulting a third party, such as a professiongdilegory body or dMember ‘
on key assurance judgments.
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{ Deleted: AUST290.206.1

AUST|291.151.1 In all cases where the fees genetdayedn Assurance Client exceed 15% of the

Firm's total fees the following safequards are Bsap/ to reduce the threat to an
Acceptable Level:

. - _ - Deleted: Professi | A tant
« _Involving an additiona)] Member who was not parttioé Assurance Team to- { Deleted: professional Accountan

carry out reviews of the work done, or otherwiseisel as necessary;

e provide documentation of such review to the applieaprofessional body,
during quality review.

Where an Assurance Client provides a Firm with aduly large proportion of its
total fees, the only course of action is to refissperform, or to withdraw from, the
Assurance Engagement.

Comment 54

Retain — removal of this amendment would be a signi  ficant departure from existing
Australian requirements.

Nature of Amendment/Source : [F1, Appendix 2, para 2.116].

July 2010 Board Decision - retain.

Outstanding Issue — Board to give further considera  tion to the reference to 15%.

Technical Staff Comment : The 15% amount is also used in the IESBA requirem  ents
for Audit Clients that are Public Interest Entities (refer paragraph 290.222) and is
used in paragraph AUST290.206.1 of the existing APE S 110 in respect of Assurance
Clients.

291.152 A self-interest or intimidation threat is also deghwhen the fees generated from an
AssuranceClient represent a large proportion of the revermaenfan individual

applied when necessary to eliminate the threaeduce it to ar\cceptableLevel. -  Deleted: c

An example of such a safeguard is having an aditiMemberwho was not a
member of théssurancd eam review the work or otherwise advise as necgssar

Fees—Overdue

| 291.153 A self-interest threat may be created if fees doenfanAssuranceClient remain
unpaid for a long time, especially if a significaoart is not paid before the issue of
| the assurance report, if any, for the followingiper Generally théirm is expected
to require payment of such fees before any suchrrap issued. If fees remain
unpaid after the report has been issued, the existand significance of any threat
shall be evaluated and safeguards applied wherssegeto eliminate the threat or
reduce it to ar\cceptable_evel. An example of such a safeguard is havinghemot
Memberwho did not take part in thAssuranceEngagement provide advice or
review the work performed. ThEirm shall determine whether the overdue fees

the significance of the overdue fees, it is apgedprfor theFirm to be re-appointed
or continue théssuranc&Engagement.

Contingent Fees

291.154 Contingent Fees are fees calculated on a predetermined basingeto the
outcome of a transaction or the result of the ses/performed by théirm. For the
purposes of this section, fees are not regardéeiag contingent if established by a
court or other public authority.
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291.155A Contingent Fee charged directly or indirectly, for example tigh an
intermediary, by aFirm in respect of amAssuranceEngagement creates a self-
interest threat that is so significant that no gaéeds could reduce the threat to an
Acceptable Level. Accordingly, aFirm shall not enter into any such fde
arrangement.

291.156 A Contingent Fee charged directly or indirectly, for example thgh an
intermediary, by aFirm in respect of a non-assurance service provitedn
AssuranceClient may also create a self-interest threat. ¢ tlutcome of the non
assurance service, and therefore, the amount dethas dependent on a future or
contemporary judgment related to a matter that aenal to the subject matter
information of theAssuranc&Engagement, no safeguards could reduce the thrept to
anAcceptabld_evel. Accordingly, such arrangements shall notduepted.

291.157 For otherContingentFee arrangements charged byFiam for a non-assurance
service to amssuranceClient, the existence and significance of any thweamill
depend on factors such as:

. The range of possible fee amounts;

. Whether an appropriate authority determines thearoé of the matter upon
which theContingentFee will be determined;

. The nature of the service; and
. The effect of the event or transaction on the sibjetter information.

The significance of any threats shall be evaluatad safeguards applied when
necessary to eliminate the threats or reduce thesmAcceptable_evel. Examplesl
of such safeguards include:

. Having aMemberreview the relevant assurance work or otherwisgsadas ‘
necessary; or

. Using professionals who are not members ofARsurancéleam to perform|
the non-assurance service.

Commissions

AUST291.157.1 The receipt of commissions or othendfits as a result of the Assuran /{De'eted:Ausmo'ZlZ'l

Engagement poses a risk to Independence that céenoésolved by safeguards
other than the refusal to perform the engagement.

Comment 55

Retain — removal of this amendment would be a signi  ficant departure from existing
Australian requirements.

Nature of Amendment/Source : [F1, Appendix 2, para 2.123].

July 2010 Board Decision - retain — consider relocating from AUST291.156.1t o before
paragraph 291.158 and include under a new separate  heading “Commissions”.
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Gifts and Hospitality

291.158 Accepting gifts or hospitality from afdissuranceClient may create self-interest and
familiarity threats. If aFirm or a member of th@ssuranceleam accepts gifts or
hospitality, unless the value is trivial and inceqsential, the threats created would
be so significant that no safeguards could rededtreats to aAcceptable_evel.
Consequently, &irm or a member of théssurancelTeam shall not accept such
gifts or hospitality.

Actual or Threatened Litigation

291.159When litigation takes place, or appears likelywmatn theFirm or a member of the
Assurancd leam and théssuranceClient, self-interest and intimidation threats are

client's management are placed in adversarial positiby actual or threatened - { peleted: c

litigation, affecting management’s willingness ta@ka complete disclosures self-
interest and intimidation threats are created. Jigaificance of the threats created
will depend on such factors as:

. The materiality of the litigation; and
. Whether the litigation relates to a priéssurancé&ngagement.

The significance of the threats shall be evaluaad safeguards applied when
necessary to eliminate the threats or reduce tbesmAcceptableLevel. Examples
of such safeguards include:

. If the litigation involves a member of th&ssuranceleam, removing that
individual from theAssurancd eam; or

. Having a professional review the work performed.

If such safeguards do not reduce the threats td\@reptableLevel, the only
appropriate action is to withdraw from, or declittee Assurancé&Engagement.
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Interpretation 2005-01 (Revised July 2009 to confon to changes resulting from the
IESBA'’s project to improve the clarity of the Code)

Engagements

This interpretation provides guidance on the appibm of thelndependence requirements
contained in Section 291 #@ssuranceengagements that are nehancial StatementAudit
Engagements.

This interpretation focuses on the application essuhat are particular té\ssurance
Engagements that are nBihancial StatementAudit Engagements. There are other matters
noted in Section 291 that are relevant in the cmration oflndependence requirements fpr
all Assuranceengagements. For example, paragraph 291.3 statearttevaluation shall be
made of any threats tli@rm has reason to believe are created bietwork Firm’s interests
and relationships. It also states that whenABsuranceleam has reason to believe that a
Related Entity of such anAssuranceClient is relevant to the evaluation of tiérm’s

Independence of thelient, the AssuranceTeam shall include thé&elated Entity when | - { Deleted: ¢

evaluating threats ttndependence and when necessary applying safegUdrelse matters
are not specifically addressed in this interpretati

As explained in the International Framework for éssice Engagements issued by the
International Auditing and Assurance Standards 8oar an AssuranceEngagement, the
Member in Public Practice expresses a conclusion designed to enhtmecelegree of
confidence of the intended users other than thgoresble party about the outcome of the
evaluation or measurement of a subject matter apeiiteria.

p { Deleted: B

Assertionpased Assurance Engagements -

In an assertion-baseissuranceEngagement, the evaluation or measurement of thecup
matter is performed by the responsible party, &pdstibject matter information is in the form
of an assertion by the responsible party that ider@vailable to the intended users.

In an assertion-basglissurancé&engagementndependence is required from the respons‘ble
party, which is responsible for the subject maittésrmation and may be responsible for the
subject matter.

In those assertion-basédssuranceEngagements where the responsible party is resgensib
for the subject matter information but not the sebjmatter|ndependence is required fro
the responsible party. In addition, an evaluatiballsbe made of any threats tR#m has
reason to believe are created by interests andiomdhips between a member of the
Assurancd eam, therirm, aNetworkFirm and the party responsible for the subject matte|

- { Deleted: R

In a direct reportingAssuranceEngagement, thdMemberin Public Practice either directly|
performs the evaluation or measurement of the sulojatter, or obtains a representation
from the responsible party that has performed teduation or measurement that is not
available to the intended users. The subject maifermation is provided to the intended
users in the assurance report.

In a direct reportingAssuranceEngagementndependence is required from the respons‘ble
party, which is responsible for the subject matter.
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Multiple Responsible Parties

there may be several responsible parties. For eleampublic accountant iRublic Practice
may be asked to provide assurance on the monthtylation statistics of a number of
} independently owned newspapers. The assignmentl dmulan assertion basédsurance
Engagement where each newspaper measures its tivoudad the statistics are presented in
an assertion that is available to the intendedsugdternatively, the assignment could be a
| direct reportingAssurancé&ngagement, where there is no assertion and therenmaay not
be a written representation from the newspapers.

} In both assertion-basédssurancé&ngagements and direct reportidgsurancé&Engagements

_ {Deleted: E

Section 291 to each responsible party,Eimen may take into account whether an interest or
relationship between th&rm, or a member of thé\ssuranceTeam, and a particular
responsible party would create a thredttdependence that is not trivial and inconsequential
in the context of the subject matter informatiohisIwill take into account:

. The materiality of the subject matter informatiam the subject matter) for which the
particular responsible party is responsible; and

. The degree of public interest that is associated tieengagement. 27 { peleted: €

If the Firm determines that the threatlttdependence created by any such relationships with
a particular responsible party would be trivial amcbonsequential it may not be necessary to
apply all of the provisions of this section to thegponsible party.

Example

The following example has been developed to dematesthe application of Section 291. It

Network Firm.

A Firm is engaged to provide assurance on the totatepr oil reserves of 10 independent
companies. Each company has conducted geograpinidaéngineering surveys to determine
their reserves (subject matter). There are estalisriteria to determine when a reserve may
be considered to be proven which tdlemberin Public Practice determines to be suitable

criteria for theengagement. | Deleted: £
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The proven reserves for each company as at Dece3tib20X0 were as follows:

Proven oil reserves
thousands of barrels
Company 1 5,200
Company 2 725
Company 3 3,260
Company 4 15,000
Company 5 6,700
Company 6 39,126
Company 7 345
Company 8 175
Company 9 24,135
Company 10 9,635
Total 104,301
_ | Deleted:
Theengagement could be structured in differing ways: =~~~ -
Assertionpasedengagements |- }z:::::: :

Al Each company measures its reserves and prosgitessertion to thEirm and to
intended users.

A2 An entity other than the companies measureseberves and provides an assertion
to theFirm and to intended users.

e {Deleted: R

’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’’ 1 {Deleted: E

D1 Each company measures the reserves and protdegirm with a written
representation that measures its reserves agdiestestablished criteria for
measuring proven reserves. The representatiort Bvadlable to the intended users.

D2 TheFirm directly measures the reserves of some of tinepanies.
Application of Approach

Al Each company measures its reserves and prosgitessertion to thEirm and to |
intended users.

may take into account whether an interest or oeiatiip with a particular company would
create a threat tthdependence that is not at AoceptableLevel. This will take into account
factors such as:

. The materiality of the company’s proven reservegelation to the total reserves to be
reported on; and
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. The degree of public interest associated wittetigagement. (Paragraph 291.28.)

For example Company 8 accounts for 0.17% of thal tr#serves, therefore a business
relationship or interest with Company 8 would ceedss of a threat than a similar
relationship with Company 6, which accounts forragpnately 37.5% of the reserves.

Having determined those companies to which lthéependence requirements apply, the
Assurancd eam and th&irm are required to be independent of those resplengarties that
would be considered to be tAssuranc&lient (paragraph 291.28).

A2 An entity other than the companies measureseberves and provides an assertion
to theFirm and to intended users.

The Firm shall be independent of the entity that measuhe reserves and provides an
assertion to th&irm and to intended users (paragraph 291.19). &htitly is not responsible
for the subject matter and so an evaluation steathbde of any threats the#m has reason to
believe are created by interests/relationships thighparty responsible for the subject matter
(paragraph 291.19). There are several parties msiije for the subject matter in this

| engagement (Companies 1-10). As discussed in exaAiplabove, theFirm may take into - { Deleted: £

account whether an interest or relationship wigagicular company would create a threat to
Independence that is not atAcceptabld_evel.

D1 Each company provides ti&rm with a representation that measures its reserve
against the established criteria for measuring gmaeserves. The representation is
not available to the intended users.

{ Deleted: E

whether it is necessary to apply timelependence provisions to all of the companiesEitine
may take into account whether an interest or aelatiip with a particular company would
| create a threat thdependence that is not at AoceptablelLevel. This will take into account
factors such as:

. The materiality of the company’s proven reservegelation to the total reserves to be
reported on; and

e {Deleted: E

| . The degree of public interest associated wittgtigagement. (Paragraph 291.28).

For example, Company 8 accounts for 0.17% of theerkes, therefore a business
relationship or interest with Company 8 would ceed¢ss of a threat than a similar
relationship with Company 6 that accounts for agpnately 37.5% of the reserves.

Having determined those companies to which lthgéependence requirements apply, the
Assurancd eam and th&irm shall be independent of those responsible gmttiat would be
considered to be th&ssurancelient (paragraph 291.28).

D2 TheFirm directly measures the reserves of some of tingpanies.
The application is the same as in example D1.
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PART C—MEMBERS IN BUSINESS
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SECTION 300

Introduction

300.1

300.2

300.3

300.4

300.5

300.6

This Part of the Code describes how the qunakframework contained in Part A
applies in certain situations Membes inBusiness. This Part does not describe all
of the circumstances and relationships that coelchcountered by Kemberin
Business that create or may create threats to canggi with the fundamental
principles. Therefore, th®lemberin Business is encouraged to be alert for such
circumstances and relationships.

Investors, creditors, employers and otheiosgof the business community, as well
as governments and the public at large, all may oel the work ofMembes in
Business.Members in Business may be solely or jointly responsible foe th
preparation and reporting of financial and otheiorimation, which both their
employing orgargations and third parties may rely on. They may akso
responsible for providing effective financial maeatgnt and competent advice on
a variety of business-related matters.

_ {Deleted: P

executive or non-executive), an owner manager lant@er or, another working for {Deleted: a

one or more employing orgaatior). The legal form of the relationship with th { Deleted: otherwise

employing orgarsation, if any, has no bearing on the ethical resjimlities | DPeleted:s

o

incumbent on th&lemberin Business.
Comment 57
Retain — this editorial corrects an apparent gramma tical oversight.

Nature of Amendment/Source : Editorial.

July 2010 Board Decision - remove 2006 amendments and restore original IESBA
text.

A Memberin Business has a responsibility to further the legitenaims of the
Membefs employing orgargation. This Code does not seek to hindéteamberin
Business from properly fulfilling that responsihjlitout addresses circumstances in
which compliance with the fundamental principlesyrba compromised.

AMemberin Business may hold a senior position within an orggitin. The more
senior the position, the greater will be the apikitnd opportunity to influence
events, practices and attitudes.Member in Business is expected, therefore, to
encourage an ethics-based culture in an employiganiation that emphasgs the
importance that senior management places on etitelviar.

AMemberin Business shall not knowingly engage in any businessypation, or
activity that impairs or might impair integrity, j@getivity or the good reputation of
the profession and as a result would be incomgatibith the fundamental
principles.
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300.7

300.8

300.9

300.10

300.11

Compliance with the fundamental principlesy mpatentially be threatened by a
broad range of circumstances and relationshipsdthrfall into one or more of the
following categories:

(a) Self-interest;

(b) Self-review;

(c) Advocacy;

(d) Familiarity; and

(e) Intimidation.

These threats are discussed further in Part Ai®{Gbde.

Examples of circumstances that may creafensetest threats for &lemberin
Business include:

. Holding a Financial Interest in, or receiving a loan or guarantee frov
employing orgargation.

. Participating in incentive compensation arrangesenffered by the
employing orgargation.

. Inappropriate personal use of corporate assets.

. Concern over employment security.

. Commercial pressure from outside the employing miggéion.

An example of a circumstance that createslfaeview threat for aMemberin
Business is determining the appropriate accountimgtment for a busines
combination after performing the feasibility stuthat supported the acquisition
decision.

When furthering the legitimate goals and ectijes of their employing
organgations, Members in Business may promote the orggation’s position,|
provided any statements made are neither false nmeteading. Such actions
generally would not create an advocacy threat.

Examples of circumstances that may createlidaty threats for aMember in
Business include:

. Being responsible for the employing orgaation’s financial reporting whe
an Immediate orClose Family member employed by the entity makes
decisions that affect the entity’s financial repugt

. Long association with business contacts influenbnginess decisions.

. Accepting a gift or preferential treatment, unlghe value is trivial and
inconsequential.
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300.12 Examples of circumstances that may credimidation threats for alemberin
Business include:

. Threat of dismissal or replacement of dlemberin Business or &lose or
ImmediateFamily member over a disagreement about the apgicatf an
accounting principle or the way in which financi@formation is to be
reported.

. A dominant personality attempting to influence ttexision making process,
for example with regard to the awarding of consamt the application of an
accounting principle.

300.13 Safeguards that may eliminate or reducethite anAcceptabld_evel fall into two
broad categories:

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

Examples of safeguards created by the professémislation or regulation are
detailed in paragraph 100.14 of Part A of this Code

300.14 Safeguards in the work environment include:

. The employing orgasation’s systems of corporate oversight or other
oversight structures.

. The employing orgasation’s ethics and conduct programs.

. Recruitment procedures in the employing orgatibn emphasing the

importance of employing high caléscompetent staff. | Deleted: e

. Strong internal controls.
. Appropriate disciplinary processes.

. Leadership that stresses the importance of ethimlaviar and the
expectation that employees will act in an ethicahrrer.

. Policies and procedures to implement and moniter dhality of employee
performance.

. Timely communication of the employing orgsation’s policies and
procedures, including any changes to them, torafileyees and appropriate
training and education on such policies and proesdu

. Policies and procedures to empower and encourag@logees to
communicate to senior levels within the employingamiation any ethical
issues that concern them without fear of retributio

. Consultation with another appropridtfieember

300.15 In circumstances wheréviemberin Business believes that unethical behawvior
actions by others will continue to occur within teeploying orgaration, the
Member in Business may consider obtaining legal advice. Insgéh@xtreme
situations where all available safeguards have leebausted and it is not possible
to reduce the threat to akcceptableLevel, aMemberin Business may conclude
that it is appropriate to resign from the employimgangation.
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SECTION 310

Potential Conflicts

310.1

310.2

310.3

AMemberin Business shall comply with the fundamental princplEhere may b%
times, however, whenMembetfs responsibilities to an employing orgsation and
professional obligations to comply with the fundautaé principles are in conflict. A
Memberin Business is expected to support the legitimate ahitad objectives|
established by the employer and the rules and guves drawn up in support of
those objectives. Nevertheless, where a relatipnshtircumstance creates a threat
to compliance with the fundamental principlesMamberin Business shall appl;}
the conceptual framework approach described ini@ect0O0 to determine a
response to the threat.

As a consequence of responsibilities to aplaimg orgargation, aMember in L
Business may be under pressure to act or behavayis that could create threats o
compliance with the fundamental principles. Suclkspure may be explicit or
implicit; it may come from a supervisor, managBitector or another individua
within the employing orgagation. AMemberin Business may face pressure to:

. Act contrary to law or regulation.
. Act contrary to technical or professional standards
. Facilitate unethical or illegal earnings managenstnategies.

. Lie to others, or otherwise intentionally misleadc(uding misleading by
remaining silent) others, in particular:

0 The auditors of the employing orgaaiion; or
0 Regulators.

. Issue, or otherwise be associated with, a finararialon-financial report that
materially misrepresents the facts, including st&tets in connection with, for
example:

0 The FinancialStatements;

0 Tax compliance;

0 Legal compliance; or

0 Reports required by securities regulators.

The significance of any threats arising frenth pressures, such as intimidation
threats, shall be evaluated and safeguards applied necessary to eliminate them
or reduce them to afscceptable_evel. Examples of such safeguards include:

. Obtaining advice, where appropriate, from withie #mploying orgasation,
an independent professional advisor or a relevarfegsional body.

. Using a formal dispute resolution process withia émploying orgasation. |
. Seeking legal advice.

139



AUST]

SECTION 320
Preparation and Reporting of Information
’ 320.1

320.2

320.2.1

Membes in Business are often involved in the preparation aeponing of
information that may either be made public or ubgddthers inside or outside the
employing orgargation. Such information may include financial or nagement
information, for example, forecasts and buddétsancialStatements, management's
discussion and analysis, and the management téttepresentation provided to the
auditors during the audit of the entity¥mancial Statements. AMemberin Business
shall prepare or present such information fairlgndstly and in accordance with
relevant professional standards so that the infoomawill be understood in its

context.

AMemberin Business who has responsibility for the preparatioapproval of the
general purposeFinancial Statements of an employing orgsation shall be
satisfied that thosdminancial Statements are presented in accordance with the
applicable financial reporting standgrds. = A{vbvﬁllcel:ea?)p BT et standard}s

Comment 58

Remove — it could be argued that there is marginal benefit in retaining this additional
requirement. APES 205 addresses a Member's obligat ions with respect to
preparation, presentation, audit, review or compila tion of financial statements.

Amend reference to “applicable financial reporting standards” to “applicable
Australian Accounting Standards”.

Add additional AUST paragraph to require a Member i  n Business to document and
draw to the attention of those charged with governa nce circumstances where they
are unable to ensure that financial statements are prepared in accordance with
Accounting Standards— as per Board decisionon 10 M ay 2010 (refer AUST320.2.1).

Nature of Amendment/Source : The requirement to ensure that financial statemen ts
are presented in accordance with any professional s tandards which apply was added
to the requirement that financial statements are pr  esented in accordance with
applicable financial reporting standards.

July 2010 Board Decision _— remove 2006 insertion (“and any professional stan  dards
which apply”).

Where a Member in Business is not feadighat the Financial Statements referred

to_in _paragraph 320.2 are presented in accordarte applicable Australian
Accounting Standards, the Member shall:

(a) _in_all cases, notify Those Charged with Governaacel document the
communication; and

(b) where applicable, qualify declarations given by Member in compliance
with legislative and regulatory requirements or titganisation’s reporting

requirements.
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320.3

320.4

320.5

320.6

A Member in Business shall take reasonable steps to maintaorniaftion for

which theMemberin Business is responsible in a manner that: _ - { Deleted: professional accountant
N [ Deleted: b

(@) Describes clearly the true nature of business aions, assets, or Iiabilities;\\ .
(b) Classifies and records information in a timely @ndper manner; and

(c) Represents the facts accurately and completelly maderial respects.
Comment 59

Remove — it could be argued that there is marginal benefit in retaining these minor
editorials.

Nature of Amendment/Source : Minor editorials.

July 2010 Board Decision _—remove 2006 insertion and reinstate IESBA text.

Threats to compliance with the fundamentadciples, for example, self-interest or
intimidation threats to objectivity or professiomaimpetence and due care, are created
where aMember in Business is pressured (either externally or by thesipility of |
personal gain) to become associated with misleadhfgrmation or to become
associated with misleading information throughabons of others.

The significance of such threats will dependfactors such as the source of the
pressure and the degree to which the informatiporismay be, misleading. The
significance of the threats shall be evaluated safdguards applied when necessary
to eliminate them or reduce them to AcceptableLevel. Such safeguards include
consultation with superiors within the employingansation, the audit committee or
ThoseCharged withGovernance of the orgamation, or with a relevant professional
body.

Where it is not possible to reduce the threanAcceptableLevel, aMemberin
Business shall refuse to be or remain associateld wformation theMember
determines is misleading. Member in Business may have been unknowingly
associated with misleading information. Upon becwraware of this, thilember
in Business shall take steps to be disassociated fiwah information. In
determining whether there is a requirement to reploe Memberin Business may,
consider obtaining legal advice. In addition, Membermay consider whether to
resign.
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SECTION 330
Acting with Sufficient Expertise

330.1

330.3

330.4

The fundamental principle of professional petence and due care requires that a

Memberin Business only undertake significant tasks for wiigfMemberin Business - - { Deleted: y have

has, or can obtain, sufficient specific trainingexperience. AMemberin Business -~ { Deleted: professional accountant

shall not intentionally mislead an employer ash® fevel of expertise or experience \{De|eted: b

possessed, nor shallMemberin Business fail to seek appropriate expert advice and
assistance when required.

Comment 60

Remove — it could be argued that there is marginal benefit in retaining these minor
editorials.

Nature of Amendment/Source : Minor editorials.

July 2010 Board Decision _— remove 2006 insertion and reinstate IESBA text.

Circumstances that create a threatemberin Business performing duties with- | Deleted: 1

the appropriate degree of professional competemtelae care include having:
. Insufficient time for properly performing or comfitey the relevant duties.

. Incomplete, restricted or otherwise inadequateriédion for performing the
duties properly.

. Insufficient experience, training and/or education.
. Inadequate resources for the proper performanteealuties.

The significance of the threat will dependactors such as the extent to which the
Memberin Business is working with others, relative senioiitythe business, and
the level of supervision and review applied to Wherk. The significance of the
threat shall be evaluated and safeguards appliesh wlecessary to eliminate the
threat or reduce it to ahcceptabld_evel. Examples of such safeguards include:

. Obtaining additional advice or training.

. Ensuring that there is adequate time availablepienforming the relevant
duties.

. Obtaining assistance from someone with the necgsspertise.
. Consulting, where appropriate, with:

o Superiors within the employing orgaation;

o Independent experts; or

o Arelevant professional body.

When threats cannot be eliminated or reduced tAaeptablelevel, Membes in
Business shall determine whether to refuse to partbe duties in question. If the
Memberin Business determines that refusal is appropriatesethgons for doing so
shall be clearly communicated.
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SECTION 340
Financial Interests

340.1 Membes in Business may have€&inancial Interests, or may know diFinamciall3
Interests ofimmediate orClose Family members, that, in certain circumstances,
may create threats to compliance with the fundaatemtinciples. For example,
self-interest threats to objectivity or confidefitia may be created through the
existence of the motive and opportunity to manifgufzice sensitive information in
order to gain financially. Examples of circumstamtkat may create self-interest
threats include situations where thiemberin Business or ahmmediate oiClose
Family member:

. Holds aDirect orIndirectFinanciallnterest in the employing orgaation and
the value of thafinancial Interest could be directly affected by decisigns
made by théemberin Business;

. Is eligible for a profit related bonus and the alof that bonus could be
directly affected by decisions made by Memberin Business;

. Holds, directly or indirectly, share options in temploying orgargation, the
value of which could be directly affected by demis made by thBlemberin
Business;

. Holds, directly or indirectly, share options in tleenploying orgargation
which are, or will soon be, eligible for conversjan

. May qualify for share options in the employing arigation or performancel
related bonuses if certain targets are achieved.

340.2 The significance of any threat shall be eatald and safeguards applied when

necessary to eliminate the threat or reduce intdeeptableLevel. In evaluating|
the significance of any threat, and, when necesgetermining the appropriate
safeguards to be applied to eliminate the threatduce it to am\cceptableLevel,
a Member in Business shall evaluate the nature of Hweancial Interest. This
includes evaluating the significance of thénancial Interest and determinin
whether it isDirect orIndirect. What constitutes a significant or valuadtkke in an
organgation will vary from individual to individual, depeling on persona
circumstances. Examples of such safeguards include:

. Policies and procedures for a committee independénimanagement to
determine the level or form of remuneration of eemhanagement.

. Disclosure of all relevant interests, and of argnplto trade in relevant shares
to those charged with the governance of the empdpysrgangation, in |
accordance with any internal policies.

. Consultation, where appropriate, with superiors hinit the employing
organgation.

- {Deleted: the

employing orgargation or relevant professional bodies.
. Internal and external audit procedures.

. Up-to-date education on ethical issues and ondbal Irestrictions and other
regulations around potential insider trading.
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340.3 A Memberin Business shall neither manipulate information nag asnfidential
information for personal gain.
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SECTION 350

Inducements

Receiving Offers

350.1

350.2

350.3

350.4

AMemberin Business or aimmediate oCloseFamily member may be offered a]n
inducement. Inducements may take various formsluding gifts, hospitality,
preferential treatment, and inappropriate appealsendship or loyalty.

Offers of inducements may create threatsotimptiance with the fundamental
principles. When &lemberin Business or ahmmediate oiClose Family member|
is offered an inducement, the situation shall balated. Self-interest threats to
objectivity or confidentiality are created wheniaducement is made in an attempt
to unduly influence actions or decisions, encouridiggal or dishonest behawig |
or obtain confidential information. Intimidation r#ats to objectivity or
confidentiality are created if such an inducemsnadcepted and it is followed by
threats to make that offer public and damage thatation of either thé&lemberin
Business or aimmediate oCloseFamily member.

The existence and significance of any thredisdepend on the nature, value and
intent behind the offer. If a reasonable and infednthird party, weighing all the
specific facts and circumstances, would consideritklucement insignificant and
not intended to encourage unethical behayithen aMemberin Business may|
conclude that the offer is made in the normal eewfsbusiness and may generally
conclude that there is no significant threat to pliamce with the fundamental
principles.

The significance of any threats shall be watad and safeguards applied when
necessary to eliminate them or reduce them tAeceptableLevel. When the
threats cannot be eliminated or reduced to AarteptableLevel through the
application of safeguards Memberin Business shall not accept the inducement.

As the real or apparent threats to compliance thighfundamental principles do not
merely arise from acceptance of an inducement darpetimes, merely from the
fact of the offer having been made, additional gafeds shall be adopted. A
Memberin Business shall evaluate any threats created bydftets and determind

whether to take one or more of the following action

(&) Informing higher levels of managementidroseCharged withGovernance of
the employing orgasation immediately when such offers have been made

(b) Informing third parties of the offer — for exampke professional body or the
employer of the individual who made the offerM&mberin Business may|
however, consider seeking legal advice before tp&irch a step; and

(c) Advising Immediate orClose Family members of relevant threats a|‘1d
safeguards where they are potentially in positibias might result in offers of
inducements, for example, as a result of their egmpent situation; and

(d) Informing higher levels of managementidroseCharged withGovernance of
the employing orgasation wherelmmediate orClose Family members ar
employed by competitors or potential suppliershat torgarsation.
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Making Offers

350.5

’ 350.6

| 350.7

350.8

{ Deleted: y are

{ Deleted: professional accountant

or deC|S|0n -making process of an |nd|V|duaI or oigation, or obtain confidential: - ( peteted: »

A L

information. . eleted: o
Comment 61 { Deleted: are
Remove — it could be argued that there is marginal benefit in retaining these minor

editorials.

Nature of Amendment/Source : Minor editorials.

July 2010 Board Decision __— remove 2006 insertions and reinstate IESBA text.

Such pressure may come from within the enmipdpwprgansation, for example,

from a colleague or superior. It may also come framexternal individual or
organgation suggesting actions or business decisionsatbald be advantageous to
the employing orgasation, possibly influencing theMember in Business

improperly.

A Member in Business shall not offer an inducement to impropénfuence
professional judgment of a third party.

Where the pressure to offer an unethical dathent comes from within the
employing orgargation, the Member shall follow the principles and guidance
regarding ethical conflict resolution set out intP&of this Code.
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JRANSITIONAL PROVISIONS 1 -- { Deleted: Effective Date ]

The Code is subject to the following transitionadyisions: - { Deleted: The Code is effective on Januﬂry
”””””””””””””””””””””””””””””””””””””” 1, 2011, early adoption is permitted.

Public Interest Entities

1. Section 290 of the Code contains additidndependence provisions when thedit or
Review Client is aPublic InterestEntity. The additional provisions that are appliebl
because of the new definition ofRaiblic InterestEntity or the guidance in paragraph
290.26 are effective on January 1, 2012. [partner rotation requirements, the - { Deleted: P ]

transitional provisions contained in paragraphe@ &below apply

Partner Rotation

2. For gpartner who is subject to the rotation provisionpamagraph 290.151 because the { Peleted:

partner meets the definition of the new terkey Audit Partner,” and thepartner is | - { Deleted: P

)
)
neither theEngagementPartner nor the individual responsible for tBagagement| ~ { Deleted: P ]
J

Quality Control Review, the rotation provisions are effective fog &udits orReviews
of FinancialStatements for years beginning on or aftenuary 1, 201For example, in| - - { Deleted: December 15, 2011
the case of a\udit Client with a calendar year-end, Key Audit Partner, who is
neither theEngagementPartner nor the individual responsible for tB@gagement
Quality Control Review, who had served askaey Audit Partner for seven or more
years (i.e., the audits of 2003 — 2010), would drpuired to rotate after serving for one
more year as Key Audit Partner (i.e., after completing the 2011 audit).

3. For anEngagemen®artner or an individual responsible for tBRegagemenQuality
Control Review who immediately prior to assuming either béde roles served in
anotherKey Audit Partner role for theclient, and who, at the beginning of the first - { Deleted: C ]

fiscal year beginning on or afelanuary 01, 20]1had served as thEngagement| - { Deleted: December 15, 2010 ]

Partner or individual responsible for tBmgagemen@uality Control Review for six or
fewer years, the rotation provisions are effecfivethe audits or reviews dinancial
Statements for years beginning on or aftenuary 01, 201ZFor example, in the case @f - { Deleted: December 15, 2011

anAudit Client with a calendar year-endpartner who had served tigkent in another| _ - [ Deleted: P

Key Audit Partner role for four years (i.e., the audits of 2@D05) and subsequently 3s - { peleted: c
the EngagemenPartner for five years (i.e., the audits of 2006-@0dould be required
to rotate after serving for one more year as HmgagementPartner (i.e., after
completing the 2011 audit)Please note in the case of Listed Entities intrlia, the

more stricter requirements in paragraph AUST29015pplies. - { Comment [eh16]: To be revisited once}
AUST290.151.1 has been settled.

L

Non-assurance services

4. Paragraphs 290.156-290.219 address the prow$ioon-assurance services to an audit
or ReviewClient. If, at the effective date of the Code, seegi are being provided to jn
Audit or Review Client and the services were permissible under timee 2005 Cod
(revised July 2006) but are either prohibited dsjsct to restrictions under the revised
Code, theFirm may continue providing such services only éyhwere contracted fof
and commenced prior to January 1, 2011, and ar@leded before July 1, 2011.
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Fees — Relative Size
5.

to the considerations in paragraph 290.27) for twosecutive years represent more
than 15% of the total fees of thErm expressing the opinion on thénancial
Statements, a pre- or post-issuance review (as idegicin paragraph 290.222) of the

Reviews ofFinancialStatements covering years that begin on or gfeuary 01, 2011 - { peleted:

=

For example, in the case of Audit Client with a calendar year end, if the total fees {Demed:

December 15, 2010

from theglient exceeded the 15% threshold for 2011 and 2h2pre- or post-issuance { Deleted:

C

o

review would be applied with respect to the aufithe 2012FinancialStatements.

Compensation and Evaluation Policies

6.

Paragraph 290.229 provides thatkay Audit Partner shall not be evaluated or

assurance services to thadit Client.

CONFORMITY WITH INTERNATIONAL PRONOUNCEMENTS

[To be done once the drafting process is completed]
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| Page 43: [1] Deleted erik.hopp 27/07/2010 5:04:00 PM |

AUST280.2.1

AUST280.2.2

AUST?280.2.3

AUST?280.2.4

Independence is potentially affected $sif-interest, self-review, advocacy,
familiarity and intimidation threats.

“Self-Interest Threat” occurs when anfFior a member of the Assurance Team
could benefit from a Financial Interest in, or atlself-interest conflict with, an
Assurance Client.

Examples of circumstances that may create thisitlnelude, but are not limited to:

A Direct Financial Interest or material Indirech&ncial Interest in an Assurance
Client;

A loan or guarantee to or from an Assurance Clanany of its Directors or
Officers;

Undue dependence on total fees from an AssuranestCl
Concern about the possibility of losing the engagyatin
Having a close business relationship with an AsmeeClient;
Potential employment with an Assurance Client; and

Contingent Fees relating to Assurance Engagements.
Page Break

Self-Review Threat” occurs when (1) gmpduct or judgment of a previous
Assurance Engagement or non-assurance engagenexs tee be re-evaluated in
reaching conclusions on the Assurance Engageme(®)arhen a member of the
Assurance Team was previously a Director or Offafahe Assurance Client or was
an employee in a position to exert direct and §icgmt influence over the subject
matter of the Assurance Engagement.

Examples of circumstances that may create thisathnelude, but are not limited
to:

A member of the Assurance Team being, or havingmdg been, a Director or
Officer of the Assurance Client;

A member of the Assurance Team being, or havingnty been, an employee
of the Assurance Client in a position to exert cli@nd significant influence over
the subject matter of the Assurance Engagement;

Performing services for an Assurance Client thaeatly affect the subject
matter of the Assurance Engagement; and

Preparation of original data used to generate an@iral report or preparation of
other records that are the subject matter of treirssce Engagement.

“Advocacy Threat” occurs when a Firm, or a membérthe Assurance Team,
promotes, or may be perceived to promote an Assar@fient's position or opinion
to the point that objectivity may, or may be péred to be, compromised. Such
may be the case if a Firm or a member of the Ass@rd eam were to subordinate
their judgment to that of the client.

Examples of circumstances that may create thisathnelude, but are not limited
to:



AUST280.2.5

AUST280.2.6

Dealing in, or being a promoter of, shares or osegurities in an Assurance
Client; and

Acting as an advocate on behalf of an AssurancenClin litigation or in
resolving disputes with third parties.

Page Break:

“Familiarity Threat” occurs when, byrtue of a close relationship with an
Assurance Client, its Directors, Officers or emgley, a Firm or a member of the
Assurance Team becomes too sympathetic to the'sliaterests.

Examples of circumstances that may create thisathnelude, but are not limited

to:

A member of the Assurance Team having an Immedtat®ily member or
Close Family member who is a Director or Officetlud Assurance Client;

A member of the Assurance Team having an Immediai@ily member or

Close Family member who, as an employee of the rasse Client, is in a

position to exert direct and significant influenaeer the subject matter of the
Assurance Engagement;

A former partner of the Firm being a Director offi€dr of the Assurance Client
or an employee in a position to exert direct amghificant influence over the
subject matter of the Assurance Engagement;

Long association of a senior member of the Asswdmam with the Assurance
Client; and

Acceptance of gifts or hospitality, unless the ealsitrivial, from the Assurance
Client, its Directors, Officers or employees.

“Intimidation Threat” occurs when a nimm of the Assurance Team may be
deterred from acting objectively and exercisingf@ssional scepticism by threats,
actual or perceived, from the Directors, Officersemployees of an Assurance
Client.

Examples of circumstances that may create thisathnelude, but are not limited

to:

Threat of replacement over a disagreement withagi@ication of an accounting
principle; and

Pressure to reduce inappropriately the extent ofkwmerformed in order to
reduce fees.

AUST?280.2.7 The Firm and members of the AssuraneanT have a responsibility to remain
independent by taking into account the context lnnctv they practice, the threats to
Independence and the safeguards available to @lienthe threats or reduce them to
an Acceptable Level.

AUST280.2.8

When threats are identified, other thayse that are trivial, a Member in Public
Practice shall identify appropriate safeguards apg@ly them to eliminate the
threats or reduce them to an Acceptable Level. Mieenber shall document this
decision. The nature of the safeguards to be apmhié vary depending upon the
circumstances. The consideration will be affectgdnatters such as the significance



of the threat, the nature of the Assurance Engaggntiee intended users of the
assurance report and the structure of the Firm.
Page Break:

AUST280.2.9 Safeguards fall into three broad caiego

Safeguards created by the profession, legislatioagulation;
Safeguards within the Assurance Client; and
Safeguards within the Firm's own systems and pruoresd

The Firm and the members of the Assurance Teamldhselect appropriate
safeguards to eliminate or reduce threats to Inutigece to an Acceptable Level.

AUST?280.2.10 Safeguards created by the professiegislation or regulation, include the
following:

Educational, training and experience requiremesttgtry into the profession;
Continuing education requirements;
Professional standards and monitoring and dis@piprocesses;
External review of a Firm's quality control system;
Legislation governing the Independence requiremeintise Firm; and
Recommendations on Independence from relevantataysal

AUST?280.2.11 Safeguards within the Assurance Cliantude the following:

When the Assurance Client's management appointSithe persons other than
management ratify or approve the appointment;

The Assurance Client has competent employees te makagerial decisions;

Policies and procedures that emphasise the Assur@hent's commitment to
fair financial reporting;

Internal procedures that ensure objective choigescammissioning non-
Assurance Engagements; and

A corporate governance structure, such as an aodimittee, that provides
appropriate oversight and communications regardiRgm'’s services.



