Technical update

Overview of IESBA exposure draft
relating to long association of
personnel with an audit or
assurance client

T

he Institute has issued an invitation
to comment on the International
Ethics Standards Board for Accountants’ exposure draft on Proposed Changes
to Certain Provisions of the Code Addressing the Long Association of Personnel with
an Audit or Assurance Client. This article
provides an overview and IESBA’s underlying reasoning of the exposure draft.
In the case of both audit and assurance
engagements, it is in the public interest and
required by the code that members of audit
and assurance teams and firms be independent, both of mind and in appearance, of
their clients.
It is acknowledged that the cumulative
knowledge and experience of an audit
client’s business, management and control
environment gained through familiarity
with the audit client contribute positively to
audit quality and evaluation and identification of audit risk areas. However, over a
period of time an auditor might become too
familiar with the audit client, its personnel
and their interests, including accounting
and reporting issues, resulting in a loss of
independence either of mind or in appearance.
The current code requirements prohibit
an individual to be a key audit partner (i.e.
the partner(s) on the engagement team
who make key decisions or judgments
on significant matters with respect to the
audit) of a public interest entity audit client
for more than seven years (the time-on
period) and after such time shall not be a
member of the engagement team or a key
audit partner for the client for two years
(the cooling-off period).
IESBA noted some stakeholders raised
concerns on the continued robustness of
the code to address threats to independence arising from long association. This
is because, under the code, an individual
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Restrictions on activities during the
cooling-off period
The code currently provides that during
the cooling-off period the individual is
prohibited from participating in the audit,
providing quality control, consulting with
the engagement team or the client regarding technical or industry-specific issues,
transactions or events.
IESBA considers it would be useful
to clarify the extent to which the rotated
partner could answer questions during the
cooling-off period with respect to the prior
year’s audit. IESBA also considers that it
would be detrimental to audit quality not
to allow such consultation to occur and
Length of cooling-off period
therefore is proposing that discussions with
IESBA proposed to extend the cooling-off
the engagement team to be permitted, properiod of engagement partner of a public
interest entity audit from two years to five
vided they are limited to work undertaken
years, with the time-on period remaining at
or conclusions reached in the previous
seven years. This is mainly to ensure an effec- year and where such information remains
relevant to the current audit. This would
tive fresh look on the audit engagement and
allow an appropriate balance to be struck
to truly remove the influence of the outgobetween facilitating the partner transition
ing partner, in addition to the reducing and
and bringing a fresh look to the audit.
eliminating of a familiarity threat.
IESBA also proposed that an engageThis proposed extension of the coolingoff period does not apply to other key audit
ment partner who has been rotated off
partners of the audit engagement for a public could, after two of the five years have
interest entity. This is because such other
elapsed, provide consultation to the enpartners, including the engagement quality
gagement team or client if that partner is,
control reviewer, generally have a lesser abil- or becomes, an individual whose responsiity to influence the audit.
bility is to be consulted within the firm on
IESBA also considered whether a two-year a technical or industry-specific issue. This
or five-year cooling-off period should apply if is on the condition that the consultation is
the individual has served as the engagement in respect of issues, transaction or events
partner for only a part of the seven-year time- that were not previously considered by the
on period and has served in another key audit individual while they were the engagement
partner role for the remainder of the seven
partner.
years. For the ease of application and to avoid
IESBA acknowledges that it would be
unintended consequences, IESBA proposed
impractical to bar all contact between the
that a key partner who at any time during the rotated individual and the audit team and
seven-year period served as an engagement
the client during the cooling-off period. At
partner be required to cool off for a period of the same time it is important to ensure the
five years.
rotated individual is not in a position where

can serve as a key audit partner of a public
interest entity audit client for up to 14 out
of a total of 16 consecutive years, assuming that the partner returned to the audit
engagement after the cooling-off period
was completed.
IESBA therefore proposed changes
to the code to ensure the provisions as a
whole remains appropriate for addressing
the threats created by long association to
ensure independence, both of mind and in
appearance, of audit clients. The more significant proposals by IESBA are highlighted
as follows:

A PLUS

he or she would be, or perceived to be, able
to directly influence the outcome of audit.
In this respect, IESBA proposes that during
the cooling-off period the rotated partner
shall not:
• Be responsible for leading or coordinating the firm's professional services to
the audit client or overseeing the firm's
relationship with the audit client; or
• Undertake any other role, including the
provision of non-assurance services, that
would result in:
— Significant or frequent interaction
with senior management or those
charged with governance; or
— An ability to exert direct influence
on the outcome of the audit engagement.
The above proposals are not intended
to prevent an individual from assuming a
leadership role in the firm, such as that of
senior or managing partner.
Effective date
The proposals are intended to be effective
for audits of financial statements for years
beginning on or after 15 December 2017.
The Institute’s Ethics Committee will
deliberate on the IESBA proposals and
will be preparing a comment letter on the
topic. The Institute welcomes comments
on all matters addressed in the exposure
draft. Send them to Ambrose Wong,
Associate Director of Standard Setting,
at commentletters@hkicpa.org.hk by 24
October.

This article is contributed by Ambrose Wong, Associate
Director with the Institute’s Standard Setting Department.
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