Technical update

Overview of IESBA consultation
paper on Improving the Structure
of the Code of Ethics for
Professional Accountants

I

n November 2014, the Institute issued an invitation to comment on the
International Ethics Standards Board for
Accountant’s consultation paper, Improving
the Structure of the Code of Ethics for Professional Accountants.
IESBA is currently developing its thinking
on this topic and is not presenting proposals
in the consultation paper. The paper includes
illustrative examples of how a restructured
code might be presented. The inputs received from the consultation will supplement
IESBA’s research to date and inform its views
of the way forward. This may in due course
lead to the publication of an exposure draft
containing the IESBA proposals for restructuring the code and addressing any of the
related issues set out in the paper.
Background
IESBA has received feedback on the usability
of the code, for example comments from
regulators on enforceability. Others have
commented on difficulties in translating
some parts of the code, and understanding
complex and long sentences in the code.
Feedback from an International Federation
of Accountants’ Small and Medium Practices
Committee survey noted that the biggest
barrier faced by SMPs in fully adhering to the
code is understanding its requirement. The
feedback indicates a broad-based appetite
for change, with particular interest in raising
the visibility of the code’s requirement,
clarifying who is responsible for compliance,
and clarifying the language of the code on a
timely basis.
Distinguishing requirements
from guidance
A number of stakeholders have expressed
a strong desire for the code to distinguish
requirements more clearly from guidance.
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IESBA considers that the code could be restructured into three separate components:
purpose, requirements and explanatory
material. The purpose component includes
introductory comments to broadly describe
the context and briefly describe what threats
may exist, referring users to the fundamental
principles and, where relevant, the independence provisions. The requirements component identifies requirements that address
the specific threats related to the individual
section. The explanatory component mainly
includes guidance on what a requirement
means or is intended to cover.
IESBA is considering addressing the risk
of losing the linkage, once separating the
requirements from guidance more clearly, by
cross-referencing the requirements to the related application guidance, using consistent
sub-headings and keeping the requirements
and guidance close to each other.

to rebrand the code, for example as International Standards on Ethics, issuing some or
all of the provisions of the code as separate
standards. IESBA considers this would align
more with the approach taken by other
standards setters and could improve the
transparency of changes made to sections
of the code, as well as potentially improving
enforceability.

Use of language
Some users have reported difficulty in
understanding the code. IESBA is considering
to use simpler sentences and to simplify the
complex grammatical structures to enhance
the readability of the code.
Certain words or phrases are used which,
in the independence provisions of the code,
have a specific meaning, which a user may
not expect unless they have a comprehensive
knowledge of the code. Examples include:
• “Audit” referring to “review engagement”
Reorganization of the code
• “ Professional accountant in public pracSome stakeholders find it difficult to navigate
tice” referring to “firm”
the code, and there is a risk that a user might
not consider all relevant material. Relevant
This practice would avoid the use of
factors in the consideration of the merits of
complex language and allow brevity in the
reorganization of the code include:
relevant provisions. However, it may mislead
• The importance of clear linkage to the
a user who is unaware of the multiple meanconceptual framework, avoiding the risk
ings of certain words or phrases.
that users simply refer to the examples
provided;
• The need for the individual provisions
of the code to be readily visible and
understandable, recognizing that different Some stakeholders
types of user have specific interests and
find it difficult to
priorities; and
navigate the code,
• A numbering system that allows for the
and there is a risk
addition of new paragraphs.
IESBA is interested in hearing views on
how the code should be reorganized to enhance its usability. IESBA is also considering

that a user might
not consider all
relevant material.

A PLUS

With regard to terms with a specific
meaning, IESBA is considering:
• Including a link to terms that are described in greater detail within the code,
rather than in the definitions section;
• Continuing to use, for example, “audit” to
include “review engagement" because to
include “audit and review engagement”
in every instance would be cumbersome
and reduce the readability of the code. An
alternative solution would be to create a
new section only for review engagements
that would duplicate the independence
section for audits, but this would make
the code significantly longer for little
benefit.

maintaining independence in a particular
circumstances, but there are cross-references
to related requirements in ISQC 1 Quality
Control for Firms that Perform Audits and
Reviews of Financial Statements, and Other
Assurance and related Services Engagements
and International Standards on Auditing.
IESBA is considering ways to address
the suggestion to clarify the responsibility
within firms for compliance with the code,
for example by:
• Including a requirement in the code for
a firm to establish relevant policies and
procedures to assign responsibility rather
than relying on a cross reference to ISQC 1;
and
• Adding guidance to provide examples of
who may be a responsible individual for a
particular matter within a firm.

and links from requirements to the
relevant explanatory material;
• F urther improvements to navigation.
IESBA is also considering whether the
official code will continue to be the paper
version or the planned electronic version.

Next steps
Subject to the upcoming feedback, IESBA
may expose a fully restructured code or
standards after its meeting in October. As an
illustration of how the timeline might flow
beyond this point, a new restructured code
or standards might be finalized in early 2017,
which could become effective, at the earliest,
one year later.
Identification of a firm’s or an individual
The Institute’s Ethics Committee will
accountant’s responsibility
deliberate on IESBA’s consultation questions
Various stakeholders have asked that
and will be preparing a comment letter on
responsibility for compliance with the code
Electronic code
the topic. The Institute welcomes comments
in particular circumstances be clarified to
IESBA has also received views that making
on all matters addressed in the consultation
facilitate compliance and enforcement.
available the code in electronic format would paper.
For example in March 2014, in response to
help users better understand the code. IESBA
For further details, please refer to the inviIESBA’s consultation on its proposed Strategy is of the view that an electronic code may en- tation to comment at the Institute’s website:
and Work Plan 2014-18, the International Or- hance usability, and should be considered in www.hkicpa.org.hk.
ganization of Securities Commissions stated conjunction with other clarity and structural
that an objective of this aspect of the project changes.
should be to “clearly identify who specifiOpportunities available with an electronic
cally within the firm (for example, the firm’s code while maintaining a usable printed
quality control function, firm leadership,
code may include:
the engagement partner or the engagement
• Filtering that enables all, and only those
team) has responsibility for compliance with
portions of, the code relevant to the user
the code.”
to be presented;
The code does not currently include a
• Cross-linkages between relevant
requirement that a firm have policies and
information. For example, links from the
procedures that enable identification of the
“Purpose” paragraph to the fundamental This article is contributed by Ambrose Wong, Associate
Director with the Institute’s Standard Setting Department.
individual or individuals responsible for
principles and conceptual framework,
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