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INVITATION TO COMMENT ON IFAC'S INTERNATIONAL
ETHICS STANDARDS BOARD FOR ACCOUNTANTS (IESBA)
EXPOSURE DRAFT ON THE CODE OF ETHICS FOR
PROFESSIONAL ACCOUNTANTS — PROPOSALS TO CLARIFY

Comments to be received by 10 September 2008

The Hong Kong Institute of Certified Public Accountants’ (Institute) Ethics Committee
is seeking comments on the IFAC's IESBA Exposure Draft proposals to clarify the
Code of Ethics for Professional Accountants (Code) which has been posted on the
Institute’s website at:

www.hkicpa.org.hk/professionaltechnical/ethics/exposuredraft/.

The Explanatory Memorandum to the Exposure Draft provides background for, and an
explanation of, the proposed changes to the Code which were approved by the IESBA
to improve the drafting conventions of the Code (the “drafting conventions project”).

The changes are intended to enhance the clarity of the Code by:

® Making clear the specific requirements that are contained in the Code; and

® Explaining the application of the Code’s conceptual framework.

The IESBA is requesting comments only on the proposed changes to the Code that
are the result of its drafting conventions project, and not on the Code itself.

In summary, the types of changes to the Code proposed in the Exposure Draft are:-

® Revised working to indicate clearly what are the requirements;

® Guidance on when a temporary departure from a requirement in the Code is
allowed, and how to do it;

® Description of five categories of threats to compliance with the fundamental
principles, and examples of situations in which those threats might be created;

® Guidance on how to assess whether a threat to compliance with the fundamental
principles is “clearly insignificant”, which is defined in the Code as “a matter that
is deemed to be both trivial and inconsequential”;

® Clarification of the ‘conceptual framework approach’ to emphasise the need for a
professional accountant to apply the framework in the Code to any situation that
is not explicitly addressed in the Code;

® Clarify that examples in the Code must be followed; and
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® Drafting changes consistent with the following principles:

» ‘Consider is used where the accountant is required to think about several
matters

» ‘Evaluate’ is used when the accountant has to assess and weigh the
significance of a matter

> ‘“Determine” is used when the accountant has to conclude and make a
decision.

The IESBA proposes that the revised Code be effective on 15 December 2010, with
earlier adoption encouraged. That date will be approximately 18 months after the
planned issuance of the document (currently projected to be June 2009).

Request for Specific Comments

1. The IESBA is of the view that identifying a requirement by the use of the word
“shall” clarifies the Code and appropriately brings the language in line with that

adopted by the IAASB. Do you agree? If you do not agree please provide an
explanation.

2. The IESBA is of the view that separately presenting the objective to be achieved,
the requirements designed to achieve that objective, and the application
guidance as in the ISAs would not further improve the clarity of the Code. Do you
agree? If you do not agree, please provide an explanation and an example of the
separate presentation that you recommend.

3. The IESBA is of the view that in exceptional and unforeseen circumstances that
are outside the control of the professional accountant, the firm or employing
organization, and the client, the application of a specific requirement in the Code
may result in an outcome that a reasonable and informed third party would not
regard as being in the interest of the users of the output of the accountant's
professional services. Therefore, the Board is proposing that the Code include a
provision that would permit a professional accountant, in such circumstances, to
depart temporarily from that specific requirement. This would not be the same as
provisions in the Code that address situations in which a professional accountant
has inadvertently violated a provision of the Code. The departure would only be
acceptable if all of the conditions set out in paragraph 100.11 are met.

(a) Do you agree that the Code should contain a provision that permits any
exception to compliance with a requirement set out in the Code? If you
do not agree, please provide an explanation.

(b) If you believe that the Code should contain a provision that permits an
exception to compliance, are the conditions under which the exception
would apply appropriate? Should there be additional or fewer conditions
and, if so, what are they?

(© If you believe that the Code should not contain a provision that permits
an exception, please explain how you would deal with the types of
exceptional and unforeseen situations that may be covered by
paragraph 100.11.

(d) Are there any other circumstances where you believe a departure from a
requirement in the Code would be acceptable? For example, should an

2



ED of Proposed Code of Ethics for Professional Accountants

event that is within the control of one of the relevant parties qualify for an
exception? If so, please provide an explanation and specific examples of
the circumstances where you believe a departure would be acceptable.

4. The IESBA is of the view that the proposed modification to focus the application
of the conceptual framework throughout the Code, and the related
documentation requirements in Sections 290 and 291, on threats that are not at
an acceptable level will result in a more efficient and effective application of the

framework approach. Do you agree? If you do not agree, please provide an
explanation.

5. The IESBA is of the view that the selected point-in-time effective date with the
proposed transitional provisions will provide the appropriate balance between
firms and member bodies having sufficient time to implement the new standards
and effecting change as soon as possible. Do you agree? If you do not agree,

please provide an explanation of how you would revise the effective date or
transitional provisions to achieve that balance.

Comments may be sent by mail, fax or e-mail to:

Steve Ong
Deputy Director, Standard Setting

Hong Kong Institute of Certified Public Accountants
37/F., Wu Chung House

213 Queen’s Road East
Hong Kong

Fax number (+852) 2865 6776
E-mail: commentletters@hkicpa.org.hk

Comments will be acknowledged and may be made available for public review unless
otherwise requested by the contributor.

--- The attached Appendix set out some additional information for respondents.
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Appendix

Information for Respondents

The list below sets out the changes in wordings and hence their implications of some
of the key proposals in the Exposure Draft issued in December 2006 and the
proposals in the current Exposure Draft for information.

Public Interest Entities

Proposals in ED of December 2006

290.22

290.23

Evaluating the significance of threats to independence and the safeguards
necessary to eliminate them or reduce them to an acceptable level takes
into account the extent of public interest in the entity. Entities of significant
public interest are listed entities and certain other entities that, because of
their business, size or number of employees, have a large number and wide
range of stakeholders. The extent of the public interest in these entities is
significant. This section, therefore, contains enhanced safeguards to
recognize that interest.

In some countries, the entities considered to be of significant public interest
for the purpose of determining the independence requirements that apply in
that country are defined by law or regulation. In such cases, that definition
should be used in applying the requirements in this section. In the absence
of such a definition, member bodies should determine the types of entities
that are of significant public interest and, thus, subject to the enhanced
safeguards referred to above. Entities of significant public interest will
always include listed entities, and, depending on the facts and
circumstances, will normally include regulated financial institutions such as
banks and insurance companies, and may include pension funds,
government-agencies, government-controlled entities and not-for-profit
entities.

Proposals in current ED

290.25

290.26

Section 290 contains additional provisions that reflect the extent of public
interest in certain entities. For the purpose of this section, public interest
entities are:

. all listed entities; and

. any 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.

Firms and member bodies are encouraged to determine whether to treat
additional entities. or certain categories of entities. as public interest entities
because they have a large number and wide range of stakeholders. Factors
to be considered include:
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(@) The nature of the business, such as the holding of assets in a fiduciary
capacity for a large number of stakeholders. Examples may include
financial institutions, such as banks and insurance companies, and
pension funds;

(b) Size; and
(c) Number of employees.

Rotation of key partner of public interest entity
Proposals in ED of December 2006

290.147 In respect of the audit of entities of significant public interest, an individual
should not be a key audit partner for more than seven years. After such a
time, the individual should not return to the engagement team or be a key
audit partner for the client for two years. During that period, the individual
should not participate in the audit of the entity.

Proposals in current ED

290.151 In respect of an audit of a public interest entity, an individual shall not be a
key audit partner for more than seven years. After such time, the individual
shall not be a member of the engagement team or be a key audit partner for
the client for two years. During that period, the individual shall not
participate in the audit of the entity, provide quality control for the
engagement, consult with the engagement team or the client regarding
technical or industry-specific issues, transactions or events or otherwise
directly influence the outcome of the engagement.

290.155 When a firm has only a few people with the necessary knowledge and
experience to serve as a key audit partner on the audit of a public interest
entity, rotation of key audit partners may not be an available safeguard. If an
independent regulator in the relevant jurisdiction has provided an exemption
from partner rotation in such circumstances, an individual may remain a key
audit partner for more than seven years, in accordance with such regulation,
provided that the independent regulator has specified alternative safeguards
which are applied, such as a regular independent external review.

Taxation Services

(a) Tax calculations for the Purpose of Preparing the Accounting Entries
Proposals in ED of December 2006

290.178 In the case of an audit client that is an entity of significant public interest, a
firm should not prepare tax calculations of current and deferred tax liabilities
(or assets) for the primary purpose of preparing accounting entries that are
material to the financial statements on which the firm will express an
opinion.
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Proposals in current ED

290.185

290.186

Except in emergency situations, in the case of an audit client that is a public
interest entity, a firm shall not prepare tax calculations of current and
deferred tax liabilities (or assets) for the purpose of preparing accounting
entries that are material to the financial statements on which the firm will
express an opinion.

The preparation of calculations of current and deferred tax liabilities (or
assets) for an audit client for the purpose of the preparation of accounting
entries, which would otherwise not be permitted under this section, may be
provided to audit clients in emergency or other unusual situations when it is
impractical for the audit client to make other arrangements. This may be the
case when (a) only the firm has the resources and necessary knowledge of
the client’s business to assist the client in the timely preparation of its
calculations of current and deferred tax liabilities (or assets), and (b) a
restriction on the firm’s ability to provide the services would result in
significant difficulties for the client (for example, as might result from a
failure to meet regulatory reporting requirements). In such situations, a firm
may provide such services if:

(&) Those who provide the services are not members of the audit team;
and

(b) The services are provided for only a short period of time and are not
expected to recur.

In addition, the situation shall be discussed with those charged with
governance.

(b) Tax Planning and Other Tax Advisory Services

Proposals in ED of December 2006

The ED of December 2006 does not have a proposal as that described below.

Proposals in current ED

290.191

In providing tax services to an audit client, a firm may be requested to
perform avaluation to assist the client with its tax reporting obligations or for
tax planning purposes. Where the result of the valuation will have a direct
effect on the financial statements, the provisions included in paragraphs
290.175 to 290.180 relating to valuation services are applicable. Where the
valuation is performed for tax purposes only and the result of the valuation
will not have a direct effect on the financial statements (i.e. the financial
statements are only affected through accounting entries related to tax), this
would not generally create threats to independence if such effect on the
financial statements is immaterial or if the valuation is subject to external
review by a tax authority or similar regulatory authority. If the valuation is not
subject to such an external review and the effect is material to the financial
statements, the existence and significance of any threat created will depend
upon factors such as:

The extent to which the valuation methodology is supported by tax law
or regulation, other precedent or established practice and the degree
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of subjectivity inherent in the valuation.
The reliability and extent of the underlying data.

The significance of any threat created shall be evaluated and safeguards
applied when necessary to eliminate the threat or reduce it to an acceptable
level. Examples of such safeguards include:

Using professionals who are not members of the audit team to perform
the service;

Having a professional review the audit work or the result of the tax
service; or

Obtaining pre-clearance or advice from the tax authorities.
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The Exposure Draft can also be found on the Institute’s website at:
www.hkicpa.org.hk/professionaltechnical/ethics/exposuredraft/.
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