General Comment Table Attachment 1:
Pitcher Partners' submission to APESB on IESBA's ED
(general comment item 27)

Agenda Item 10 (c)

Submission on IESBA ED Proposed Revisions to the Fee related Provisions of the
Code from 16th April 2020
Request for Specific Comments
Evaluating Threats Created by Fees Paid by the Audit Client
1. Do you agree that a self-interest threat to independence is created and an intimidation
threat to independence might be created when fees are negotiated with and paid by an audit
client (or an assurance client)?
Response: In principle we do not agree with this statement. The engagement to
perform assurance services is two willing parties entering into a contract or business
transaction for the supply and receipt of services. If the reward is not commensurate
with the risk, then the auditor will not accept it. The premise that because the client is
paying the audit fee, this creates a threat to the independence of the auditor to provide
a report or outcome that will see the client continue to engage with the audit firm, goes
against the basic ethical principles of an accountant/auditor. The implication that
accountants/auditors would not uphold their ethical requirements at this basic level is
not something considered worthy of having to document. It is akin to the
doctor/patient transaction. Does a doctor have a self-interest in this relationship
because the patient is paying them? Does the doctor make up illnesses to keep the
patient coming back for treatment which in turn provides revenue for the doctor? An
unethical doctor may, but not an ethical one. There will be unethical practitioners in
every profession, but the majority of practitioners will uphold their most basic ethical
principles.
The existing guidance that no one client should provide more than 15% of the total
fees received by the firm, prevents a firm from being dependent on an audit client and
subsequently being in a position where their independence may be impaired or that
they may face an intimidation threat. Refer APES 110 para R410.4
2. Do you support the requirement in paragraph R410.4 for a firm to determine whether the
threats to independence created by the fees proposed to an audit client are at an acceptable
level:
a) Before the firm accepts an audit or any other engagement for the client; and
b) Before a network firm accepts to provide a service to the client?
R410.4 Before a firm or network firm accepts an audit or any other engagement for an audit
client, the firm shall determine whether the threats to independence created by the fees
proposed to the client are at an acceptable level. The firm shall also re-evaluate such threats
where appropriate during the engagement period for the audit if circumstances change.
Response: This provision is not overly different to the existing requirements in
substance, but it is making it clear that this assessment must be made prior to
accepting the engagement.
The guidance in 410.4.A2 which states “the significance of the client, for example to
the firm, network or partner or office.”, may make it more challenging for some
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partners with individually large clients to consider the independence aspect. This is
likely to be a greater issue for larger audit firms with an international client base.
3. Do you have views or suggestions as to what the IESBA should consider as further factors
(or conditions, policies and procedures) relevant to evaluating the level of threats created
when fees for an audit or any other engagement are paid by the audit client? In particular, do
you support recognizing as an example of relevant conditions, policies and procedures the
existence of an independent committee which advises the firm on governance matters that
might impact the firm’s independence?
Response: A requirement of this nature would add an additional level of administration
and documentation of quality management procedures. Most large to medium firms
would have a process like this in place already and smaller firms may not have the
resources to allocate to such a committee nor would they be able to demonstrate that
the committee is independent.
Further Comments – given the highly regulated environment in Australia with respect
to auditors, these considerations seem unnecessary, however in jurisdictions where
there is little or no regulation, these provisions may have some merit.
Impact of Services Other than Audit Provided to an Audit Client
4. Do you support the requirement in paragraph R410.6 that a firm not allow the level of the
audit fee to be influenced by the provision by the firm or a network firm of services other than
audit to the audit client?
R410.6 A firm shall not allow the audit fee to be influenced by the provision by the firm or a
network firm of services other than audit to the audit client
Response: Yes, we support this requirement. There should not be an ‘audit discount’
or a ‘package deal’ on the audit fee if other services are provided. The audit fee should
stand alone and reflect the matters identified in 410.22 A1 and 410.6 A2. ‘Paragraph
R410.6 is not intended to prohibit cost savings that can be achieved as a result of
experience derived from the provision of services other than audit to the audit client.’
However, we also acknowledge that when clients put the audit out to tender it is
usually to test the market to see if they can get a better deal on the audit fee.
Proportion of Fees for Services Other than Audit to Audit Fee
5. Do you support that the guidance on determination of the proportion of fees for services
other than audit in paragraph 410.10 A1 include consideration of fees for services other than
audit:
a) Charged by both the firm and network firms to the audit client; and
b) Delivered to related entities of the audit client?
410.10 A1 The evaluation of the level of the self-interest threat might be impacted when a
large proportion of fees charged by the firm or network firms to an audit client is generated by
providing services other than audit to the client, due to concerns about the potential loss of
either the audit engagement or other services. Such circumstances might also create an
intimidation threat. A further consideration is a perception that the firm or network firm
focusses on the non-audit relationship, which might create a threat to the auditor’s objectivity.
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410.10 A2 Factors that are relevant in evaluating the level of such threats include:
• The ratio of fees for services other than audit to the audit fee.
• The relationship to the audit client of the related entities for which the services other than
audit are provided.
• The nature, scope and purposes of the services, including whether they are recurring
services.
• The qualitative and quantitative significance of the client to the firm and to the network.
• The operating structure and the compensation arrangements of the firm and the network.
Response: We are supportive of the guidance on determination of the proportion of
fees for services other than audit set out in 410.10A1 and the relevant factors in 410.10
A2.
However, in a situation where 2 firms within a network have separate operating
structures and compensation arrangements and both firms are providing services to
the same non-PIE client for example, one firm performs the audit and the other firm is
providing consulting services in relation to their retail operations and franchising
model, how would this play out under these requirements? In a situation like this, the
consulting services are likely to be of higher value than the audit fee but given the
firms do not share profits, there would be no self-interest or intimidation threat to the
firm performing the audit so the provision of these services would be permitted. Is this
the intention of the provisions?
In addition, there is no definition of what “large proportion of fees” is in 410.10 A1 so
this would need to be clarified for consistent application across firms and networks.
Fee Dependency for non-PIE Audit Clients
6. Do you support the proposal in paragraph R410.14 to include a threshold for firms to
address threats created by fee dependency on a non-PIE audit client? Do you support the
proposed threshold in paragraph R410.14?
R410.14 When for each of five consecutive years total fees from an audit client that is not a
public interest entity represent, or are likely to represent more than 30% of the total fees
received by the firm, the firm shall determine whether either of the following actions might be
a safeguard to reduce the threats created to an acceptable level, and if so, apply it:
a) Prior to the audit opinion being issued on the fifth year’s financial statements, have a
professional accountant who is not a member of the firm expressing the opinion on the
financial statements review the fifth year’s audit work; or
b) After the audit opinion on the fifth year’s financial statements has been issued, and before
the audit opinion is issued on the sixth year’s financial statements, have a professional
accountant, who is not a member of the firm expressing the opinion on the financial
statements or a professional body review the fifth year’s audit work.
Response: The provisions in R410.14 raise the following questions:
• What is the significance of waiting until the 5th year?
• What are the consequences if the reviewer does not agree with the opinion? Do
the 4 prior years audits then come into question?
• Will this actually achieve anything or just be a rubber stamp?
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•
•

Will the reviewer have a self-interest threat also?
What is the point of b) - reviewing the 5th years audit work after it has been
completed and the audit opinion has been issued?

The situation where the total fees from one audit client that is not a PIE being >30% of
total fees is unlikely to be an issue for large/medium firms. It is most likely to be an
issue for smaller firms or new firms where there may only be one audit partner.
Other questions in relation to the independent reviewer:
• what is the role of the “reviewer”? Is it a formal EQCR type role in which they are
part of the audit team?
• What independence requirements are then placed on that “reviewer”? Are they
expected to provide a report or conclusion?
• What action is taken if there is an issue with the audit report?
• How is this individual insured?
• What’s their responsibility if there is future litigation?
• Would a member of a network firm fit the definition of ‘not a member of the firm
expressing the opinion’ i.e. if the reviewer is from another network firm but
different location, is this considered independent for this requirement?
7. Do you support the proposed actions in paragraph R410.14 to reduce the threats created
by fee dependency to an acceptable level once total fees exceed the threshold?
R410.14 When for each of five consecutive years total fees from an audit client that is not a
public interest entity represent, or are likely to represent more than 30% of the total fees
received by the firm, the firm shall determine whether either of the following actions might be
a safeguard to reduce the threats created to an acceptable level, and if so, apply it:
a) Prior to the audit opinion being issued on the fifth year’s financial statements, have a
professional, accountant who is not a member of the firm expressing the opinion on the
financial statements review the fifth year’s audit work; or
b) After the audit opinion on the fifth year’s financial statements has been issued, and before
the audit opinion is issued on the sixth year’s financial statements, have a professional
accountant, who is not a member of the firm expressing the opinion on the financial
statements or a professional body review the fifth year’s audit work.
Response: Refer to Q6 response
Fee Dependency for PIE Audit Clients
8. Do you support the proposed action in paragraph R410.17 to reduce the threats created by
fee dependency to an acceptable level in the case of a PIE audit client?
R410.17 When for each of two consecutive years the total fees from an audit client that is a
public interest entity represent, or are likely to represent, more than 15% of the total fees
received by the firm, the firm shall determine whether, prior to the audit opinion being issued
on the second year’s financial statements, an engagement quality review performed by a
professional accountant who is not a member of the firm expressing the opinion on the
financial statements (“pre-issuance review”) might be a safeguard to reduce the threats to an
acceptable level, and if so, apply it.
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Response: Similar to the response in Q6, this raises the following questions:
•
•
•
•

What is the significance of waiting until the 2nd year?
What are the consequences if the reviewer does not agree with the opinion? Does
the prior years audit then come into question?
Will this actually achieve anything or just be a rubber stamp?
Will the reviewer have a self-interest threat also?

The situation where the total fees from one audit client that is a PIE being >15% of total
fees is unlikely to be an issue for large/medium firms. It is most likely to be an issue
for smaller firms or new firms where there may only be one audit partner.
Other questions in relation to the independent reviewer:
• what is the role of the “reviewer”? Is it a formal EQCR type role in which they are
part of the audit team?
• What independence requirements are then placed on that “reviewer”? Are they
expected to provide a report or conclusion?
• What action is taken if there is an issue with the audit report?
• How is this individual insured?
• What’s their responsibility if there is future litigation?
• Would a member of a network firm fit the definition of ‘not a member of the firm
expressing the opinion’ i.e. if the reviewer is from another network firm but
different location, is this considered independent for this requirement?
9. Do you agree with the proposal in paragraph R410.19 to require a firm to cease to be the
auditor if fee dependency continues after consecutive 5 years in the case of a PIE audit
client? Do you have any specific concerns about its operability?
R410.19 Subject to paragraph R410.20, if the circumstances described in paragraph R410.17
continue for five consecutive years, the firm shall cease to be the auditor after the audit
opinion for the fifth year is issued.
Response: Yes, subject to R410.20, firm rotation would be the most appropriate
course of action in this situation to truly overcome the self- interest threat.
10. Do you support the exception provided in paragraph R410.20?
R410.20 As an exception to paragraph R410.19, the firm may continue to be the auditor after
five consecutive years if there is a compelling reason to do so having regard to the public
interest, provided that:
a) The firm consults with an independent regulatory body or professional body in the
relevant jurisdiction and it concurs that having the firm continue as the auditor would be in
the public interest; and
b) Before the audit opinion on the sixth and any subsequent year’s financial statements is
issued, the firm engages a professional accountant who is not a member of the firm
expressing the opinion on the financial statements to perform a pre-issuance review.
410.20 A1 A factor which might give rise to a compelling reason is the lack of viable
alternative firms to carry out the audit engagement, having regard to the nature and location
of the client’s business.
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Response: Although it may be difficult in practice to justify the ‘compelling reason’ to a
regulatory body, we support the idea that there may be exceptional circumstances
which is consistent with a principles based set of auditing and accounting standards.
Again, with part b) of this provision the questions around the reviewer’s role and
responsibilities as per our response to Q6 and Q8 arise.
Transparency of Fee-related Information for PIE Audit Clients
11. Do you support the proposed requirement in paragraph R410.25 regarding public
disclosure of fee related information for a PIE audit client? In particular, having regard to the
objective of the requirement and taking into account the related application material, do you
have views about the operability of the proposal?
R410.25 The firm shall be satisfied that the following information is publicly disclosed in a
timely and accessible manner:
a) Subject to paragraph R410.26, the fee for the audit of the financial statements on which
the firm issued an opinion, comprising
i.
Fees paid or payable to the firm and network firms, and
ii.
Actual or estimated fees paid or payable to other firms that have performed audit
procedures on the engagement;
b) The total amount of fees charged during the period covered by the financial statements
for the provision of services by the firm or a network firm to the audit client, which, for this
purpose shall include only related entities over which the client has direct or indirect
control, other than as disclosed under (a); and
c) If applicable, the fact that the total fees received by the firm from the audit client
represent, or are likely to represent, more than 15% of the total fees received by the firm
for two consecutive years, and the year that this situation first arise.
The requirements in subparagraphs (a) and (b) above may be met by compliance with laws
and regulations which substantively satisfy the corresponding requirements.
410.25 A1 The fees disclosed usually reflect the fees paid or estimated to be paid for the
services based on the information available at the time of the disclosure. The fees paid or
estimated to be paid for the audit engagement include all such fees paid or payable to firms in
relation to the audit work performed on which the audit opinion is based.
410.25 A2 An example of when compliance with laws and regulations would not substantively
satisfy paragraph R410.25 is in the case of disclosure of fees for services other than audit,
the exclusion of fees for services provided by network firms to the audit client and related
entities over which the client has direct or indirect control.
410.25 A3 Such information might be disclosed,
a) By the audit client in its financial statements, annual report or proxy statement, or
b) If not by the audit client, by the firm in a manner deemed appropriate for the
circumstances.
410.25 A4 If the firm discloses the information required by paragraph R410.25 in the audit
report, it would be appropriate to do so as part of the auditor’s other reporting responsibilities
in accordance with ISA 700 (revised).
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410.25 A5 The firm might also discuss with the client whether disclosure of other information
relating to fees might enhance the users’ understanding of the fees paid or payable and how
they might influence the firm’s independence. The nature and extent of matters to be
considered will depend on the facts and circumstances and might include for example:
Comparative information for the prior year’s fees for audit and services other than audit.
The nature of services and their associated fees as disclosed under paragraph R410.25
(b)
Safeguards applied when the total fees from the client represent or are likely to represent
15% of the total fees received by the firm.
410.25 A6 The disclosure is regarded as accessible if the information required by paragraph
R410.25 is readily available for any stakeholder in a manner that stakeholders are specifically
informed about or the firm has reason to believe that stakeholders know about.
Response: Whilst we consider that it is important for fees to be disclosed in the
financial report, we do not consider the disclosure of fees to be an auditor
independence issue. Provisions of this nature should be included in the accounting or
auditing standards not the Code. It is not appropriate to include fee disclosures in the
audit report. The auditor opines on the financial statements and the disclosure
contained therein. A principle of the audit report is that the auditor does not make
disclosures not already included in the financial statements.
12. Do you have views or suggestions as to what the IESBA should consider as:
a) Possible other ways to achieve transparency of fee-related information for PIEs audit
clients; and
b) Information to be disclosed to TCWG and to the public to assist them in their
judgments and assessments about the firm’s independence?
Response: IESBA should consult with the IASB with respect to disclosure of fee
related information. This should be included in accounting standards not in the Code.
Anti-Trust and Anti-Competition Issues
13. Do you have views regarding whether the proposals could be adopted by national
standard setters or IFAC member bodies (whether or not they have a regulatory remit) within
the framework of national anti-trust or anti-competition laws? The IESBA would welcome
comments in particular from national standard setters, professional accountancy
organizations, regulators and competition authorities.
Response: No comment
Proposed Consequential and Conforming Amendments
14. Do you support the proposed consequential and conforming amendments to Section 905
and other sections of the Code as set out in this Exposure Draft? In relation to overdue fees
from an assurance client, would you generally expect a firm to obtain payment of all overdue
fees before issuing its report for an assurance engagement?
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Response: Yes, we support the proposed consequential and conforming amendments
to Section 905 where we have supported the proposed changes to Section 410 as there
need to be consistency in both sections.
In relation to overdue fees, as part of normal commerce the transaction (issuing of the
assurance report) is sometimes concluded with an amount still to be paid/invoiced.
While it would be nice to be paid prior to issuing the assurance report it is not
necessarily normal commercial practice. It is also not permitted for the auditor to
withhold their audit report for unpaid fees, so it would be inconsistent for this to be a
factor for other assurance services. However, whilst we would not necessarily expect
to obtain payment of all overdue fees before issuing the report for an assurance
engagement, we would want assurances from the client that they will be paid in the
near future.
15. Do you believe that there are any other areas within the Code that may warrant a
conforming change as a result of the proposed revisions?
Response: none identified
Request for General Comments
105. In addition to the request for specific comments above, the IESBA is also seeking
comments on the matters set out below:
•

Those Charged with Governance, including Audit Committee Members – The IESBA
invites comments regarding any aspect of the proposals from individuals with
responsibilities for governance and financial reporting oversight. This includes small
businesses where a single owner manages the entity and also has a governance role.

Response: no comment
•

Small- and Medium-Sized Entities (SMEs) and Small and Medium Practices (SMPs) –
The IESBA invites comments regarding any aspect of the proposals from SMEs and
SMPs.

Response – our comments have been included as necessary in our responses to the
Specific Comments above
•

Regulators and Audit Oversight Bodies – The IESBA invites comments on the proposals
from an enforcement perspective from members of the regulatory and audit oversight
communities.

Response: no comment
•

Developing Nations – Recognizing that many developing nations have adopted or are in
the process of adopting the Code, the IESBA invites respondents from these nations to
comment on the proposals, and in particular on any foreseeable difficulties in applying
them in their environment.

Response: no comment
• Translations – Recognizing that many respondents may intend to translate the final changes
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for adoption in their own environments, the IESBA welcomes comment on potential
translation
issues respondents may note in reviewing the proposals.
Response: no comment

