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Global Audit Regulation & Ethics

UK — Kingman and CMA Reviews, Brydon Report, FRC overhaul and
Big 4 operational separation as a result:

« Carillion — KPMG fined £14,4m + £4m in costs by UK FRC

e BHS — PwC fined £6.5m. Auditor fined £325k and banned for 15
years

EU - Wirecard collapse in Germany 2020 — €1.9b fictitious assets,
unqualified audit reports and alleged audit failures

USA - US SEC & PCAOB Independence and ethics breaches
« 2022 - US$ 100M fine for EY
« 2021 - US$ 450K fine for KPMG

- CA ANZ undertaking review of Professional Conduct Framework

APES B { } Image 1: https://news.sky.com/story/carillion-collapse-auditor-kpmg-faces-accounting-investigation-11227347
< Image 2: https://www.itv.com/news/london/2016-08-14/oxford-street-bhs-closes-for-the-final-time;
Image 3: https://www.fnlondon.com/articles/fca-under-fire-for-handling-of-wirecards-collapse-in-the-uk-20200706;
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PJC Inquiry into the Regulation of Auditing in Australia

Led by Parliamentary Joint Committee on corporations and financial services.

2019
August @ 2020
Inquiry established November

Focus on the regulation of Final report issued

auditing, conflicts of interest and No changes to interim
performance of regulators recommendations

Interim report released

- 10 recommendations

- no major structural changes to Government yet
legislative & regulatory frameworks to respond
@ 2020 To date
February
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PJC Inquiry recommendations relating to NAS & Fees

« Recommendation 3

o Establish defined categories and associated fee disclosure requirements in relation to
audit and non-audit services

o Establish a list of non-audit services that audit firms are explicitly prohibited from
providing to an audited entity

Recommendation 4

o The auditor's independence declaration must specifically confirm that no prohibited
non-audit services have been provided

Recommendation 5

o Consider revising APES 110 to include a safeguard that no audit partner can be
incentivised, through remuneration advancement or any other means or practice, for
selling non-audit services to an audited entity

APESB



Background for change

Whilst the International Code provides a strong foundation, there was impetus for IESBA to
strengthen International Independence Standards particularly for PIE Audit clients:

* Public expectations on auditor independence
« Changes in laws, regulations and firm policies in various jurisdictions

« Research, public consultations and global outreach
Result == New Non-Assurance Services (NAS) and Fee-related provisions in the Code.

APESB recent release: Compiled Code (Dec 2022) incorporates these new provisions.

APESB )


https://apesb.org.au/wp-content/uploads/2023/05/Compiled_APES_110_Dec_2022.pdf

Non-Assurance Services Provisions In the Code

APESBT)
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High-level overview of NAS Provisions in the Code

Effective 1 July 2023 (globally 15 December 2022):

* New overarching self-review threat prohibition for PIE
audit clients

« Materiality qualifier for NAS withdrawn for PIE audit
clients

* New requirements to communicate and obtain
concurrence from Those Charged with Governance of
PIE audit clients

« Assuming management responsibilities provisions moved
to Section 400

APESBC)



Self-review Threat — All audit clients

Before providing a NAS, Firms must evaluate whether there is a risk that (R600.14):

a) The results of the NAS will form part of or affect the accounting records, the internal
controls over financial reporting, or the financial statements; and

b) In the course of the audit of those financial statements, the audit team will evaluate or
rely on any judgments made or activities performed when providing the NAS.

For non-PIE audit clients:

* it may be possible to implement safeguards in certain circumstances.

* in certain situations safeguards might not be available or capable of addressing threats.

APESB )



Self-review Threat Prohibition — PIE audit clients

For PIE audit clients, a NAS that might create a self-review threat is
prohibited (R600.16) because the threat:

e cannot be eliminated, and

« safeguards are not able to reduce the threat to an acceptable level

‘Might’ used rather than ‘will’ to avoid firms incorrectly concluding the
NAS will not:

» create a self-review threat; or

—
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hreat

* be subject to audit procedures

Materiality not relevant to whether NAS might create a self-review threat

APESB )
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Advice & Recommendations
Advice and recommendations might create a self-
review threat (600.11 Al):

* Non-PIE audit clients — apply the conceptual
framework.

» PIE audit clients — prohibited (R600.16) unless
exception in R600.17 applies.

Exception for PIE audit clients: advice and
recommendations allowed if it arises during the audit
and the Firm:

» does not assume management responsibility, and

» applies the conceptual framework in relation to
threats other than self-review.

APESB )

11



Tax Services

A firm must not provide tax services or recommend transactions
related to marketing, planning, or opining in favour of tax treatment
initially recommended by the firm unless the firm is confident the
treatment has a basis in applicable tax law or regulation that is likely
to prevail (AUST R604.4).

Australian specific content:

- removed “where a significant purpose is tax avoidance” (R604.4
in IESBA Code)

- added guidance on ‘confident’ and ‘likely to prevail (AUST 604.4
Al.l)

- added a documentation requirement (AUST R604.4.1)

APESB )



Tax advisory and planning services

Providing tax advisory and tax planning services will not create a
self-review threat if such services (604.12 A2):

a. Are supported by tax authority/precedent;
b. Are based on established practice; or

c. Have a basis in tax law that the firm is confident is likely to
prevail.

Australian specific content (consistent with NZ):

- Additional guidance on ‘confident’ and ‘likely to prevail’ (AUST
604.12 A2.1)

- Additional documentation requirement (AUST R604.12.1)

APESBL)
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Firm communication with TCWG — PIE audit clients

New requirements on communication with Those
Charged with Governance (TCWG) (600.20 Al to
R600.22)

For PIE audit clients (including its parent entity and
entities it controls), a firm must, before providing NAS:

1. Inform TCWG that the firm has determined the NAS
is not prohibited and will not create a threat to
independence, or that any threats are at an
acceptable level

2. Provide TCWG with information to enable them to
make an informed decision about the impact of the
NAS on independence

3. Obtain concurrence from TCWG

APESB
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Resources — Non-assurance Services

ﬂDES 110 Code Prohibitions to be issueﬁ
APESB()

APES 110 Code Prohibitions applicable to Auditors
for all Audit and Review Engagements

Available on APESB’s website

summarises
prohibitions on
NAS, interests,
relationships and
actions for all audit
clients

Updated version
incorporating new
NAS & Fees
provisions

expected to be
released June

IESBA Staff Q&As - NAS

J

.

2023 /

APESB )
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Available on the IESBA’s website

Covers generau\

prohibitions &
applying the
conceptual
framework

Self-review threats
Specific prohibitions

Providing advice &
recommendations

Communication with
Those Charged with

Governance /
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https://apesb.org.au/wp-content/uploads/2020/08/APES_110_Prohibitions_Audit_Clients_12_Aug_2020.pdf
https://www.ethicsboard.org/publications/iesba-staff-qa-revised-non-assurance-services-provisions-code
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Fee-related Provisions in the Code
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Overview of Fee-related provisions in the Code

Effective 1 January 2023:
* New guidance on evaluating threats caused by existing fee paying model
* Prohibition on allowing other services to influence audit fees

» Guidance to help firms determine what constitutes a large proportion in specific
circumstances (no specific cap)

» Fee dependency thresholds for PIE and Non-PIE audit clients

* For PIEs — transparency of fee information and fee dependency
to TCWG and the public

« Strengthening prohibitions on compensation of audit
partners

APESBC)
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Self-interest threats created by fees

Fees negotiated with & paid by audit client could create Circumstances
self-interest threat & intimidation threat (410.4 A1) that create
threats:

e High ratio of

_ o non-audit fees
Firms determine if

threats from fees at an
acceptable level * Fee
dependency

* OQOverdue fees

APESB_;
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Level of Audit Fees

Requirement for audit fee to be standalone:

- the provision of other services is not allowed to
influence the level of audit fees
(i.e., no discounts on audit fee if other services
provided) (R410.6)

- Exception for cost savings based on experience
gained from providing the other services

New guidance on when large proportion of fees are
for services other than audit (410.11 Al to A3)

APESB
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Fee Dependency — PIE audit clients

Fee dependency threshold for PIEs remains at 15% (over 2 consecutive years) (R410.18)

» Must perform a pre-issuance review on 2nd year audit work by a member from outside
the firm

» Post-issuance review no longer considered a safeguard

For joint audits, a pre-issuance review not required where both firms perform sufficient
work to take responsibility for the audit opinion, and only one exceeds the 15% threshold
(R410.19)

Fee dependency cannot continue indefinitely :
« Must cease as auditor after 5 consecutive years (R410.20)

» Exception for public interest reasons (if certain conditions met) or if required by laws and
regulation (R410.21)

APESB )
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Fee Dependency - non-PIE audit clients
New fee dependency threshold for non-PIE audit clients:

» Audit fee is 30% of firm’s total fees for 5 consecutive years
* Must undertake either a (R410.15):

a) pre-issuance review of 5th year’s financial
statements by Member external to the Firm

b) post-issuance review of 5th year’s work by
Member external to the Firm or professional body

If fee dependency continues past 5 consecutive years,
make determination and take action each year (R410.16)

For joint audits, a pre-issuance review not required where
both firms perform sufficient work to take responsibility for
the audit opinion, and only one exceeds the 30% threshold (R410.19)

APESBC)
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Fee Dependency — Referral Source

* Referral source provisions were an Australia addition to
APES 110 in 2013 — specific to SMSFs.

* Provisions have been revised to align with IESBA fee
dependency provisions including:

- Reference to ‘large proportion of fees’ replaced with
30% threshold.

- Applies to firm, individual partner and office.

- 5 year cumulative period before requirement applies

- pre-issuance review to be completed at 5 years by
an appropriate reviewer not involved in the audit

- Required to clarify position if dependency continues
beyond 5 years

APESB )
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Resources — Fee-related provisions

IESBA = Staff Questions & Answers | Jan

Revised Fee-related Provisions of the Code
Guidance for Professional Accountants in Public Practice

Q&As Relevant to Non-Public Interest Entities
{Non-PlEs) and PIEs

' shoaid uve 12 deterrmine whih fes for & IcHc service (5., foe guated.
charged or paid) e o
of Ehe Tirsats to indepeadence ceated by the provision of It service 1o the

IESBA Staff Q&As - Fees
* Relevant to both PIE & non-PIE audit clients

* Threats created by fees paid by audit client
* Proportion of Fees

* Fee Dependency

« Transparency for PIE audit clients:

- Communication with Those Charged with
Governance

- Public Disclosure

Available on the IESBA’s website
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https://www.ethicsboard.org/_flysystem/azure-private/publications/files/IESBA-Staff-Questions-and-Answers-Revised-Fee-related-Provisions-of-the-Code_0.pdf

Audit Partner Rotation (Long Association)

APESBT)
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Audit Partner Rotation (Long Association) reguirements

Audit partner rotation requirements in Australia align
with international requirements in the IESBA Code.

Effective from 1 January 2019

Interaction of Code and Corporations Act 2001
requirements led to separate outcomes for some
PIE entities

For audit client PIEs other than Listed Entities and
APRA regulated entities, Firm applied the Code
requirements

For Listed Entities and APRA regulated entities, a
transition period applied

The transition period ends 31 December 2023

APESB )
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Partner Rotation — Listed & APRA-Regulated Entities

Transition Full
(2 Jan 2019 Provisions
to pre (from 31 Dec
31 Dec 2023) 2023)
Role
Time Cooling Cooling
on off off
(yrs) (yrs) (yrs)
Engagement Partner 5/ 7% 3
EQCR Partner 5/ 7% 3
Other Key Audit Partners 7 5

** |n accordance with applicable laws and regulations, Audit Engagement and EQCR Partners can serve in the same role for a maximum of five years,
but may be extended by the Audit Client or a regulator in accordance with applicable laws and regulations.

APESB )
‘ 26



Resources — Audit Partner rotation

/ APESB Technical Staff Q&As APESB{)

Audit Partner rotation requirements in Australia

Audit Partner rotation requirements in Australia

> General prOVISlonS - a” aUdIt CllentS Technical Staff Questions & Answers

Second edition: November 2019

» Specific provisions — PIE audit clients

« Combination of roles

» Determination of cooling-off period

* Flowcharts mapping application of provisions
 First edition: December 2017

« Second edition: November 2019

\ Available on APESB’s website

APESB T
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https://apesb.org.au/wp-content/uploads/2021/01/APESB_Audit_Partner_Rotation_QAs_Nov_2019_web.pdf

Definitions of Listed Entity and Public Interest Entity

APESBT)
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Current Australian requirement on PIEs

 Definition of Public Interest Entity (PIE)
includes listed entities

* From 1 January 2013, APESB mandated
Firms to determine whether additional
entities are PIEs (para AUST R400.8.1)

. *» Determination is based on large
I number/wide range of stakeholders and
considering nature of the business, size &
number of employees

« APES 110 requirement higher than
IESBA Code

29



Supporting Australian application material on PIESs

The following entities will generally be considered as PIEs (AUST 400.8.1 Al):

Authorised deposit-taking institutions and authorised non-operating holding companies
(NOHCs) regulated by APRA

Authorised insurers and authorised NOHCs regulated by APRA

Life insurance companies and registered NOHCs regulated by APRA
Private Health Insurers regulated by APRA

Disclosing Entities

Registrable superannuation entity (RSE) licensees, and RSEs under their trusteeships
that have five or more members regulated by APRA

Other issuers of debt and equity instruments to the public

APESB )
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New proposed definition of PIE

IESBA Code

3 specific mandatory categories:

Publicly traded entity (replaces listed
entity)

Deposit-taking institutions
Insurers

1 broad mandatory category:

 Entity required under local law,

regulation or professional standards
(Guidance in para 400.18 A2)

APESBT] Revisions effective from 1 January 2025

APES 110

Guidance on
Australian PIEs
in proposed
para AUST

400.18 A3
(retains existing
categories)




Determining PIEs

APES 110 proposes to retain firms being mandated to determine PIES

Expanded non-exhaustive list of factors to evaluate the level of public
interest in the financial condition of an entity

( )
Nature of the business or
activities (e.g., financial
obligations to the public)

\_ J
é )

The importance of the entity to
its sector (e.g., replaceable in the
event of financial failure)

\_ J

APESBC)

( N\
Subject to regulatory
supervision over the entity’s Size of the entity
financial obligations
. J L
Number and nature of ("
stakeholders Potential systemic impact in
(e.g., investors, customers, the event of financial failure
creditors & employees
\ Ployees) ) L
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Transparency Requirement

R400.20 and R400.21

« To meet the public expectations on transparency of firm
independence

," » Firms are required to publicly disclose if they have
— applied the independence requirements for PIE to an

J po— \, audit
& Transparency ‘ » The disclosure has to be in a manner deemed

appropriate

o What is appropriate?

o |AASB PIE project - Auditor report disclosures

« Exception when disclosure will result in disclosing
confidential future plans of the entity (e.g., IPO plan)

APESB )



Resources — Listed Entity and Public Interest Entity

[ESBA S0 5. IESBA Staff Q&As — Definition of Listed Entity & PIEs

I
et o At

and Public Interest Entity in the Code

Revisions to the Definitions of Listed Entity » Overarching objective - additional independence for PIEs

« Evaluating extent of public interest in an entity’s financial
condition

Overarching Objective for Additional Independence
Provisions for PiEs

* Publicly traded entities

» Proportion of Fees
« Adoption of PIE definition by local bodies
» Determining other entities as PIEs

» Public Disclosure of application of PIE Independence
requirements

Available on the IESBA’s website

APESB )
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https://ifacweb.blob.core.windows.net/publicfiles/2023-03/FINAL%20-%20Revisions%20to%20the%20Definitions%20of%20Listed%20Entity%20and%20PIE.pdf

Q&A

APESBT)
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Further Information

For more information visit www.apesb.org.au

Follow the APESB LinkedIn page for timely updates,

To download APESB’s mobile app:
#_  Download on the > Getiton
¢ App Store Google play

APESB )
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http://www.apesb.org.au/
https://www.linkedin.com/company/1838737/admin/
https://apps.apple.com/au/app/apesb-professional-standards/id950242266#?platform=iphone
https://play.google.com/store/apps/details?id=com.apesb.apesb

Purpose & Disclaimers

This set of PowerPoint slides has been developed by APESB Technical Staff on
APES 110 Code of Ethics for Professional Accountants (including Independence
Standards).

These slides only provide an overview of provisions in the Code and do not
purport to present all the detailed changes. The slides should be read in
conjunction with the Code. These slides do not form part of the Code, the text of
which is authoritative.

APESB does not accept responsibility for loss caused to any person who acts or
refrains from acting in reliance on the material in this publication, whether such
loss is caused by negligence or otherwise.

APESB )
37



	Slide 1
	Slide 2: Agenda
	Slide 3: Global Audit Regulation & Ethics
	Slide 4: PJC Inquiry into the Regulation of Auditing in Australia
	Slide 5: PJC Inquiry recommendations relating to NAS & Fees
	Slide 6: Background for change
	Slide 7
	Slide 8: High-level overview of NAS Provisions in the Code
	Slide 9: Self-review Threat – All audit clients
	Slide 10: Self-review Threat Prohibition – PIE audit clients 
	Slide 11: Advice & Recommendations
	Slide 12: Tax Services 
	Slide 13: Tax advisory and planning services 
	Slide 14: Firm communication with TCWG – PIE audit clients
	Slide 15: Resources – Non-assurance Services
	Slide 16
	Slide 17: Overview of Fee-related provisions in the Code
	Slide 18: Self-interest threats created by fees
	Slide 19: Level of Audit Fees
	Slide 20: Fee Dependency – PIE audit clients
	Slide 21: Fee Dependency - non-PIE audit clients
	Slide 22: Fee Dependency – Referral Source
	Slide 23: Resources – Fee-related provisions
	Slide 24
	Slide 25: Audit Partner Rotation (Long Association) requirements 
	Slide 26:  Partner Rotation – Listed & APRA-Regulated Entities
	Slide 27: Resources – Audit Partner rotation 
	Slide 28
	Slide 29:  Current Australian requirement on PIEs
	Slide 30: Supporting Australian application material on PIEs
	Slide 31
	Slide 32:  Determining PIEs
	Slide 33: Transparency Requirement
	Slide 34: Resources – Listed Entity and Public Interest Entity
	Slide 35
	Slide 36: Further Information
	Slide 37: Purpose & Disclaimers

