THE FINANCIAL REPORTING ACT 2004

Guidelines made by the Council under sections 73(2) 

the Financial Reporting Act 2004

1. These guidelines may be cited as the Auditor’s Independence Guidelines 2009

2. In these guidelines:
‘Act’ means the Financial Reporting Act 2004;

‘Audit Committee’ means such person, committee or other body of any entity set up for the purposes of supervising the audit of the accounts of the entity;

‘Auditor’ means licensed auditor;

‘Client’ means the entity whose financial statements or other information is being audited by an auditor;

‘International Auditing Standards’ means the Auditing Standards issued by IAASB;

‘IAASB’ means the International Auditing Assurance Standards Board;
‘Practitioners’ means licensed auditors;
‘Public practice’ means practice as a public accountant

The IFAC Code of Ethics and Conduct establishes the ethical requirements for members.  It sets out the fundamental principles and provides a conceptual framework for applying those principles.  The fundamental principles are integrity, objectivity, professional competence and due care, confidentiality and professional behaviour.
Practitioners are required to apply this conceptual framework:

· to identify threats to compliance with the fundamental principles, 
· to evaluate their significance and, 
· if such threats are other than clearly insignificant, to apply safeguards to eliminate them or 
· reduce them to an acceptable level such that compliance with the fundamental principles is not compromised.

Independence encompasses the above principles. Independence is primordial to achieve promoting audit quality.  There are various stakeholders who rely on the work of the auditors to make decisions.
Practitioners who provide assurance services are required to be independent of the assurance client.  Independence of mind and in appearance is necessary to enable members in public practice to express a conclusion, and be seen to express a conclusion, without bias, conflict of interest or undue influence of others.  
The objective of the guidelines  on Independence is to ensure that all practitioners when performing an assurance engagement bear in mind all situations that may hinder their independence.  
These guidelines are extracted from the IFAC Code of Ethics and they are not exhaustive.  There may be other situations that may affect the independence of auditors which may have been missed out inadvertently.

Auditors’ Independence Guidelines
1.0 Conceptual Framework

	Para 100.5
	A conceptual framework requires a professional accountant to
(i) identify, evaluate and 
(ii)address threats to compliance with the fundamental principles. 
	

	Para 100.7
	A professional accountant should take qualitative as well as quantitative factors into account when considering the significance of a threat. 
If a professional accountant cannot implement appropriate safeguards, the professional accountant should decline or discontinue the specific professional service involved, or where necessary resign from the client
	


2.0
Threats and Safeguards

	Para

100.10
	Compliance with the fundamental principles may potentially be threatened by a broad range of circumstances. Many threats fall into the following categories:

(a) Self-interest threats, which may occur as a result of the financial or other interests of a professional accountant or of an immediate or close family member;

(b) Self-review threats, which may occur when a previous judgment needs to be reevaluated by the professional accountant responsible for that judgment;

(c) Advocacy threats, which may occur when a professional accountant promotes a position or opinion to the point that subsequent objectivity may be compromised;

(d) Familiarity threats, which may occur when, because of a close relationship, a professional accountant becomes too sympathetic to the interests of others; and

(e) Intimidation threats, which may occur when a professional accountant may be deterred from acting objectively by threats, actual or perceived.


	


3,0
Policies and Procedures
	Para 200.12
	Firm-wide safeguards in the work environment may include:

For firms that perform assurance engagements,
(i) documented independence policies regarding the identification of threats to independence,
(ii)  the evaluation of the significance of these threats and 
(iii) the evaluation and application of safeguards to eliminate or reduce the threats, other than those that are clearly insignificant, to an acceptable level.


	

	Para

280.2


	A professional accountant in public practice who provides an assurance service is required to be independent of the assurance client. 
Independence of mind and in appearance is necessary to enable the professional accountant in public practice to express a conclusion, and be seen to express a conclusion, without bias, conflict of interest or undue influence of others.
	


4.0
Independence for Assurance Engagements

	Para

290.1
	In the case of an assurance engagement it is in the public interest and, therefore, required by the IFAC Code of Ethics, that members of assurance teams, firms and, when applicable, network firm be independent of assurance clients.
	

	Para

 290.8
	Independence requires:

(i)  Independence of Mind

The state of mind that permits the expression of a conclusion without being affected by influences that compromise professional judgment, allowing an individual to act with integrity, and exercise objectivity and professional skepticism.

(ii)   Independence in Appearance

The avoidance of facts and circumstances that are so significant that a reasonable and informed third party, having knowledge of all relevant information, including safeguards applied, would reasonably conclude a firm’s, or a member of the assurance team’s, integrity, objectivity or professional skepticism had been compromised.


	  


5.0 Acceptance/Continuance of Clients

	Para 290.13
	A firm should evaluate the relevant circumstances, 
(i)  the nature of the assurance engagement and the threats to independence in deciding whether it is appropriate to accept or continue an engagement, as well as 
(ii) the nature of the safeguards required and 
(iii)  whether a particular individual should be a member of the assurance team.
	

	Para

290.22
	The evaluation of threats to independence and subsequent action should be supported by evidence obtained before accepting the engagement and while it is being performed. 
The obligation to make such an evaluation and take action arises when a firm, a network firm or a member of the assurance team knows, or could reasonably be expected to know, of circumstances or relationships that might compromise independence. 
There may be occasions when the firm, a network firm or an individual inadvertently violates this section. If such an inadvertent violation occurs, it would generally not compromise independence with respect to an assurance client provided the firm has appropriate quality control policies and procedures in place to promote independence and, once discovered, the violation is corrected promptly and any necessary safeguards are applied.
	


6.0
Assertion-based assurance engagements

Financial Statement audit engagements

	Para

290.14
	Financial statement audit engagements are relevant to a wide range of potential users. 
Accordingly, for financial statement audit clients, the members of the assurance team, the firm and network firms are required to be independent of the financial statement audit client. 

Such independence requirements include prohibitions regarding certain relationships between members of the assurance team and directors, officers and employees of the client in a position to exert direct and significant influence over the subject matter information (the financial statements). 

Also, consideration should be given to whether threats to independence are created by relationships with employees of the client in a position to exert direct and significant influence over the subject matter (the financial position, financial performance and cash flows).
	


Other considerations

	Para

290.21
	In the case of a financial statement audit client that is a listed entity, 
the firm and any network firms are required to consider the interests and relationships that involve that client’s related entities. 
Ideally those entities and the interests and relationships should be identified in advance. 
For all other assurance clients, when the assurance team has reason to believe that a related entity of such an assurance client is relevant to the evaluation of the firm’s independence of the client, the assurance team should consider that related entity when evaluating independence and applying appropriate safeguards.
	


ISA 260: Discuss with those charged with Governance

	Para

290.29
	There should be regular communications between the firm and the audit committee (or other governance body if there is no audit committee) of listed entities regarding relationships and other matters that might, in the firm’s opinion, reasonably be thought to bear on independence.
	

	Para 290.30
	Firms should establish policies and procedures relating to independence communications with audit committees, or others charged with governance of the client. 
In the case of the financial statement audit of listed entities, the firm should communicate orally and in writing at least annually, all relationships and other matters between the firm, network firms and the financial statement audit client that in the firm’s professional judgment may reasonably be thought to bear on independence. 
Matters to be communicated will vary in each circumstance and should be decided by the firm, but should generally address the relevant matters set out in this section.
	


7.0
Engagement period

	Para

290.31
	The members of the assurance team and the firm should be independent of the assurance client during the period of the assurance engagement. 
The period of the engagement starts when the assurance team begins to perform assurance services and ends when the assurance report is issued, except when the assurance engagement is of a recurring nature. 
If the assurance engagement is expected to recur, the period of the assurance engagement ends with the notification by either party that the professional relationship has terminated or the issuance of the final assurance report, whichever is later.
	

	Para

290.32
	In the case of a financial statement audit engagement, the engagement period includes the period covered by the financial statements reported on by the firm. 
When an entity becomes a financial statement audit client during or after the period covered by the financial statements that the firm will report on, the firm should consider whether any threats to independence may be created by:

      (i)  Financial or business relationships with the audit client during or after  the period covered by the financial statements, but prior to the acceptance of the financialstatement audit engagement; or

(ii) Previous services provided to the audit client. 
Similarly, in the case of an assurance engagement that is not a financial statement audit engagement, the firm should consider whether any financial or business relationships or previous services may create threats to independence.
	

	Para 290.33
	If a non-assurance service was provided to the financial statement audit client during or after the period covered by the financial statements but before the commencement of professional services in connection with the financial statement audit and the service would be prohibited during the period of the audit engagement, consideration should be given to the threats to independence, if any, arising from the service. If the threat is other than clearly insignificant, safeguards should be considered and applied as necessary to reduce the threat to an acceptable level. Such safeguards may include:

(i)   Discussing independence issues related to the provision of the non-assurance service with those charged with governance of the client, such as the audit committee;

•(ii)  Obtaining the client’s acknowledgement of responsibility for the results of the non-assurance service;

•(ii)   Precluding personnel who provided the non-assurance service from participating in the financial statement audit engagement; and

(iv)  Engaging another firm to review the results of the non-assurance service or having another firm re-perform the non-assurance service to the extent necessary to enable it to take responsibility for the service.
	

	Para

290.34
	A non-assurance service provided to a non-listed financial statement audit client will not impair the firm’s independence when the client becomes a listed entity provided:

(a) The previous non-assurance service was permissible under this section for non-listed financial statement audit clients;

(b) The service will be terminated within a reasonable period of time of the client becoming a listed entity, if they are impermissible under this section for financial

statement audit clients that are listed entities; and

(c) The firm has implemented appropriate safeguards to eliminate any threats to independence arising from the previous service or reduce them to an acceptable level.
	


APPLICATION OF FRAMEWORK TO SPECIFIC SITUATIONS LISTED BELOW (PARAGRAPHS 290.100 TO 290.214)

· Financial Interests

· Loans and Guarantees
· Close Business Relationships With Assurance Clients
· Family and Personal Relationships

· Employment with Assurance Clients

· Recent Service with Assurance Clients

· Serving as an Officer or Director on the Board of Assurance Clients

· Long Association of Senior Personnel With Assurance Clients

· Financial Statement Audit Clients That are Listed Entities

· Provision of Non-assurance Services to Assurance Clients

· Preparing Accounting Records and Financial Statements

· Valuation Services

· Provision of Taxation Services to Financial Statement Audit Clients

· Provision of Internal Audit Services to Financial Statement Audit Clients

· Provision of IT Systems Services to Financial Statement Audit Clients

· Temporary Staff Assignments to Financial Statement Audit Clients

· Provision of Litigation Support Services to Financial Statement Audit Clients
· Provision of Legal Services to Financial Statement Audit Clients

· Recruiting Senior Management

· Corporate Finance and Similar Activities

· Fees and Pricing

· Gifts and Hospitality

· Actual or Threatened Litigation

It is necessary to evaluate the significance of any threat created by a particular situation. In some cases it may be possible to eliminate or reduce the threat created to an acceptable level by application of safeguards. In other cases no safeguards are available to reduce the threat to an acceptable level and hence the auditor has to decline the job.
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