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A professional organization and its members are granted the legal right by society to organize
themselves, to control entrance into the profession, and to formulate standards of behaviour governing
its members. In return for this right, members of the profession are to act in the interest of society and
its members. Provincial and Federal Acts, and the Code of Ethical Principles and Rules of Conduct
formalize this arrangement. In order to fulfil this responsibility, professionals must have a number of
important character traits, as well as the skill to make expert technical and moral judgements which
serve the interest of society.

Certified General Accountants thus have an important role to play in society. In the performance of that
role, many of a professional's actions have an effect on the welfare of other people. Because of their
societal responsibilities, members of a profession are obligated to act in the interest of these other
parties, who have a stake in the nature and quality of professional activities. These stakeholders include
employers, clients, various identifiable third parties, and the public at large. Therefore, the professional
organization and its members have a stake in the performance of individual members. The Code of
Ethical Principles and Rules of Conduct applies to the behaviour of members of the Association when
they either perform the role of a professional accountant or represent themselves as members of the
Association.

The role of a CGA is broad and general. It is defined in two ways: first, by specifying the tasks which
accountants characteristically perform and second, by specifying the parties who are to benefit from the
performance of those tasks and how professional accountants should act in order to benefit them.

The characteristic tasks performed by Certified General Accountants include the production, analysis,
and distribution of information. In addition, the provision of ancillary services is related to the core
expertise in accounting. The Code of Ethical Principles and Rules of Conduct governs the CGA's actions in
the performance of these tasks.

Certified General Accountants are committed to providing professional services competently and with
due care. This requires extensive knowledge and experience, and the ability to make appropriate
judgements. Competence and due care implies the necessity and ability to make ethical judgements. In
addition, CGAs are committed to improving the quality of professional services and the profession itself.

Certified General Accountants are committed to the public interest. Normally, acting in the public
interest is achieved by acting in the interest of one's client or employer. However, whenever there is a
conflict between these interests, the professional's first obligation is to the public at large. Acting
appropriately in such situations may require the courage of one's convictions.

In virtue of their commitment to the public interest, Certified General Accountants owe an obligation to
other parties. In order to satisfy that obligation, two elements of character are crucial to members of the
CGA profession. They must act with integrity and be trustworthy. Acting with integrity means that they
are committed to a high standard of behaviour and strive to achieve it in their work. It implies the
highest standard of behaviour, and thus exceeds the minimum allowable under laws, regulations, or
specific professional pronouncements. Trustworthiness means that others may safely put themselves in
a position in which a CGA is expected to help them. Integrity and trustworthiness imply the possession
of other character traits, including honesty, prudence, competence, loyalty to the proper beneficiaries
of their actions and objectivity. Objectivity in turn requires that Certified General Accountants should be
truthful and impartial, and should act fairly with regard to the interests of themselves and others.
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Certified General Accountants are also committed to avoiding conflicts of interest. When a situation
arises in which a conflict either cannot be avoided, or it is undesirable to avoid from the beneficiaries'
point of view, disclosure of the conflict (and consent of the beneficiaries) is necessary. Furthermore,
CGAs are committed to protecting the confidentiality of information about their client or employer
which they obtain or produce in the course of performing their role. This protection, however, is not
absolute.

Certified General Accountants are committed to acting in accordance with all applicable laws and
professional standards. In situations where violation of some standard occurs, the burden of proof is on
the CGA to show why such an action is justifiable.

Subject to the provincial or territorial legislative requirements, the standards of conduct contained in
the Code of Ethical Principles and Rules of Conduct provide standards of acceptable behaviour of
Association members. They apply to all members of the Association, and extend to students (except
where the wording of any Rule makes it clear that it specifically relates to members only). These
standards take the form of Ethical Principles and Rules. Some of the basic principles apply to all CGAs;
others relate specifically to the role which members play when they provide professional services. They
provide a positive guide to members of the Association in their professional activities to help them make
judgements about how they ought to act. They also provide a basis for enforcing a minimum level of
acceptable behaviour.

Furthermore, for members providing professional services to clients, it is in the public interest that
members, firms, and members of assurance teams be independent of assurance clients. This
independence is necessary in order to provide a reasonable level of assurance that any engagement
conducted and subsequent report issued is grounded on professional judgement that is free of conflict
of interest or bias. These requirements are articulated in the CGA Independence Standard, which forms
an integral part of the Code of Ethical Principles and Rules of Conduct.

CGA Alberta’s Code of Ethical Principles and Rules of Conduct applies when a member performs services
outside of their own province or territory or even outside Canada. Members should be aware that other
jurisdictions may impose more restrictive standards on services performed in those jurisdictions.
Members should make every effort to be aware of these differences and comply with the more
stringent requirements and guidance unless prohibited by law or regulation.

The most important part of this document is the Code of Ethical Principles. They provide the ethical
standards in accordance with which accountants are to make their professional judgements. The Rules
of Conduct provide clear statements of required or prohibited behaviour in specific situations. They are
appropriate in areas in which the standard of acceptable behaviour is either vague or sufficiently
important to formulate a written standard.

This Code of Ethical Principles and Rules of Conduct is structured so that the Ethical Principles are
relatively general and only rarely subject to revision. As the profession and its environment change, it is
anticipated that the Rules of Conduct will be amended occasionally by addition, modification, and
deletion, as warranted.

The Regulated Accounting Profession Act of Alberta 18(1) refers to “rules of professional conduct”. CGA
Alberta’s by-laws authorize the terms “rules of professional conduct” and “Code of Ethical Principles and
Rules of Conduct” are to be interchangeable and mean the same document.
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CODE OF ETHICAL PRINCIPLES

(a) RESPONSIBILITIES TO SOCIETY

Registrants have a fundamental responsibility to safeguard and advance the interests of society.
This implies acting with trustworthiness, integrity and objectivity. This responsibility extends
beyond a registrant’s own behaviour to the behaviour of colleagues and to the standards of the
Association and the profession.

(b) TRUST AND DUTIES

Registrants shall act in the interest of their clients, employers, and interested third parties, and
shall be prepared to sacrifice their self-interest to do so. Registrants shall honour the trust
bestowed on them by others, and shall not use their privileged position without their principal's
knowledge and consent. Registrants shall strive to be independent of mind and in appearance.

(c) DUE CARE AND PROFESSIONAL JUDGEMENT

Registrants shall strive to continually upgrade and develop their technical knowledge and skills
in the areas in which they practice as professionals. This technical expertise shall be employed
with due professional care and judgement.

(d) DECEPTIVE INFORMATION
Registrants shall not be associated with any information which the registrant knows, or ought
to know, to be false or misleading, whether by statement or omission.

(e) PRACTICE OF THE PROFESSION

Registrants shall act openly and fairly towards others in the practice of their profession.

(f) RESPONSIBILITIES TO THE PROFESSION

Registrants shall always act in accordance with the duties and responsibilities associated with
being members of the profession, and shall carry on work in a manner which will enhance the
image of the profession and the Association.
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RULES OF CONDUCT

The Rules of Conduct provide specific statements of the minimum standards of acceptable professional
behaviour. They provide clearer statements about specific ethical issues, but do not exhaust the range
of enforceable ethical standards. They are organized under the headings of the Ethical Principles to
which they apply. The Rules of Conduct also provide guidance concerning the application of the Rules to
certain specific situations. A registrant shall, when encountered with a circumstance or relationship not
explicitly addressed in the Code of Ethical Principles and Rules of Conduct, comply with the ethical
principles when evaluating the specific facts. The registrant shall be alert for such circumstances and
relationships.

RESPONSIBILITIES TO SOCIETY

Registrants have a fundamental responsibility to safeguard and advance the interests of society. This
implies acting with trustworthiness, integrity and objectivity. This responsibility extends beyond a
registrant’s own behaviour to the behaviour of colleagues and to the standards of the Association and
the profession.

R101 Discredit
A registrant shall not permit the registrant’s firm name or the registrant’s name to be used
with, participate in, or knowingly provide services to any practice, pronouncement, or act
which would be of a nature to discredit the profession.

R102 Unlawful Activity
A registrant shall not permit the registrant’s firm name or the registrant’s name to be used
with, participate in, or provide services to, any activity which the registrant knows, or which
a reasonable and informed third party would believe, to be unlawful.

R103 Discrimination
A registrant shall not engage in a discriminatory practice on a prohibited ground of
discrimination, as those terms are defined in the Canadian Human Rights Act.

R104 Breach of Rules
A registrant shall, subject to Rules R105 and R201, notify the Association of any breach of
the Code of Ethical Principles and Rules of Conduct by another registrant, or any other
situation of which the registrant has sufficient knowledge which appears to put in doubt the
competence, reputation or integrity of registrants.

R104.1 Member Advisor
A registrant or other person appointed by the Association as an Advisor,
Discipline Mediator, or to a similar position, shall be exempt and prohibited
from reporting under these rules any matter of which the appointee becomes
aware in the course of the duties incumbent in such a position.
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R104.2 Practice Review Committee
A member shall, when appointed by the Association to a Practice Review
Committee, or engaged by such a Committee to conduct a practice review, be
exempt and prohibited from reporting under these Rules any matter of which
the member becomes aware in the course of Association-related duties except

when:

(a) the Practice Review Committee files a complaint relating to a breach of
these Rules; or

(b) the practice review was made on request of a Discipline Tribunal.

R104.3 Disclosure Prohibited by Law
A registrant shall be exempt and prohibited from reporting under Rule R104
where the disclosure of such matters is otherwise prohibited by law.

R105 Criticism of a Professional Colleague

A registrant shall not criticize another professional colleague without first submitting this
criticism to that colleague for explanation. Where the criticism may result in a complaint
against the colleague being lodged with the Association, the registrant must, first, submit
that criticism in writing to the colleague for explanation. The registrant thereafter shall
inform that colleague as to the action the registrant has taken concerning the criticisms. The
lodging of a complaint against a professional colleague is considered a criticism under this
rule.

R105.1 Notice Waived
Notwithstanding Rule R105, a registrant may first submit a criticism of another
professional colleague to the Association should the matter be considered of
such a nature that prior written notice to that colleague is not appropriate.

R106 Reporting of Acts Detrimental to the Profession
A registrant shall report to the Association any situation of which the registrant has
sufficient personal knowledge and which the registrant thinks may be detrimental to the
profession.

R107 Compatible Activities
A registrant may engage in any profession, trade, industry, office, or duty except where
these undertakings are detrimental to the public good or to the standards of the profession.

R107.1 Professional Practice other than Public Accounting
A registrant engaged in the practice of public accounting may carry on a
business or practice through an organization separate from such public
accounting practice, either as a proprietor or partner, or as a director, officer, or
shareholder of a corporation, and may associate with non-members for this
purpose, subject to the following provisions:

(a) the business or practice shall not be designated “Certified General
Accountant(s)”; and
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(b) no reference to any such business or practice may be made in the
letterheads, name plates, professional cards, or announcements of the
public accounting practice, nor may reference be made to the public
accounting practice in the letterheads, name plates, professional cards,
or announcements of any such business or practice.

R107.2 Constraints on a Professional Practice other than Public Accounting
A registrant engaged in a professional practice other than public accounting but
not also engaged in the practice of public accounting may, in carrying on such a
practice, conduct these affairs (or the firm's or corporation's affairs) free of the
constraints imposed upon registrants engaged in the practice of public
accounting, but not in such a fashion as to bring disrepute on the profession or
the Association.

R107.3 Referral for a Commission
A registrant practising as described in Rule R107.2 shall not refer a client for
services to another registrant in the practice of public accounting for a
commission or other compensation.

R107.4 Use of Normal Business Methods
A firm or corporation carrying on a business or practice as described in Rule
R107.1 may use normal business methods to solicit business for its own
functions, but such methods may not be used, or appear to be used, for the
solicitation of clients for the public accounting practice with which the registrant
is associated.

R108 Conduct Unbecoming
A registrant, whether acting in a professional capacity or otherwise, shall not
engage in conduct which reflects negatively on the registrant’s honesty,
integrity, or trustworthiness or suitability as a registrant of the profession.
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TRUST AND DUTIES

Registrants shall act in the interest of their clients, employers, and interested third parties, and shall
be prepared to sacrifice their self-interest to do so. Registrants shall honour the trust bestowed on
them by others, and shall not use their privileged position without their principal's knowledge and
consent. Registrants shall strive to be independent of mind and in appearance.

R201 Confidentiality
A registrant shall not disclose or use any confidential information acquired as a result of
professional or business relationships without proper and specific authority or except as
described in Rules R201.1 and R201.2.

R201.1 Mandatory Disclosure
A registrant shall disclose information:

(a) where disclosure is compelled by a process of law or by statute; or

(b) where such information is required to be disclosed by the Board of the
Association or any of its Committees appointed thereby in the proper
exercise of its duties.

R201.2 Discretionary Disclosure
A registrant is not forbidden from disclosing the information:

(a) where properly acting in the course of the duties incumbent on a
registrant; or

(b) where a registrant becomes aware of an apparent or suspected criminal
activity. Before making such a disclosure, a registrant should obtain
advice from a member of the appropriate provincial or territorial law
society as to the registrant’s duties and obligations as a citizen in the
context of the registrant’s professional activities. A registrant so doing
shall not be in violation of this Rule regarding confidentiality by reason
only of the seeking or following of such legal advice or reporting; or

(c) where justified in order for a registrant to defend the registrant’s
associates or employees, as the case may be, against any lawsuit or
other legal proceeding, or against alleged professional misconduct, but
only to the extent necessary for such purpose.

R201.3 Confidentiality by a Person Contracted by a Registrant
A registrant engaged to perform a particular service may contract for the
services of a person not employed by the registrant to assist in the performance
of that service, provided the registrant first obtains agreement from that person
to carefully and faithfully preserve the confidentiality of any information used
for the purposes of the engagement, and not to make use of such information
other than as required in the performance of such services.
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R202 Independence
Independence requires:

R202.1

(a) Independence of mind:
The state of mind that permits the provision of an opinion without being
affected by influences that compromise professional judgment, allowing
an individual to act with integrity, and exercise objectivity and
professional skepticism.

(b) 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
registrant, firm, or a member of the assurance team’s, integrity,
objectivity or professional skepticism had been compromised.

Independence in Assurance or Specified Auditing Procedures Engagements

In accordance with the CGA Independence Standard, a registrant shall be free of
any interest, influence or relationship in respect of the client’s affairs which
impairs the registrant’s professional judgment or objectivity, or which, in the
view of a reasonable observer, may have that effect.

A registrant shall comply with the requirements set out in the CGA
Independence Standard.

(a) Communication

A registrant shall not issue a communication in an assurance
engagement or specified auditing procedures engagement unless the
registrant has identified any threats to independence and evaluated the
significance of those threats. If the threats are other than insignificant,
the registrant shall either eliminate those threats, apply safeguards to
reduce those threats to an acceptable level, or decline to accept or
continue the engagement.

(b) Prohibitions
A registrant shall comply with the prohibitions set out in the CGA
Independence Standard. Prohibitions are denoted within the Standard
by italics. Prohibitions are not limited to those specifically identified in
the Standard, but must be determined by the registrant’s application of
professional judgment in assessing the situation in accordance with the
framework contained in the Standard.

(c) Compliance of the firm
A registrant shall ensure that staff of the firm remain free of any
interest, influence or relationship that would preclude the firm from
performing the engagement pursuant to paragraphs (a) and (b) of this
Rule and Rule R202.2.
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(d) Documentation
A registrant shall document all threats to independence and either the
decision to continue the engagement with the appropriate safeguards
or the decision to decline the engagement.

(e) Requirement to disclose prohibited interest, influence and
relationships
A registrant who has an interest, influence or relationship that is
precluded by this Rule shall advise the firm in writing of the interest,
relationship or service.

R202.2 Independence in Insolvency Engagements
A registrant who provides any services in relation to insolvency shall be free of
any interest, influence or relationship in respect of the client’s affairs which
impairs the registrant’s professional judgment or objectivity, or which, in the
view of a reasonable observer, may have that effect.

R202.3 Independence in Other Professional Services

(a) Requirement to disclose interest, influence and relationships
A registrant who provides any services not subject to R202.1 and R202.2
and the CGA Independence Standard shall disclose in writing to the
client or employer any interest, influence or relationship in respect of
the client’s or employer’s affairs which impairs the registrant’s
professional judgment or objectivity, or which, in the view of a
reasonable observer, may have that effect.

(b) Parties to the same transaction
Pursuant to Rule R202.3(a) a registrant shall, when rendering advice to
two or more clients who are parties to the same transaction advise in
writing that confidential information obtained may be disclosed to
other parties to the transaction. In addition, each party to the
transaction must provide written consent to the registrant
acknowledging these terms.

R202.4 Compilation Engagements
A registrant may issue a compilation engagement report as long as appropriate
disclosure of any interest, influence or relationship between the registrant and
the client is made in the compilation engagement report.

R203 Information Used for Personal Advantage
A registrant shall not, without an employer's or client's consent, use confidential
information relating to the business of the registrant’s employer or client to directly or
indirectly obtain a personal advantage. Registrants shall not take any action, such as
acquiring any interest, property or benefit, in connection with which unauthorized use is
made of confidential knowledge of an employer's or client's affairs obtained in the course of
his duties.
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R204 Custody of Client Assets
Registrants who handle money or other property in trust shall do so in accordance with the
terms of the trust and the general law relating to trusts; the registrant shall maintain such
records as are necessary to account properly for the money or other property.

R204.1 Money or Other Assets Held in Trust
All money held in trust shall be kept in a separate trust account or accounts in
any bank, credit union, or trust company subject to the terms under which the
money is held. Members entrusted with money (or other assets) belonging to
others should:

(a) Keep such assets separately from personal or firm assets;
(b) Use such assets only for the purpose for which they are intended,;
(c) At all times, be ready to account for those assets, and any income,

dividends or gains generated, to any persons entitled to such
accounting; and comply with all relevant laws and regulations relevant
to the hold and accounting for such assets.
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DUE CARE AND PROFESSIONAL JUDGEMENT

Members shall strive to continually upgrade and develop their technical knowledge and skills in the
areas in which they practice as professionals. This technical expertise shall be employed with due
professional care and judgement.

R301 Competence
A member shall sustain professional competence by keeping informed of, and complying
with, developments in the acknowledged standards of the profession in all areas in which
the member practices or is relied upon because of the member's profession.

R302 Professional Development
A member shall undertake continuing education and professional development activities in
accordance with the standards and policies established by the Association.

R303 Adherence to Acknowledged Principles and Standards

Registrants shall adhere to acknowledged principles and standards of professional practice.
The phrase “acknowledged principles and standards” expresses a wide meaning, namely
that body of principles and practices which have been generally adopted by the profession
and which are applied in the preparation of financial statements, taken together with the
requirements of any governing statutes, subject to below. That is, a registrant shall adhere
to:

(a) generally accepted accounting principles in financial reporting unless

departure from these principles is fully disclosed.

(b) generally accepted auditing standards or general review standards in an
assurance engagement.

(c) accounting and auditing practices that differ from those recommended
by the Association, provided that there is substantial authoritative
support for alternative treatment and the departure from the
Association's recommendations is disclosed;

(d) accounting and auditing practices not specifically dealt with by the
Association but which are otherwise generally accepted;

(e) requirements of any governing act or regulation, providing, however, in
the event that there is a conflict between the accounting and auditing
standards of the profession and a specific statutory or regulatory
requirement, the registrant shall make appropriate qualification in the
report; and

(f) accounting and auditing practices and standards recommended by the
Association, including those found in:

(i) the CICA Handbook; wherein references to the Rules of
Conduct/Code of Ethics of the provincial institutes/order appear,
this should be read as the CGA Code of Ethical Principles and
Rules of Conduct;

(ii) the CGA Independence Standard; and

(iii) the CGA Canada Public Practice Manual.
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R304 Terms of Engagement
A registrant shall state clearly in writing to a client the nature and scope of services to be
rendered under the terms of the engagement.

R305 Sufficient Information
A registrant shall not permit the firm name or the registrant’s name to be used with any
communication or recommendation concerning financial information unless the registrant
has considered all the information required to support such communication and/or
recommendation.

R306 Tax Services
In the provision of tax services, the following rules shall apply:

R306.1 Tax Advice may Favour Clients
A registrant rendering tax advice is entitled to put forward the best position in
favour of a client or employer, provided:

(a) it is rendered with professional competence,

(b) it does not in any way impair the registrant’s integrity and
trustworthiness,

(c) it is, in the professional judgement of the registrant, consistent with the
law, and

(d) there is reasonable support for the position.

R306.2 Tax Advice has Limitations
A registrant shall not hold out to a client or an employer that the tax filing
prepared and the tax advice offered are beyond challenge. The registrant shall
ensure that the client or the employer is aware of the limitations attached to tax
advice so that they do not misinterpret an expression of opinion as an assertion
of fact.

R306.3 Filing Responsibility is Client’s

A registrant who undertakes or assists in the preparation of a tax filing shall
advise the client or employer that the responsibility for the content of the filing
rests primarily with the client or employer. The registrant shall not be
associated with any filing about which there is reason to believe that it contains
statements or information furnished recklessly by the client, or without the
client having any real knowledge of whether they are true. The registrant shall
take the necessary steps to properly prepare the tax filing on the basis of the
information received.
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DECEPTIVE INFORMATION

Registrants shall not be associated with any information which the registrant knows, or ought to
know, to be false or misleading, whether by statement or omission.

R401 Communication Issued in Connection with Financial Information
A registrant shall not issue a communication on any financial information, whether for
publication or not, when the information is prepared in a manner which might tend to be
misleading.

R402 Association with Financial Information
A registrant shall not be associated with any letter, report, statement, representation,
financial statement, or tax filing, whether written or oral, which the registrant knows, or
should know, is false or misleading, regardless of any disclaimer of responsibility.

R402.1 Employer/Employee Conflicts
It is recognized that under exceptional circumstances, compliance with Rule
R402 may place a registrant in a difficult position vis-a-vis the registrant’s
employer. Nevertheless, professional duty is failed if the registrant fails to
comply with Rule R402:

R403 Known Omission
A registrant shall disclose any fact or information known to the registrant which is not
disclosed in the financial information, the omission of which would make that information
misleading.

R404 Material Discrepancy
A registrant shall immediately disclose any material discrepancy that becomes known to the
registrant concerning financial information on which the registrant has issued a
communication, or with which the registrant is associated.
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PROFESSIONAL PRACTICE

Registrants shall act openly and fairly towards others in the practice of their profession.

R501 Unfair Methods of Competition
A registrant shall not engage in unfair methods of competition in providing quotes or
obtaining customers. Unfair methods of competition include but are not limited to price
fixing and conspiring to allocate customers.

R502 Impairment of Incumbent Accountant
A registrant shall not, when accepting a special assignment (whether by referral or
otherwise) from a client of an accountant who is continuing in the relationship with that
client, take any action which would tend to impair the position of the other accountant in
the on-going work with that client.

R503 Services Provided on Referral
A registrant shall not, when receiving a special assignment for services by referral from
another accountant, provide or offer to provide any different services to the referring
accountant's client without the consent of the referring accountant. The referring
accountant shall not unreasonably withhold such consent.

R504 Replacement
A registrant engaged in the practice of public accounting shall, before accepting an
appointment to replace another professional accountant or firm, inquire from such other
person or firm in writing whether there is any professional reason why such appointment
should not be accepted.

R505 Takeover
(a) A registrant engaged in the practice of public accounting shall respond
promptly to takeover letters received from other professional
accountants. The registrant shall supply reasonable information to the
successor accountant about the work being assumed. There must be
readiness to co-operate with the successor, recognizing that the client's
interests are paramount.

(b) A registrant shall transfer to the client, or on the client's instructions, to
the newly appointed accountant, all books and documents belonging to
the client which are in the registrant’s possession.

R506 Fees
A registrant engaged in the practice of public accounting shall establish a fee structure and
shall ensure that a fee quoted and/or charged to a client for the performance of
professional services is sufficient in that:

a) Independence, where required, will not be impaired;

b) Qualified members of the firm will be assigned to the engagement and
will devote appropriate time to it; and

c) The quality of work will not be impaired and that due care will be

applied to comply with all applicable professional standards, guidelines,
and quality control procedures in the performance of those services.
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R506.1 Absence of Fees
Providing the conditions in R506 (i), (ii) and (iii) are met, a registrant is permitted to provide
pro bono professional services.

R507 Referral Fees
(a) A registrant engaged in the practice of public accounting may pay or

receive a referral fee or commission relating to a client if such payment
is paid or received for referring a client to, or from, another professional
colleague engaged in the practice of public accounting. Accepting such a
referral fee or commission may give rise to threats to objectivity and
professional competence and due care. In such instances, a registrant
shall establish precautions that include:
(i) Disclosing to the client any arrangements to pay or receive a referral
fee or commission; and
(ii) Obtaining advance agreement from the client for such
arrangements.
(b) A registrant engaged in the practice of public accounting may purchase
or sell all or part of a firm. Payments in respect of such sale are not
regarded as commissions or referral fees for the purposes of this rule.

R508 Contingent Fee
A registrant engaged in the practice of public accounting or related business or practice
shall not enter into a contingent fee arrangement in respect of
(a) anassurance engagement; or
(b) acompilation engagement; or
(c) original tax return preparation for a fee.

R508.1 Contingent Fees Non-Assurance Services

A registrant engaged in the practice of public accounting or related business or

practice may charge a contingent fee in respect of a non-assurance service,

provided:

(a) It does not create any interest, influence or relationship which impairs
the members professional judgment or objectivity of the member or
firm, or which, in the view of a reasonable and informed third party, may
have that effect in respect of an engagement described in R508 (a); or

(b) It does not create any influence, or which, in the view, of a reasonable
and informed third party, may have that effect in respect of any
engagement as described in 508 (b)performed by the member or firm
for the same client; and

(c) A written agreement with the client detailing the basis of remuneration
is obtained in advance of the engagement.
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R509 Advertising and Other Forms of Solicitation
A registrant shall not seek to obtain clients by advertising, or other form of solicitation that:

(a) isfalse or deceptive;

(b)  includes the use of harassing conduct;

(c)  creates an unjustified expectation of favourable results;
(d)  contains self-laudatory statements that are not verifiable.

R509.1 Misleading Name of Firm or Style of Practice
A registrant shall not engage in the practice of public accounting, or in any
function consistent therewith, under a name or style which is misleading as to
the nature of the firm or the nature of the functions performed.

R509.2 Preferred Areas of Practice
A registrant shall be permitted to refer to preferred or restricted area(s) of
practice in advertising, on business cards, or on letterhead; however, such
preferred or restricted area(s) of practice shall not be referred to as a specialty
unless the requirements of the Association have been satisfied.

R510 Use of Descriptive Style “Certified General Accountant(s) in the Name of Firm
(a) Members engaged in the practice of public accounting shall practice under
the descriptive style “Certified General Accountant(s)”.

(b) The plural use of the descriptive style Certified General Accountants
shall only be used in a partnership where all partners are members or a
professional corporation where all voting shareholders are members

(c) NotwithstandingR510(a) if a member is engaged in the practice of public
accounting with a professional colleague who is a non-member and
whose name forms a part of the firm name, then the firm shall not use
the descriptive style “Certified General Accountants(s)” if

(i) The non-member’s name forms a part of the firm name; or
(ii) The partners who are members exercise less than 50% legal
control of the firm.

510.1 Name of Firm

In addition to R510, all registrants engaged in the practice of public accounting would
ordinarily practise under the registrant’s name(s), or if engaged in the practice of public
accounting in partnership, corporation or professional corporation, practise under at least
one of the partners’ names or voting shareholders’ names. Partners’ or voting shareholders’
names are those who are or have been associated with the firm. Subject to legislative
requirements for naming partnerships or professional corporations, where the firm consists
of more than one partner or shareholder, the firm name may consist of any combination or
initials drawn from the first letter of partners, former partners, voting shareholders or
former voting shareholders last name.

Amended, November 2011 Page 16



CGA Alberta Code of Ethical Principles and Rules of Conduct

If a registrant wishes to practise under a firm name other than that permitted above, the
registrant may practise only under a name or style which:
(a) Is not misleading, confusing, false or deceptive or which creates an
unjustified expectation of favourable results;
(b) Is not self-laudatory;
(c) Does not contravene professional good taste; and
(d) Has been approved by the Association.

R510.2 - Style of Practice
All registrants engaged in the practice of public accounting must ensure the firm name
clearly identifies the style of practice and complies with Rule R509.1 as follows:

(a) If practising as a professional corporation, make it clearly understood to
the public that the registrant is practising as a professional corporation
and ensure that the firm name consists of a name that is allowed under
this rule and the appropriate legislation.

(b) If practising as a corporation, where the firm consists of one or more
practitioners, make it clearly understood to the public that the firm is
incorporated and ensure that the firm name consists of a name that is
allowed under this rule and the appropriate legislation.

(c) If practising as a limited liability partnership, make it clearly understood
to the public that the firm is a limited liability partnership and ensure
that the firm name consists of a name that is allowed under this rule
and the appropriate legislation.

(d) The addition of “& Co.” or other similar term is permitted only where
the registrant employs staff, where the number of partners exceeds that
named in the firm name, or where the registrant is practising with one
or more professional colleagues who are not partners or employees.

(e) If a registrant is practising in a partnership make it clearly understood to
the public that the firm is a partnership and ensure that the firm name
consists of a name that is allowed under this rule and a descriptive style
permitted under Rule 510.

R510.3 Application
A firm engaged in the practice of public accounting as of September 30th, 1996,
and whose name at that date included the phrase “& Co” or other similar
wording as permitted by the Rules then in effect, may continue to use such
name for as long as that firm is engaged in the practice of public accounting
under that name.

R510.4 Legal Change of Registrant's Name
A registrant whose name is legally changed may continue to use the former
name in the name of the firm without being considered in breach of this Rule.
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R511 Responsibility and Control
(a) A registrant engaged in the practice of public accounting who is
associated with a non-member in such practice, shall be responsible to
the Association for any failure of such non-member, in respect of such
practice, to abide by the Code of Ethical Principles and Rules of Conduct
of the Association. In the application of this rule, the rules of CEPROC
are deemed to apply as if such non-member were a member.

(b) A registrant engaged in the practice of public accounting shall personally
undertake, or delegate to a certificated member of the Association or a
professional colleague the responsibility for each office maintained by
the registrant or the registrant’s firm. Such registrant(s) or professional
colleague(s) shall normally be accessible to meet the needs of the
clients of such office(s).

R512 Association of Member with Non-Members in the Practice of Public Accounting
A registrant shall not associate in any way with a professional colleague who is a non-
member in the practice of public accounting unless:

(a) such association maintains the good reputation of the profession and its
ability to serve the public interest; and

(b) such business or practice establishes and maintains policies, procedures
and arrangements suitable for ensuring:
i) that every such non-member professional colleague is

knowledgeable of and complies with:

e Athe Association’s governing legislation, regulations,
bylaws and Code of Ethical Principles and Rules of
Conduct; and

¢ the ethical and other regulations applicable to members
of a recognized professional organization or regulated
body of which the non-member professional colleague
is a member; and

ii) that no style or presentation or communication is used which
implies that the non-member professional colleague is a
member.

R513 Specialization
A registrant shall not use the title of “Specialist” unless all the requirements set by the
Association have been satisfied.

R514 Marketing of Goods and Services
A registrant engaged in the practice of public accounting shall not market goods and
services at a profit, other than professional services, through the registrant’s public practice
firm.
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R515 Registration
A registrant or firm shall, if engaged in the practice of public accounting part time or full
time, register in accordance with the requirements prescribed by the Association

R516 Practice Review Requirements
A registrant shall comply with, and adhere to, the practice review requirements of the
Association and the standards contained therein.

R517 Professional Liability Insurance
A registrant engaged in the practice of public accounting shall maintain professional liability
insurance as specified and provide evidence as required, by the Association.

R518 Service by an Employee
A registrant shall not permit an employee to perform professional services which the
registrant is not permitted to render unless the employee has been granted a license to
perform such professional services.

R519 Relations with Clients or Employers
Subject to Rule R204.1, a registrant shall not, when acting on behalf of a client or employer,
bargain for the registrant’s own use any fee, remuneration, or benefit from a third party
without the client's or employer's written consent.

R520 Students Engaged in the Practice of Public Accounting
Subject to Rule R614, a student, except where permitted, shall not engage in the practice of
public accounting independently, or in association with others. This Rule shall not restrict a
student from being an employee of a firm.

R521 General Business Principles

Registrants in business may be solely or jointly responsible for the preparation and reporting

of financial and other information, which both their employing organizations and third

parties may rely on. They may also be responsible for providing effective financial
management and competent advice on a variety of business-related matters. Registrants in
business are often involved in the preparation and reporting of information that may either
be made public or used by others inside or outside the employing organization. Such
information may include financial or management information; for example, forecasts and
budgets, financial statements, management discussion and analysis, and the management
letter of representation provided to the auditor’s audit of the entity’s financial statements.

As such, a registrant shall:

(a) Recognize that investors, creditors, employers and other sectors of the business
community, as well as governments and the public at large, all may rely on the work
of a registrant in business;

(b) Prepare or present such information fairly, honestly and in accordance with relevant
professional standards so that the information will be understood in its context;

(c) Recognize their responsibility to further the legitimate aims of their employing
organization.
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R522 Responsibility to Encourage an Ethics-based Culture
A registrant shall recognize that the more senior their position, the greater their ability and
opportunity to influence events, practices and attitudes. A registrant shall encourage an
ethics-based culture in their organization that emphasizes the importance of ethical
behaviour.

R523 Remedies Exhausted
In circumstances where a registrant believes that unethical behaviour or actions by others is
occurring or will continue to occur within the organization, the registrant shall consider
obtaining legal advice. In a situation where all available remedies have been exhausted, a
registrant in business shall consider whether the only appropriate action is to resign from
the employing organization.
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RESPONSIBILITIES TO THE PROFESSION

Registrants shall always act in accordance with the duties and responsibilities associated with being
members of the profession, and shall carry on work in a manner which will enhance the image of the
profession and the Association.

R601 Compliance
A registrant shall comply with the By-laws and the Code of Ethical Principles and Rules of
Conduct of the Association as amended from time to time, and with any order or resolution
of the Board or its committees under the By-laws.

R602 Disciplinary Action
A registrant shall be subject to disciplinary action for any offence which constitutes a breach
of professional conduct.

R602.1 Jurisdiction of Disciplinary Action
A registrant shall be subject to disciplinary action only through the registrant’s
Provincial Association or Ordre Professionel. In circumstances where no
Provincial Association or Ordre Professionel has jurisdiction, the registrant shall
be subject to disciplinary action by the Board of Directors of CGA Canada as
provided by the By-laws.

R603 Membership Obtained Fraudulently
(a) A registrant shall not obtain admission to membership by means of
fraud or other irregularity.

(b) A registrant shall notify the Association immediately regarding a person
who has obtained membership by means of fraud or other irregularity.

R604 Admittance to Membership
(a) A registrant shall report to the Association a fact known to that
registrant sufficient to affect the admittance of any person whose
admission may be detrimental to the Association.

(b) An individual shall, when applying to become a registrant not sign or be
associated with any related letter, report, statement or representation
which the applicant knew, or should have known, was false or
misleading.
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R605 Responsibility for Firm
A registrant engaged in the practice of public accounting who

(a) is associated with a firm or corporation carrying on a business
or practice as described in Rule R107, whether as principal, partner,
director, officer, or shareholder, and

(b) has a significant influence on the ownership or management of
such firm or corporation,

shall be responsible to the Association for any failure of such firm or corporation to abide by
the Code of Ethical Principles and Rules of Conduct of the Association.

R606 Detrimental Actions
(a) A registrant shall not participate in any action which is
detrimental to the Association or the profession.

(b) A registrant shall, subject to Rules R201 and R514, report to the
Association any situation of which the registrant has sufficient
personal knowledge and which the registrant thinks may be
detrimental to the Association or the profession.

R607 Evidence of Professional Misconduct

A registrant who has been found guilty or granted an absolute or conditional discharge of
any criminal or similar offence which may cast doubt as to that registrant’s honesty,
integrity, or professional competency, shall promptly inform the Association of the
conviction, finding of guilt or discharge, as the case may be, when the right of appeal has
been exhausted or expired. In such cases, the registrant may be charged with
unprofessional conduct by the registrant’s Provincial Discipline Tribunal. A certificate of
conviction by any competent court shall be sufficient evidence of the conviction and the
perpetration of the offence.

R607.1 Criminal and Similar Offences
Criminal or similar offences include, but are not limited to, the following

offences:

(a) fraud, theft, forgery or income tax evasion;

(b) violation of the provisions of any securities legislation; or

(c) any criminal or similar offence for conduct in, or related to, the
registrant’s professional capacity, or for conduct in
circumstances where there was reliance on their membership
in, or association with, the Association.

R608 Bankruptcy

A registrant shall immediately notify the Association if the registrant becomes bankrupt.
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R609 Public Statements
A registrant shall not make public statements or comments which may be interpreted as
representing the Association or its views, except when authorized to act as an “official
spokesperson” for the Association.

R610 Requirement to Reply in Writing
A registrant shall promptly reply in writing to any request from the Association in which a
written reply is specifically required.

R611 Assistance to the Board
A registrant shall, when required, comply with the request of the Board or its committees in
the exercise of their duties in matters of the appropriate certified general accountants
legislation, the Bylaws or the Code of Ethical Principles and Rules of Conduct, and when
required, produce any documents in the registrant’s possession, custody, or control, subject
to Rules R201, R104.2, and R104.3.

R612 Person Expelled or Suspended
A registrant shall, before knowingly employing a person who has been expelled or who is
under suspension from any accounting body, obtain through the Association the facts
concerning the expulsion or suspension.

R613 Legal Action Against a Registrant
A registrant shall, before entering into a legal action against another registrant which might
discredit the profession, give the Association as much notice as is possible of such an
intention, outlining the basis of the proposed action.

R614 Use of CGA Reference by Students
Students shall not make any reference to the Certified General Accountants' Association, its
name or its designation, on stationery, business cards, business announcements, business
directories, office signs or advertising.
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DEFINITIONS

“Association”
CGA Canada: The Certified General Accountants' Association of Canada.
Provincial: The Certified General Accountants' Association or Ordre Professionel of
any province or territory.

“Board”
CGA Canada: The Board of Directors and/or the Affiliation Council of the Certified
General Accountants Association of Canada.
Provincial: The Board of Governors of the Certified General Accountants'
Association or Ordre Professionel of any province or territory.
“Client”

The person or entity engaging a member as an independent contractor for the performance of
professional services.

“Communication”
A written communication that expresses a conclusion on the subject-matter for which there is an
accountability relationship, and includes audit and review engagements.

“Financial Statements or Information”
Statements, reports, and footnotes related thereto that purport to show an entity's financial position,
or results of operations, or changes in financial position. The term includes balance sheets, income
statements, statements of changes in financial position, and statements of changes in owners' equity.
The term does not include incidental financial data included in management advisory or similar reports
to support recommendations to a client.

“Firm”
A proprietorship, partnership, limited liability partnership, professional corporation or a corporation
engaged in the practice of public accounting.

“Member”
An individual who holds a Certified General Accountant designation.

“Member Advisor”
A person or persons appointed by the Association for the specific purpose of providing professional
assistance to registrants, including registrants engaged in or entering the practice of public accounting.

“Practice of Public Accounting”
Providing or offering to provide one or more of the following services to the public, whether for reward or not:
* anassurance engagement;

e aspecified auditing procedures engagement;
e acompilation engagement;
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e anaccounting service insofar as it involves summarization, analysis, advice, counsel or
interpretation but excluding an accounting service which is incidental to the provider’s primary
occupation which is not public accounting;

e forensic accounting, financial investigations or financial litigation support services;

e advice, counsel or interpretation with respect to taxation matters; and

e the preparation of a tax return or other statutory filing.
A registrant who is ‘employed’ in the practice of public accounting is not considered to be ‘engaged’ in the
practice of public accounting.
“Practitioner”
A registrant who is registered to practice public accounting in accordance with Rule R515.

“Profession”
The profession of accountancy.

“Professional Colleagues”
An accountant recognized by statutory authority.

“Professional Services”
Any services performed or offered to be performed by a registrant for a client or employer, in which
the registrant asserts membership in the Association. In addition, “professional services” refers to
those activities including the provision of goods, where the public or the registrant’s associates are
entitled to rely on the registrant’s membership in the Association as giving particular competence.

“Public Accountant”
Unless otherwise specified by legislation, any person engaged in the practice of public accountancy.

“Registrant”
A certified general accountant, a professional service provider, a student, a public accounting firm,
and a professional corporation.

“Registrant in Business”

A registrant employed or engaged in an executive or non-executive capacity in such areas as commerce,
industry, service, the public sector, education, the not for profit sector, regulatory bodies or professional
bodies, or a registrant contracted by such entities.

“Staff”
Encompasses all employees, partners or any other person that would reasonably be considered staff.
Staff includes contractors and sub-contractors that would not normally be considered.

“Student”
An individual who is enrolled in the Association's program of professional studies. A student must
observe these Rules except where the wording of any Rule makes it clear that it specifically relates to
members or there is a specific exception made in a particular Rule.

Amended, November 2011 Page 25



CGA Alberta Code of Ethical Principles and Rules of Conduct

Amendments Ratified by Membership November 7, 1998

1. Amendment - Name change from Statement of Ethical Principles and Rules of Conduct to Code of Ethical Principles
and Rules of Conduct.

2. Amendment - R511

3. Deletion - R511.1

Amendments Ratified by Membership November 27, 1999

1. Deletion — The title “Preamble” in the opening text of the Code document.

2. Amendment — Minor grammatical changes to sections of the opening text of the Code document.

3. Amendment — Addition of previous Rule R108 to the opening text of the Code document. Rule R108 subsequently
deleted.

4 Amendment — R104

5 Amendment — R104.1

6. Deletion — R108 — moved to opening text of Code document.
7 Amendment — Trust and Duties opening paragraph

8 Amendment — R202.1

9. Amendment — R202.2

10. Amendment — R202.5

11. Amendment — R202.5 (a)
12. Amendment — R202.5 (b) (ii)
13. Amendment — R202.7
14. Amendment — R202.7 (c)
15. Amendment — R204

16. Amendment — R204.1
17. Amendment — R205

18. Amendment — R206.1
19. Amendment — R303 (a)
20. Amendment — R402

21. Amendment — R402.1
22. Deletion — R402.1 (a)

23. Deletion — R402.1 (b)

24, Amendment — R504

25. Amendment — R505 (a)
26. Amendment — R506

27. Amendment — R507

28. Amendment — R508

29. Amendment — R509.2
30. Deletion — R509.3

31. Amendment — R511

32. Deletion — R512

33. Amendment — R513

34. Amendment — R514

35. Amendment — R515

36. Amendment — R516

37. Amendment — R517

38. Amendment — R518

39. Amendment — R519

40. Amendment — R520

41. Deletion — R520 (a)

42, Addition — New R520

43. Amendment — R605

44, Amendment — R611

45, Amendment — Definitions — Professional Services
46. Amendment — Definitions — Public Practice
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Amendments Ratified by Membership November 23, 2000

1. Amendment — R201.1
. Amendment — R510.2
3. Amendment — R510.7

Amendments Ratified by Membership October 25, 2001

1. Amendment — Introductory Preamble — added paragraph at the end about rules of professional conduct
2. Amendment — Parenthetical Heading under Code of Ethical Principles and Rules of Conduct (Bylaw 6000)
deleted

Amendments Ratified by Membership October 08, 2002

1. Amendment—Rule R510.1

Amendments Ratified by Membership October 17, 2003

1. Amendment— “member” replaced by “registrant” throughout to incorporate the broader definition clarified in RAPA,
except where a rule specifically applies to a member (Board Resolution 03-37)

2.  Amendment —conduct related terminology throughout has been changed to wording consistent with RAPA (Board

Resolution 03-37)

Amendment - Rule R402 (Board Resolution 03-37)

Amendment — Rule R611 (Board Resolution 03-37)

Amendment — “communication” redefined to be consist with RAPA (Board Resolution 03-37)

Amendment — Rule R512 (Board Resolution 03-38)

Ad(dition - “Registrant” added as a definition (Board Resolution 03-37)

Nouvhkw

Amendments Ratified by Membership October 8 (AGM) and October 18 (mail vote), 2005

Amendments — definitions “firm”
Addition - definitions “practitioner”, “professional colleague”, “staff”
Amendment — change to the Principle of Trust and Duties
Amendment — Rule R105
Deleted — current Rule R105.2
Addition — Rule R107.4 (was Rule R605.1)
Deleted — Rule R303, and moved to Rule R511
Amendment - Rule R605.1 moved to be Rule R107.4
Amendments — Rule R201, R201.1 and R201.2
. Deleted — Rules R202, R203 and R204
. Addition - Rules R202 to R202.4
Renumber — Rules R205 and R206 to become Rules R203 and R204
. Deleted— Rule R303 (moved to become Rule R511)
. Renumber - Rules R304 to R307.4 to become Rules R303 to R306.3
. Renumber — Rule R304 to R303
. Amendment — Rule R501
. Amendment — Rule R509
. Deleted — Rules R510, R510.1, R510.2, R510.3, R510.4, R510.7; R512 and R513
. Addition — Rule R510, R510, new R 511 (formerly R303) and R512;
. Renumber — old R511 to become R513
. Amendment - Rule R515
. Deleted — Rule R605.1 (moved to R107.4)

WO NOOAEWNE

NNNRRRPRRERRRBRRRR
NP OWLWOWNOOUDWNRO

Amended, November 2011 Page 27



CGA Alberta Code of Ethical Principles and Rules of Conduct

Amendments to Independence Standards Ratified by Membership October 13, 2006

”n o« ",

1. Amendment — definitions “audit client”, “related entity”; “listed entity” changed to “reporting issuer”, and amended;

“staff”

New Definitions — “fund manager”, “mutual funds”

Amendment — “listed entity” changed to “reporting issuer” changed throughout the document

Amendment — Section 3 Engagement Period, subsection “Listed Entity” changed to “reporting issuer”

Amendment — Section 4 subsection Financial Interest — “staff” included in Financial Interest; “no longer materia

changed “clearly insignificant” in the following clauses: 4.7; 4.11; 4.17; 4.18; 4.19; 4.20; 4.24; 4.26; 4.27.

6. Amendment — Section 4, subsection Long Association of Senior Staff — “Listed Entities” changed throughout to
“Reporting Issuers”; amendment to 4.61(c) and new 4.61(d)

7. Amendment — Section 4, subsection 4.63 Provision of Non-assurance Services — added in second paragraph “staff of
the member”

8. Amendment — Section 4, subsection 4.65; 4.80; 4.88; 4.93; 4.100; 4.120; and 4.122 added “or staff of the member,
firm or network firm”

9. Amendment — Section 4, subsection 4.114, 4.115, and 4.116 added “or network firm”
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Amendments Ratified by Membership November 2009

1. Amendment — change member or student to registrant where appropriate

Amendment - Preamble, Paragraph 10 added “Subject to the provincial or territorial legislative requirements”

3.  Amendment — Preamble, Paragraph 11 amended to tailor code to provincial legislation and insure compliance with
the IFAC Statement of Member Obligations

4.  Amendment — 5™ Ethical Descriptor Code of Ethical Principles Professional Practice changed to Practice of the
Profession

5.  Amendment — Rule R102 changes prudent person to informed third party

6. Amendment — Rule R204 changes Trusteeship to Custody of Client Assets

7. Amendment and Addition — Rule R204.3 Money Held in Trust changed to Money or Other Assets Held in Trust;
addition of guidance to practitioner

8. Amendment and Addition — Rule R508 clarifies circumstances and provides guidance to practitioner

9. Amendment — Rule R510 clarified intent of two section (d) and (e), and combined them into one.

10. Amendment — Rule R510.2 use of sole practitioner deleted

11. Amendment — Rule R510.3 changed sole practitioner or partnership to firm

12. Amendment — Rule R511 changed to allow office to be open without necessity of responsible person’s presence

13. Amendment — Rule R514 deleted term public practice to describe firm

14. Amendment — Rule R520 deleted term public practice to describe firm

15. Amendment — Definition Public Accounting — changed to Practice of Public Accounting

a. New definition Public Practice

N

Amendments Ratified by Membership November 2010

1. Amendment — Complete Independence Standard, v2

Amendments Proposed for Ratification by Membership November 2011

Amendment — paragraph 11 added to the Preamble

Amendment — opening paragraph of “Rules of Conduct”

Adding a new Rule R108 — Conduct Unbecoming

Amendment Rule R303 — Adherence to Acknowledged Principles and Standards
Amendment to Rule R506 — Fees

New Rule R506.1 — Absence of Fees

Amendment Rule R507 — Referral Fees

Amending Rule R510 — Name of Firm

Amending Rule R510.1 — Style of Practice

Amendment R510.2 — Use of Descriptive Style

Re-ordering Rules R510.2 — Application to R510.3 and R510.3 Legal Change of Member’s Name to 510.4
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Definitions

“Assurance client”
The responsible party in respect of which a firm conducts an assurance engagement.
Where the assurance client is a public interest entity, the assurance client will always

include its related entities.

“Assurance engagement”
An engagement defined by the recommendations and generally accepted standards for
assurance engagements contained in the CICA Handbook — Assurance. Where, pursuant
to an accountability relationship between two or more parties, a practitioner is engaged
to issue a written communication expressing a conclusion concerning a subject matter
for which the accountable party is responsible.

“Assurance team”
a) All members of the engagement team for the assurance engagement;
b) All others within a firm who can directly influence the outcome of the assurance
engagement, including:

i) Those who recommend the compensation of, or who provide direct
supervisory, management or other oversight of the assurance engagement
partner in connection with the performance of the assurance engagement,
including for the purposes of an audit engagement those at all successively
senior levels above the lead engagement partner through to the firm’s chief
executive;

ii) Those who provide consultation regarding technical or industry-specific issues,
transactions or events for the assurance engagement;

iii) Those who provide quality control for the assurance engagement, including
those who perform the engagement quality control review.

¢) Forthe purpose of an audit client, all those within a network firm who can directly
influence the outcome of an audit engagement.

“Audit client”
An entity in respect of which a firm conducts an audit engagement. When the audit
client is a public interest entity, the audit client will always include its related entities.

“Audit engagement”
An assurance engagement as defined by the recommendations of standards for audit

engagements as contained in the CICA Handbook — Assurance, where there is an
accumulation and evaluation of evidence about information to determine and report on
the degree of correspondence between the information and established criteria.
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“Audit team”
a) All members of the engagement team for the audit engagement;
b) All others within a firm who can directly influence the outcome of the audit
engagement including:

i)  Those who recommend the compensation of, or who provide direct
supervisory, management or other oversight of the engagement partner in
connection with the performance of the audit engagement, including those at
all successively senior levels above the engagement partner through the firm’s
chief executive;

ii)  Those who provide consultation regarding technical or industry-specific issues,
transactions or events of the engagement; and

iii) Those who provide quality control for the engagement, including those who
perform the engagement quality control review for the engagement; and

¢) All those within a network firm who can directly influence the outcome of the audit
engagement.

“Close family”
A parent, non-dependent child or sibling.

“Clearly insignificant”
A matter that is deemed to be both trivial and inconsequential.

“Direct financial interest”

A financial interest that is:

a) owned directly by and under the control of an individual or entity (including those
managed on a discretionary basis by others);

b) beneficially owned through a collective investment vehicle, estate, trust or other
intermediary over which the individual or entity has control; or

¢) owned through an investment club or private mutual fund in which the individual
participates in the investment decisions.

“Engagement Quality Control Review”
A process designed to provide an objective evaluation, in accordance with the general
standards of quality control for firms performing assurance engagements contained in
the CICA Handbook — Assurance, of the significant judgements the engagement team
made and the conclusions reached in formulating the report.

“Engagement team”
All personnel performing the engagement and any individuals contracted by the firm
who provide services on the engagement that might otherwise be provided by
personnel of the firm.

“Financial interest”
An interest in equity or other security, debenture, loan, or other debt instrument of an
entity, including rights and obligations to acquire such an interest and derivatives
directly related to such interest.
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“Firm”
a) A sole practitioner, partnership, limited liability partnership, professional
corporation, or a corporation engaged in the practice of public accounting;
b) An entity that controls such parties through ownership, management or other
means; and
¢) An entity controlled by such parties through ownership, management or other
means.

“Fund manager”
With respect to a mutual fund, an entity that is responsible for investing the mutual
fund’s assets, managing its portfolio trading, and providing it with administrative and
other services, pursuant to a management contract.

“Immediate family”
A spouse (or equivalent) or dependent.

“Indirect financial interest”
A financial interest beneficially owned through a collective investment vehicle, estate,
trust or other intermediary over which the individual or entity has no control.

“Key audit or review partner”
The engagement partner, the individual responsible for the engagement quality control
review, and other audit or review partners on the engagement team (such as lead
partners on significant subsidiaries or divisions), who are responsible for key decisions
or judgements on significant matters with respect to the audit or review of the financial
statements on which the firm will express an opinion.

“Member”
An individual who holds a Certified General Accountant designation and is in good
standing. Where applicable, the term includes duly registered CGA students.

“Mutual fund”
A mutual fund that is a reporting issuer under the applicable Canadian provincial or
territorial securities legislation.

“Network firm”*
A firm or entity that belongs to a network.

“Network”’
A larger structure:
a) thatis aimed at cooperation; and
b) that s clearly aimed at profit or cost sharing or shares common ownership, control
or management, common quality control policies and procedures, common business
strategy, the use of a common brand-name, or a significant part of professional
resources.

! See page 21 for further explanatory requirements for networks and network firms.
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“Office”
A distinct sub-group, whether organized on geographical or practice lines.

“Other assurance engagement”
An assurance engagement is defined by the recommendations and generally accepted
standards for assurance engagements contained in the CICA Handbook — Assurance,
where, pursuant to an accountability relationship between two or more parties, a
practitioner is engaged to issue a written communication expressing a conclusion
concerning a subject matter for which the accountable party is responsible. An other
assurance engagement excludes those engagements where the primary purpose is to
provide an audit or review engagement report of a set of financial statements.

“Professional colleague”
An accountant recognized by statutory authority.

“Public interest entity”

Public interest entities are defined to include:

a) All reporting issuers; and

b) Entities that, due to the large number and wide range of stakeholders, size and
number of employees, and nature or fiduciary capacity, reflect a broad extent of
public interest (for example, private for-profit enterprises, co-operative business
enterprises, not-for-profit organizations, and governments and other entities in the
public sector).

“Related entity”

An entity that has any of the following relationships with the client:

a) direct or indirect control over the client provided the client is material to such
entity;

b) a direct financial interest in the client provided such entity has significant influence
over the client and the interest in the client is material to such entity;

c) the client has direct or indirect control over the entity;

d) an entity in which the client, or a related entity as described in c), has a direct
financial interest that gives it significant influence over such entity and the interest
is material to the client and its related entity as described in c); or

e) an entity that is under common control with the client (hereinafter a “sister entity”)
provided the sister entity and the client are both material to the entity that controls
both the client and sister entity.

In the case of a reporting issuer that is a mutual fund, the term “related entity” is limited

to any entity that is:

¢ the fund manager of the mutual fund; and

e another mutual fund that has the same fund manager as the mutual fund and that
is audited by the same firm or a network firm.
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“Reporting issuer”
An entity that is deemed to be a reporting issuer under the applicable Canadian
provincial or territorial securities legislation, other than an entity that has, in respect of
a particular fiscal year, a market capitalization or total assets that are each less than
$10,000,000. An entity that becomes a reporting issuer by virtue of the market
capitalization or total assets becoming $10,000,000 or more in respect of a particular
fiscal year will be considered to be a reporting issuer thence forward unless and until
the entity ceases to have its shares, units or debt quoted, listed or marketed in
connection with a recognized stock exchange or the entity has remained under the
market capitalization threshold for a period of two years.

In the case of a period in which an entity makes a public offering:

a) the term “market capitalization” shall be read as referring to the market price of all
outstanding listed securities and publicly traded debt measured during the closing
price on the day of the public offering; and

b) the term “total assets” shall be read as referring to the amount of total assets
presented on the most recent financial statements prepared in accordance with
generally accepted accounting principles included in the public offering document.
In the case of a reporting issuer that does not have listed securities or publicly

traded debt, the definition of reporting issuer shall be read without reference to market

capitalization.

“Review client”
An entity in respect of which a firm conducts a review engagement.

“Review engagement”
An assurance engagement defined by the recommendations and generally accepted
standards for review engagements of the CICA Handbook — Assurance where there is
enquiry, analytical procedures, and discussion relating to information supplied by the
review client with the limited objective of assessing whether the information being
reported on is plausible within the framework of appropriate criteria.

“Review team”
a) All members of the engagement team for the review engagement; and
b) All others within a firm who can directly influence the outcome of the review
engagement, including:

i) those who recommend the compensation of, or who provide direct
supervisory, management or other oversight of the engagement partner in
connection with the performance of the review engagement including those at
all successively senior levels above the engagement partner through to the
individual who is the firm’s senior or managing partner (chief executive officer
or equivalent);

ii) those who provide consultation regarding technical or industry specific issues,
transactions or events for the engagement; and

iii) those who provide quality control for the engagement, including those who
perform the engagement quality control review for the engagement; and

c) All those within a network firm who can directly influence the outcome of the
review engagement.
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“Those charged with governance”

The persons with responsibility for overseeing the strategic direction of the entity
and obligations related to the accountability of the entity. This includes overseeing the
financial reporting process.
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1. INTRODUCTION

1.1 It is in the public interest that members, engagement teams, and firms be independent
of assurance clients. This independence is necessary in order to provide a reasonable
level of assurance that any engagement conducted and subsequent report issued is
grounded on professional judgement that is free of conflict of interest or bias.

1.2 This requirement for independence in assurance and specified auditing procedures
engagements is formally set out in the CGA-Canada Code of Ethical Principles and Rules
of Conduct (CEPROC) “Trust and Duties” and rule R202, of which this Standard forms an
integral component. Rule R202.1 requires that a member shall be free of any influence,
interest or relationship in respect of the client’s affairs which impairs the member's
professional judgement or objectivity, or which, in the view of a reasonable observer
may have that effect.

Paragraph (a) of rule R202.1 prohibits a member from issuing a communication in
assurance or specified auditing procedures engagements unless the member has
considered and either reduced to an acceptable level or eliminated any threats to the
member’s independence.

This requirement creates an ongoing obligation for members, engagement teams, and
firms to identify and evaluate circumstances and relationships that create threats to
independence and to take appropriate action to eliminate these threats or reduce them
to an acceptable level by the application of safeguards. Furthermore, paragraph (c) of
rule R202.1 obligates a member to ensure that personnel of the firm are in compliance
with these independence requirements.

1.3 This Standard provides members, engagement teams, and firms with a conceptual
framework for identifying, evaluating, and responding to threats to independence.

1.4 This Standard makes use of the conceptual framework contained in the International
Federation of Accountants Code of Ethics for Professional Accountants.

1.5 A Conceptual Framework Approach to Independence

1.5 Independence requires:
a) Independence of mind:
The state of mind that permits the expression of a conclusion without being affected by
influences that compromise professional judgement, thereby allowing an individual to
act with integrity and exercise objectivity and professional scepticism; and

b) Independence in appearance:

The avoidance of facts and circumstances that are so significant that a reasonable and
informed third party would be likely to conclude, weighing all the specific facts and
circumstances, that a firm’s or a member of the engagement team’s integrity, objectivity
or professional scepticism had been compromised.
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1.6 In the context of this Standard, the word “independence” should not be construed to
mean that a person exercising professional judgement ought to be free from all
economic, financial, and other relationships. This is impossible, as every member of
society has relationships with others. Rather, it requires that the significance of
economic, financial, and other relationships be evaluated in the light of what a
reasonable and informed third party, weighing all the specific facts and circumstances
available to the member at the time, would be likely to conclude that the threats would
be eliminated or reduced to an acceptable level by the application of the safeguards,
such that compliance with the fundamental principles is not compromised.

1.7 Many different circumstances, or combinations of circumstances, may be relevant in
assessing threats to independence. It is impossible to define every situation that creates
threats to independence and specify the appropriate action. Therefore, the CGA
Independence Standard provides a conceptual framework approach that assists
members in practice in complying with the ethical requirements of both the Code of
Ethical Principles and Rules of Conduct and the CGA Independence Standard. It
accommodates many variations in circumstances that create threats to independence
and can deter a member from concluding a situation is permitted if it is not specifically
prohibited.
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Framework for Assessing Independence

2.2

2.3

In accordance with CEPROC rule R202.1, this Standard provides a framework that

members, engagement teams, and firms must use to:

a) identify threats to independence;

b) evaluate whether these threats, considered individually and collectively, are clearly
insignificant; and

c) in cases where the threats are not clearly insignificant, identify and apply safeguards
to eliminate or reduce the threats to an acceptable level, such that independence of
mind and independence in appearance are not compromised.

In cases where no safeguards are available to reduce the threat to an acceptable level,
the only possible actions are to eliminate the activities or interest creating the threat, or
to decline to accept or continue the assurance engagement. It is not possible to identify
all such cases. However, there are specific circumstances identified in this Standard that
result in such a case. Those identified are denoted by italics and constitute a specified
prohibition which must be complied with in accordance with CEPROC rule R202.1 (b).

In accordance with R202.1, members, engagement teams, and firms are obligated to
identify and evaluate circumstances and relationships that create threats to
independence. This obligation includes identifying and evaluating relationships between
the member, engagement team, firm and network firms and the assurance client. In
addition, consideration should be given as to whether relationships between individuals
outside of the assurance team and the assurance client create threats to independence.

Consideration of Type of Engagement

2.4

2.5

This Standard applies to all assurance and specified auditing procedures engagements.
The nature of the threats to independence and the applicable safeguards necessary to
eliminate the threats or reduce them to an acceptable level will differ depending on the
characteristics of the individual engagement. Therefore, the evaluation of relevant
circumstances must include consideration of whether the assurance engagement is an
audit or review engagement or another type of engagement, and in the case of an
assurance engagement that is not an audit or review engagement, the purpose, subject
matter, and intended users of the report issued as a result of that engagement.

At a minimum, it will be necessary to apply the provisions of this Standard when
evaluating the independence of the member of the engagement team, the firm, and
their immediate family and close relatives. Further, if the member, engagement team, or
firm has a material financial interest in the client, whether direct or indirect, the self-
interest threat would be so significant no safeguard could reduce that threat to an
acceptable level. Limited consideration of any threats created by network firm interests
and relationships may be sufficient.

Audit and Review Engagements

2.6

Paragraphs 2.27 to 2.32 of this Standard identify threats to independence. Paragraphs
2.33 to 2.41 analyze the safeguards capable of eliminating these threats or reducing
them to an acceptable level. The threats and safeguards in this Standard are generally
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discussed in the context of interests or relationships between the member, engagement

team, or firm and the audit or review client. In certain cases, the interest and

relationships should be extended as follows:

a) where a client is a public interest entity, the member, engagement team or firm is
required to further consider the interests and relationships that involve the client’s
related entities and specific prohibitions are extended to the related entities; and

b) in the case of an audit or review client, the prohibitions with respect to financial
interests are extended to related entities of the client.

For interests and relationships that require consideration, independence assessment
should be completed in advance of accepting an engagement. The evaluation of threats
to independence, subsequent safeguards, and whether a particular individual person
will be a member of the engagement team should be supported by evidence obtained
before deciding whether it is appropriate to accept an engagement.

Other Assurance Engagements

2.7 For assurance engagements where the client is not an audit or review client and the
engagement is not expressly restricted for use by identified users, the member,
assurance team and firm are required to be independent of the client. In addition, in the
case of these engagements, consideration should be given to any threats that the
member or firm has reason to believe may be created by network firm interests and
relationships.

2.8 For assurance engagements where the client is not an audit or review client and the
engagement is expressly restricted for use by identified users, the users are considered
to be knowledgeable as to the purpose, subject matter, and limitations of that report
through their participation in establishing the nature and scope of the member’s or
firm’s instructions to deliver the services, including the criteria by which the subject
matter is to be evaluated. This knowledge and enhanced ability of the member or firm
to communicate with all users of the report increases the effectiveness of safeguards to
independence in appearance. These circumstances may be taken into account by the
member or firm in evaluating the threats to independence and considering the
applicable safeguards necessary to eliminate threats or reduce them to an acceptable
level.

2.9 Paragraphs 2.27 to 2.32 of this Standard identify threats to independence. Paragraphs
2.33 to 2.41 analyze the safeguards capable of eliminating these threats or reducing
them to an acceptable level. The threats and safeguards in this Standard are generally
discussed in the context of interests or relationships between the member, engagement
team, or firm and the audit or review client. In certain cases, the interest and
relationships should be extended as follows:

a) 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
member’s or firm’s independence, the member or the assurance team should
consider that related entity when evaluating independence and applying appropriate
safeguards.
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Related Entities

Audit or Review Clients that are Listed Public Interest Entities

2.10 Inthe case of an audit or review client that is a reporting issuer, references to a client in
this section include related entities of the client (unless otherwise stated). For all other
audit or review clients, references to a client in this section include related entities over
which the client has direct or indirect control. When the engagement team knows or
has reason to believe that a relationship or circumstance involving another related
entity of the client is relevant to the evaluation of the firm’s independence from the
client, the engagement team shall include that related entity when identifying and
evaluating threats to independence and applying appropriate safeguards.

Audit or Review Clients that are Non-listed Public Interest Entities
2.11 Inthe case of non-listed public interest entities, references to an audit or review client
will, unless otherwise stated, generally include its related entities; in certain
circumstances, depending on the nature and structure of the client’s organization, it
may not be necessary to apply the enhanced safeguards referred to above to all related
entities to maintain independence from the client. This might be the case, for example,
in the audit of a government-controlled entity.

2.12 Inthe case of an audit or review engagement when the conditions set out in paragraphs
5.1 to 5.4 are met, it is not necessary to apply the additional requirements in paragraphs
4.2 to 4.127 that apply to engagements for public interest entities.

2.13 Inthe case of an engagement when the conditions set out in paragraphs 5.1 to 5.4 are
met, references to an audit or review client do not include its related entities. However,
when the engagement team knows or has reason to believe that a related entity of the
client is relevant to the evaluation of the firm’s independence of the client, the
engagement team shall consider that related entity when evaluating threats to
independence and applying appropriate safeguards.

Networks and Network Firms

2.14  Inthe case of an engagement when the conditions set out in paragraphs 5.1 to 5.4 are
met, reference to the firm does not include network firms. However, where the firm
knows or has reason to believe that threats may be created by any interests and
relationships of a network firm, they shall be considered in the evaluation of threats to
independence.

Financial Interests, Loans and Guarantees, Close Business Relationships, and Family and
Personal Relationships

2.15 Inthe case of an engagement when the conditions set out in paragraphs 5.1 to 5.4 are
met, the relevant provisions set out in paragraphs 4.2 to 4.46 apply to all members of
the engagement team, their immediate family members and close family members.

2.16  In addition, consideration shall be given to whether threats to independence are created
by interests and relationships, as described in paragraphs 4.2 to 4.46, between the audit
or review client and the following members of the engagement team:
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a) those who provide consultation regarding technical or industry-specific issues,
transactions or events; and

b) those who provide quality control for the engagement, including those who perform
the engagement quality control review.

2.17  Consideration shall also be given to any threats that the engagement team has reason to
believe may be created by interests and relationships between the audit or review client
and others within the firm who can directly influence the outcome of the engagement,
including those who recommend the compensation of, or who provide direct
supervisory, management or other oversight of the engagement partner in connection
with the performance of the audit or review engagement (including those at all
successively senior levels above the engagement partner through to the individual who
is the firm’s Senior or Managing Partner (Chief Executive or equivalent)).

2.18 Consideration shall also be given to any threats that the engagement team has reason to
believe may be created by financial interests in the audit or review client held by
individuals, as described in paragraphs 4.8 to 4.10 and paragraphs 4.13 to 4.15.

Where a threat to independence that is not clearly insignificant is identified, safeguards
shall be considered and applied when necessary to eliminate the threat or reduce it to
an acceptable level.

2.19 Inapplying the provisions set out in paragraphs 4.6 to 4.15 to interests of the firm, if the
firm had a material financial interest, whether direct or indirect, in the audit or review
client, the self-interest threat would be so significant that no safeguard could reduce the
threat to an acceptable level. Therefore, the firm shall not have such a financial interest.

Employment with an Audit or Review Client

2.20 Consideration shall also be given to threats from any employment relationships as
described in paragraphs 4.35 to 4.39. Where a threat exists that is not clearly
insignificant, safeguards shall be considered and applied when necessary to eliminate
the threat or reduce it to an acceptable level. Appropriate safeguards might include
those set out in paragraph 4.37.

Provision of Non-Assurance Services to Audit or Review Clients

2.21  If the firm provides a non-assurance service to an audit or review client, the provisions
of paragraphs 4.55 to 4.127 shall be complied with, subject to paragraphs 5.5 to 5.8.

Other Considerations

2.22  The evaluation should be ongoing while the engagement is being performed to
determine if the engagement should be continued. The obligation to make such an
evaluation and take action arises when a member, engagement team, firm or network
firm knows, or could reasonably be expected to know, of circumstances or relationships
that might compromise independence.
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2.23  There may be occasions when the member, engagement team, or the firm inadvertently
violates the obligation to make such an evaluation. If such an inadvertent violation
occurs, it generally does not compromise independence with respect to an assurance
client, provided the member or firm has appropriate policies and procedures in place to
promote independence, and once discovered, the violation is corrected promptly and
any necessary safeguards applied.

2.24  In accordance with CEPROC rule R202.1(d), when threats to independence that are not
insignificant are identified, and the member or firm decides to accept or continue the
engagement, the decision must be documented. The documentation must include a
description of the threats identified and the safeguards applied to eliminate or reduce
the threats to an acceptable level.

2.25 Throughout this Standard, reference is made to significant or insignificant threats in the
evaluation of independence. In considering the significance of any particular matter,
qualitative as well as quantitative factors must be taken into account. A matter may be
considered insignificant only if it is deemed to be both trivial and inconsequential.

2.26  This Standard concludes with examples of how the conceptual framework approach to
independence is applied to specific circumstances and relationships that may create
threats to independence, and considers how these threats can be eliminated or reduced
to an acceptable level by the application of safeguards. In certain examples, the threats
to independence are so significant the only possible actions are to eliminate the threat
or decline to accept or continue the assurance engagement. The examples presented
are intended to illustrate the application of this Standard but are not intended to be, nor
should they be interpreted as, an exhaustive list of all circumstances that may create
threats to independence. Consequently, it is not sufficient for a member engagement
team, firm or network firm to comply with these examples; rather, professional
judgement must be used in applying this Standard to identify, evaluate, and eliminate or
reduce to an acceptable level threats to independence.

2.27 Threats to Independence

2.27 Independence is potentially affected by self-interest, self-review, advocacy, familiarity,
and intimidation threats.

2.28 A self-interest threat occurs when a financial or other interest will inappropriately
influence the member of the engagement team’s, firm’s or network firm’s judgement or
behaviour.

Examples of circumstances that may create this threat include:

a) adirect financial interest in a client;

b) undue dependence on total fees from a client;

c) asignificant close business relationship with a client;

d) being concerned about the possibility of losing a significant client;

e) entering into employment negotiations with a client; and

f) discovering a significant error when evaluating the results of a previous professional
service performed by a member’s firm.
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2.29 Aself-review threat occurs when a member will not appropriately evaluate the results of
a previous judgement made or service performed by the member, or by another
individual within the firm or employing organization, on which the member will rely
when forming a judgement as part of providing a current service. Examples of
circumstances that may create this threat include:

a) afirm issuing an engagement report on the effectiveness of the operation of financial
systems after designing or implementing the systems;

b) a firm having prepared the original data used to generate records that are the subject
matter of an engagement;

c) a member or member of the engagement team being, or having recently been, a
director or officer of the client;

d) a member or member of the engagement team being, or having recently been,
employed by the client in a position to exert significant influence over the subject
matter of the engagement, and performing a service for a client that directly affects
the subject matter information of the engagement.

2.30  An advocacy threat occurs when a member promotes a client’s or employer’s position to
the point that the member’s objectivity is compromised. Examples of circumstances that
may create this threat include:

a) promoting shares in a client; and
b) acting as an advocate on behalf of a client in litigation or disputes with third parties.

2.31 A familiarity threat occurs when, due to a long or close relationship with a client or
employer, a member will be too sympathetic to their interests or too accepting of their
work.

Examples of circumstances that may create this threat include:

a) a member of the engagement team having a close or immediate family member who
is a director or an officer of the client;

b) a member of the engagement team having a close or immediate family member who,
as an employee of the client, is in a position to exert direct and significant influence
over the subject matter of the assurance engagement;

c) adirector or officer of the client or an employee in a position to exert significant
influence over the subject matter of the engagement having recently been a partner
of the firm; and

d) accepting gifts or preferential treatment from a client, unless the value is trivial or
inconsequential.

2.32  Anintimidation threat occurs when a member will be deterred from acting objectively
because of actual or perceived pressures, including attempts to exercise undue
influence over the member.

Examples of circumstances that may create this threat include:

a) afirm being threatened with dismissal from a client engagement;

b) a client indicating that it will not award a planned non-assurance contract to the firm
if the firm continues to disagree with the client’s accounting treatment for a
particular transaction;

c) afirm being threatened with litigation by the client;
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d) afirm being pressured to reduce inappropriately the extent of work performed in
order to reduce fees;

e) a member feeling pressured to agree with the judgement of a client employee
because the employee has more expertise on a matter in question; and

f) a member being informed by a partner of the firm that a planned promotion will not
occur unless the member agrees with a client’s inappropriate accounting treatment.

2.33 Safeguards

2.33  When threats that are more than clearly insignificant are identified, appropriate
safeguards must be identified to eliminate the threats or reduce them to an acceptable
level. The nature of the safeguards to be applied will vary depending on the
circumstances of a particular engagement. Consideration must always be given to what
a reasonable and informed third party having knowledge of all of the relevant
information, including safeguards, would reasonably conclude to be unacceptable. Such
consideration will be affected by matters such as the significance of the threat, the
nature of the assurance engagement, the intended users of the report, and the structure
of the firm.

2.34  Safeguards fall into two broad categories:
a) those created by the profession, legislation or regulation; and
b) those in the work environment.

2.35 Safeguards created by the profession, legislation or regulation include the following:

a) educational, training, and experience requirements for both entry into the profession
and the provision of public accounting services;

b) continuing professional development requirements;
c) professional standards and monitoring and disciplinary processes;
d) external practice reviews;

e) legislation governing the independence requirements of the firm, members, and
other professional colleagues; and

f) participation by members of the public in the governance of the profession.

2.36  Safeguards within the assurance client may include the following:
a) the client has competent employees to make managerial decisions;

b) policies and procedures that emphasize the client’s commitment to fair financial
reporting;

c) internal procedures that ensure objective choices in commissioning non-assurance
engagements; and
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d) an audit committee consisting those charged with governance that provides
appropriate oversight and communications regarding a firm’s service.

2.37 Safeguards within the firm’s own systems and procedures may include firm-wide
safeguards such as the following:
a) firm leadership that stresses the importance of independence and the expectation
that members and members of engagement teams will act in the public interest;

b) policies and procedures to implement and monitor quality control of engagements;

¢) documented independence policies regarding the identification of threats to
independence, the evaluation of the significance of these threats, and the
identification and application of safeguards to eliminate or reduce the threats, other
than those that are clearly insignificant, to an acceptable level,

d) internal policies and procedures to monitor compliance with firm policies and
procedures as they relate to independence;

e) policies and procedures that will enable the identification of interests or relationships
between the member, engagement team, or firm and clients;

f) policies and procedures to monitor and, if necessary, manage the reliance on
revenue received from a single client;

g) using different partners and engagement teams with separate reporting lines for the
provision of non-assurance services to a client;

h) policies and procedures to prohibit individuals who are not members of the
engagement team from influencing the outcome of the engagement;

i) timely communication of a member's or firm’s policies and procedures, and any
changes thereto, to all members of the engagement team, including appropriate
training and education;

j) designating a member of senior management to be responsible for overseeing the
adequate functioning of the safeguarding system;

k) means of advising members of the firm and members of the engagement team of
those clients and related entities from which they must be independent;

I) adisciplinary mechanism within the firm to promote compliance with policies and
procedures; and

m) policies and procedures to empower members of the engagement team to
communicate to senior levels within the firm any issues of independence and
objectivity that concern them; this includes informing the engagement team of the
procedures open to them.
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2.38 Safeguards within the firm’s own systems and procedures may include engagement-
specific safeguards such as the following:

a) having a professional colleague review the work or otherwise advise as necessary;
this could include someone from outside the firm or someone from within the firm
who was not otherwise associated with the engagement team;

b) consulting a third party, such as a committee of independent directors, a professional
regulatory body, including a member advisor of an affiliate or another professional
colleague;

c) rotating senior individuals from an engagement team;

d) discussing independence issues with members of the audit committee or, in the
absence of an audit committee, those charged with governance;

e) disclosing the nature of services provided and extent of fees charged to the audit
committee, or in the absence of an audit committee, those charged with governance;

f) having policies and procedures to ensure members of the engagement team do not
make, or assume responsibility for, management decisions for the assurance client;

g) involving another firm to perform or re-perform part of the engagement;

h) involving another firm to re-perform the non-assurance service to the extent
necessary that will enable it to take responsibility for that service; and

i) removing an individual from the engagement team, when that individual’s financial
interests or relationships create a threat to independence.

2.39  Audit committees assume an important corporate governance role when they operate
independently of client management and are able to assist the Board of Directors in
satisfying them that a member or firm is independent in carrying out its audit role. There
should be regular communications between the member or firm and the audit
committee, or if there is no audit committee, those charged with governance, regarding
relationships and other matters that might, in the member's or firm's opinion,
reasonably be thought to bear on independence.

2.40 Requirements are set out for communication to those charged with governance in the
CICA Handbook — Assurance. Members and firms are required to establish policies and
procedures relating to regular independence communications with audit committees, or
if there is no audit committee, those charged with governance. For audit engagements,
the member or firm must communicate orally and in writing at least annually regarding
all relationships and other matters between the member, firm or network firm, and the
audit client that, in the professional judgement of the member of the engagement team
involved, may reasonably be thought to affect independence. Matters to be
communicated will vary with the circumstances of the engagement; however, the
communication should generally address the relevant independence matters set out in
this Standard.
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241

2.42
242

2.43

2.44

2.45

When the safeguards available, such as those described in the preceding paragraphs, are
insufficient to eliminate the threats to independence or to reduce them to an acceptable
level, or when a member or firm chooses not to eliminate the activities or interests
creating the threat, the only course of action available will be the refusal to perform, or
withdrawal from, the assurance engagement.

Guidance for Sole Proprietors and Small Firms

Small firms and sole proprietors have clients that are mainly owner-managed or small-
sized enterprises. Many of the safeguards normally available within the firm or the client
would not be available.

Often these practitioners are relied on by owner-managed and small-sized enterprise
clients to provide them with a broad range of accounting and business services. In these
circumstances, independence will not be impaired provided safeguards are applied as
required to eliminate or reduce any threat to an acceptable level and the services
provided are not specifically prohibited by this Standard. For example, an appropriate
safeguard might include explaining to the client the intention behind providing certain
services and then obtaining the client’s approval for the end result.

Small and medium-sized enterprise clients will often enjoy a long-standing personal
relationship with a sole proprietor or small firm. In that situation, independence will not
be impaired provided safeguards are applied to reduce any familiarity threat that may
result from that relationship to an acceptable level. In most circumstances, the
mandatory external practice review and, where appropriate, consultation with a third
party such as a member advisor of an Affiliate or a professional colleague from outside
the firm will reduce any potential threats to independence to an acceptable level.

Practitioners will find additional guidance throughout Section 4, Application of
Framework in Specific Situations. In addition to the safeguards identified in paragraphs
2.43 and 2.44, such as paragraphs 4.37, 4.43, and 4.50 discuss issues and provide
safeguards in circumstances that are common to small firms or sole proprietors. Also,
the Guidance Bulletin, Independence for Sole Proprietors and Small Firms, is accessible
through the Public Practice Manual CD or the PPM Online.

Networks and Network Firms

2.46

2.47

An entity that belongs to a network might be a firm, which is defined as a sole
practitioner, partnership or corporation of professional accountants, and an entity that
controls or is controlled by such parties. Or the entity might be another type of entity,
such as a consulting practice. The independence requirements in this section that apply
to a network firm apply to any entity that meets the definition of a network firm
irrespective of whether the entity itself meets the definition of a firm.

To enhance their ability to provide professional services, firms frequently form larger
structures with other firms and entities. Whether these larger structures create a
network depends on the particular facts and circumstances and does not depend on
whether the firms and entities are legally separate and distinct. For example, a larger
structure may be aimed only at facilitating the referral of work, which in itself does not
meet the criteria necessary to constitute a network. Alternatively, a larger structure
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might be such that it is aimed at co-operation, and the firms share a common brand
name, a common system of quality control, or significant professional resources. A
larger structure of this type is deemed to be a network.

2.48 The judgement as to whether the larger structure is a network shall be made in light of
whether a reasonable and informed third party would be likely to conclude, weighing all
the specific facts and circumstances, that the entities are associated in such a way that a
network exists. The judgement shall be applied consistently throughout the network.

2.49  Where the larger structure is aimed at co-operation, and it is clearly aimed at profit or
cost sharing among the entities within the structure, it is deemed to be a network.
However, the sharing of immaterial costs does not in itself create a network. In
addition, if the sharing of costs is limited only to those costs related to the development
of audit methodologies, manuals, or training courses, this would not in itself create a
network. Further, an association between a firm and an otherwise unrelated entity to
jointly provide a service or develop a product does not in itself create a network.

2.50 Where the larger structure is aimed at cooperation and the entities within the structure
share common ownership, control or management, it is deemed to be a network. This
could be achieved by contract or other means.

2.51  Where the larger structure is aimed at cooperation and the entities within the structure
share common quality control policies and procedures, it is deemed to be a network.
For this purpose, common quality control policies and procedures are those designed,
implemented, and monitored across the larger structure.

2.52  Where the larger structure is aimed at cooperation and the entities within the structure
share a common business strategy, it is deemed to be a network. Sharing a common
business strategy involves an agreement by the entities to achieve common strategic
objectives. However, an entity is not deemed to be a network firm merely because it
cooperates with another entity solely to respond to a request for a proposal for the
provision of a professional service.

2.53  Where the larger structure is aimed at cooperation and the entities within the structure
share the use of a common brand name, it is deemed to be a network. A common
brand name includes common initials or a common name. A firm is deemed to be using
a common brand name if it includes, for example, the common brand name as part of,
or along with, its firm name when a partner of the firm signs an assurance report.

2.54  Even though a firm does not belong to a network and does not use a common brand
name as part of its firm name, it may give the appearance that it belongs to a network if
it makes reference in its stationery or promotional materials to being a member of an
association of firms. Therefore, if care is not taken in how a firm describes such
memberships, a perception may be created that the firm belongs to a network.

2.55 If afirm sells a component of its practice, the sales agreement sometimes provides that,
for a limited period of time, the component may continue to use the name of the firm,
or an element of the name, even though it is no longer connected to the firm. In such
circumstances, while the two entities may be practicing under a common name, the
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facts are such that they do not belong to a larger structure aimed at cooperation and
are, therefore, not network firms. Those entities shall determine how to disclose that
they are not network firms when presenting themselves to outside parties.

2.56  Where the larger structure is aimed at cooperation and the entities within the structure
share a significant part of professional resources, it is deemed to be a network.
Professional resources include:

a) common systems that enable firms to exchange information such as client data,
billing and time records;

b) partners and personnel;

c) technical departments to consult on technical or industry-specific issues, transactions
or events for assurance engagements;

d) audit methodology or audit manuals; and

e) training courses and facilities.

2.57 The determination of whether the professional resources shared are significant, and
therefore the firms are network firms, shall be made based on the relevant facts and
circumstances. Where the shared resources are limited to common audit methodology
or audit manuals, with no exchange of personnel or client or market information, it is
unlikely that the shared resources would be significant. The same applies to a common
training endeavour. Where, however, the shared resources involve the exchange of
people or information, such as where personnel are drawn from a shared pool, or a
common technical department is created within the larger structure to provide
participating firms with technical advice that the firms are required to follow, a
reasonable and informed third party is more likely to conclude that the shared resources
are significant.
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3. Engagement Period

3.1 The member, the engagement team, and the firm must be independent of the
assurance client during the period of the engagement. The engagement period starts
when the engagement team begins to perform services and ends when the report is
issued, except when the engagement is of a recurring nature. If the engagement is
expected to recur, the period of the engagement ends with the notification by either
party that the professional relationship has terminated or on the issuance of the final
report, whichever is later. In the case of an audit engagement for a reporting issuer, the
engagement period ends when the audit client, member, or the firm notifies the
relevant Securities Commission that the audit client is no longer an audit client of the
member or the firm.

3.2 In the case of an audit or review engagement, the period of the audit or review
engagement includes the period covered by the financial statements reported on by the
member or the firm. When an entity becomes a client during or after the period covered
by the financial statements that the member or firm will report on, the member or firm
shall determine whether any threats to independence are created by:

a) financial or business relationships with the client during or after the period covered
by the financial statements, but before accepting the engagement; or

b) previous services provided to the client.

Similarly, in the case of an assurance engagement that is not an audit or review
engagement, the member or firm shall determine whether any financial or business
relationships or previous services create threats to independence.

33 If non-assurance services were provided to an audit or review client during or after the
period covered by the financial statements but before the commencement of
professional services in connection with the audit or review, and the service would not
be permitted during the period of the engagement, the firm shall evaluate any threat to
independence created by the service. If any threat is not at an acceptable level, the
engagement shall only be accepted if safeguards are applied to eliminate any threats or
reduce them to an acceptable level. Examples of such safeguards include:

a) not including personnel who provided the non-assurance service as members of the
engagement team;

b) having a professional colleague review the audit or review work and non-assurance
work as appropriate; or

c) engaging another firm to evaluate 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.
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3.4  Reporting Issuers

3.4 Non-assurance services provided to an audit client that is not a reporting issuer will not
impair the member’s or firm’s independence when the client becomes a reporting issuer
provided:

a) the previous non-assurance services were permissible under this Standard for audit
clients that were not reporting issuers;

b) the services will be terminated within a reasonable period of time of the client
becoming a reporting issuer, if the services are not permissible under this Standard
for reporting issuer audit clients; or

c) the member or the firm has implemented appropriate safeguards to eliminate, or
reduce to an acceptable level, any threats to independence arising from the previous
services.

35 For the purposes of complying with the specified prohibitions related to reporting
issuers in this Standard, an entity becomes a reporting issuer by virtue of having market
capitalization or total assets in excess of $10,000,000. In the case of a period in which an
entity makes a public offering, market capitalization is measured at the closing price on
the day of the public offering, and “total assets” refers to the total assets presented on
the most recent financial statements, prepared in accordance with Canadian generally
accepted accounting principles, that are included in the offering document.

3.6 When an entity becomes a reporting issuer by virtue of a public offering, the auditor of
the entity is required, from that period forward until the entity ceases to be a reporting
issuer, to comply with the specified prohibitions for reporting issuers in this Standard.
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4. Application of Framework in Specific Situations - Audit or Review
Engagements
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In accor dance with Code of Ethical Principles and Rules of Conduct rule R202.1 (b), a member is
required to comply with the specified prohibitions denoted by italicsin this Standard.
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4.

4.1

APPLICATION OF FRAMEWORK IN SPECIFIC SITUATIONS - AUDIT OR
REVIEW ENGAGEMENTS

Introduction — Audit and Review Engagements

4.1

4.2

The following examples describe the specific circumstances and relationships that may
create threats to independence. The examples describe the potential threats and the
safeguards that may be appropriate to eliminate the threats or reduce them to an
acceptable level in each circumstance. The examples are not all-inclusive. In practice,
the firm and member of the engagement team will be required to assess the
implications of similar, but different, circumstances and relationships and to determine
whether safeguards, including the safeguards in paragraphs 2.33 through 2.41, can be
applied to satisfactorily address threats to independence.

Financial Interests

4.2

4.3

4.4

4.5

Holding a financial interest in an audit or review client may create a self-interest threat.
The existence and significance of any threat created depends on:

a) the role of the individual holding the financial interest;

b) whether the financial interest is direct or indirect; and

¢) the materiality of the financial interest.

Financial interests may be held through an intermediary (e.g., a collective investment
vehicle, estate or trust). The determination of whether such financial interests are direct
or indirect will depend on whether the beneficial owner has control over the investment
vehicle or the ability to influence its investment decisions. When control over the
investment vehicle or the ability to influence investment decisions exists, that financial
interest shall be considered a direct financial interest. Conversely, when the beneficial
owner of the financial interest has no control over the investment vehicle or ability to
influence its investment decisions, that financial interest shall be considered an indirect
financial interest.

If a member of the engagement team, member ointitdual’s immediate
family, or a firm has a direct financial interest; a material indirect financial
interest in the audit or review client, the selferest threat would be so
significant that no safeguards could reduce the#hito an acceptable level.
Therefore, none of the following shall have a difetancial interest or a
material indirect financial interest in the clierd:member of the engagement
team, a member of that individual’s immediate fgnot the firm.

When a member of the engagement team has a close family member who the
engagement team member knows has a direct financial interest or a material indirect
financial interest in the audit or review client, a self-interest threat is created. In
evaluating the significance of the threat, consideration shall be given to the nature of
the relationship between the member of the engagement team and the close family
member and the materiality of the financial interest to the close family member.
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Safeguards shall be applied when necessary to eliminate the threat or reduce it to an

acceptable level. Examples of such safeguards include:

a) the close family disposing, as soon as practicable, of all of the financial interest or
disposing of a sufficient portion of an indirect financial interest so that the remaining
interest is no longer material;

b) having a professional colleague review the work of the member of the engagement
team; or

¢) removing the individual from the engagement team.

4.6  If a member of the engagement team, member oindiatdual’s family, or a firm
has a direct or material indirect financial intestein an entity that has a
controlling interest in the audit or review cliemtnd the client is material to the
entity, the self-interest would be so significdrattno safeguards could reduce the
threat to an acceptable level. Therefore, neithenember of the engagement
team, a member of that individual's immediate fgmmbr the firm shall have a
financial interest.

4.7 The holding by a firm’s retirement benefit plan of a direct or material indirect financial
interest in an audit or review client creates a self-interest threat. The significance of the
threat shall be evaluated and safeguards applied when necessary to eliminate the threat
or reduce it to an acceptable level.

4.8 If other partners in the office in which the engaugmt partner practises in
connection with an audit or review engagementheirtimmediate family
members, hold a direct financial interest or a mialdndirect financial interest
in that client, the self-interest threat would lzesggnificant that no safeguards
could reduce the threat to an acceptable levelrdfoee, neither such partners
nor their immediate family members shall hold angtsfinancial interests in that
audit or review client.

4.9 The office in which the engagement partner practises in connection with the audit or
review engagement is not necessarily the office to which that partner is assigned.
Therefore, when the engagement partner is located in a different office from that of the
other members of the engagement team, professional judgement shall be used to
determine in which office the partner practises in connection with that engagement.

4.10 If other partners and managerial personnel who jpevnon-assurance services
to the audit or review client, except those whoselvement is minimal, or their
immediate family members, hold a direct finanamérest or a material indirect
financial interest in the client, the self-interésreat would be so significant that
no safeguards could reduce the threat to an acda@ptavel. Therefore, neither
such personnel nor their immediate family membleadl fiold any such financial
interest in such audit or review client.
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4.11 Despite 4.8 and 4.10, the holding of a financial interest in an audit or review client by an
immediate family member of:

a) a partner located in the office in which the engagement partner practises in
connection with the engagement; or

b) a partner or managerial personnel who provides non-audit or non-review services to
the client;

is not deemed to compromise independence if the financial interest is received as a
result of the immediate family member’s employment rights (e.g., through pension or
share option plans) and, when necessary, safeguards are applied to eliminate any threat
to independence or reduce it to an acceptable level. However, when the immediate
family member has or obtains the right to dispose of the financial interest or, in the case
of a stock option, the right to exercise the option, the financial interest shall be disposed
of or forfeited as soon as practicable.

4.12 A self-interest threat may be created if the fimgmber of the engagement team,
or member of that individual’s immediate family l@afnancial interest in an
entity and an audit or review client also has afinial interest in that entity.
However, independence is not deemed to be compdnhithese interests are
immaterial and the client cannot exercise significenfluence over the entity. If
such interest is material to any party and the &odireview client can exercise
significant influence over the other entity, noegafards could reduce the threat
to an acceptable level and the firm shall eithesptise of the interest or withdraw
from or decline the engagement. Any individual witbh a material interest
shall, before becoming a member of the engageraant,teither:

a) dispose of the interest; or
b) dispose of a sufficient amount of the intereghat the remaining interest is
no longer material.

4.13  The firm shall determine whether a self-interest, familiarity, or intimidation threat is
created if a member of the engagement team, or a member of that individual’s
immediate family, or the firm, has a financial interest in an entity when a director,
officer, or controlling owner of the audit client is also known to have a financial interest
in that entity. Whether these interests create a self-interest threat will depend on
factors such as:

a) the role of the member on the engagement team;

b) whether ownership of the entity is closely or widely held;

¢) whether the interest gives the investor the ability to control or significantly influence
the entity; and

d) the materiality of the financial interest.

The significance of any threat shall be evaluated and safeguards applied when necessary
to eliminate the threat or reduce it to an acceptable level. Examples of such safeguards
include:
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¢ removing the member with the financial interest from the engagement team; and
¢ having a professional colleague review the work of the member of the engagement
team.

4.14  The holding by a firm, or a member of the engagement team, or a member of that
individual’s immediate family, of a direct financial interest or a material indirect financial
interest in the audit or review client as a trustee creates a self-interest threat. Similarly,
a self-interest threat is created when:

a) a partner in the office in which the engagement partner practises in connection with
the engagement;

b) other partners and managerial personnel who provide non-assurance services to the
client, except those whose involvement is minimal; or

¢) theirimmediate family members

hold a direct financial interest or a material indirect financial interest in the client as
trustee.

Holding such an interest is permitted when:

e neither the trustee, nor the immediate family member of the trustee, nor the firm
are beneficiaries of the trust;

e theinterest in the client held by the trust is not material to the trust;

e the trustis not able to exercise significant influence over the client; and

e the trustee, an immediate family member of the trustee, or the firm cannot
significantly influence any investment decision involving a financial interest in the
client.

4.15 Members of the engagement team shall determine whether a self-interest threat is
created by any known financial interests in the audit or review client held by other
individuals including:

a) partners and professional personnel of the firm, other than those referred to above,
or their immediate family members; and

b) individuals with a close personal relationship with a member of the engagement
team.

Whether these interests create a self-interest threat will depend on factors such as:

¢ the firm’s organizational, operating, and reporting structure; and

¢ the nature of the relationship between the individual and member of the
engagement team.
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4.16

4.17

The significance of any threat shall be evaluated and safeguards shall be applied when

necessary to eliminate the threat and reduce it to an acceptable level. Examples of such

safeguards include:

¢ removing the member of the engagement team with the personal relationship;

¢ excluding the member of the engagement team from any significant decision-making
concerning the engagement; and

* having a professional colleague review the work of the member of the engagement
team.

If a firm or a partner or personnel of the firm, or a member of that individual’s
immediate family, receives a direct financial interest or a material indirect financial
interest in an audit or review client, for example, by way of an inheritance, gift, or as
result of a merger, and such interest would not be permitted to be held under this
section, then:

a) If the interest is received by the firm, the financial interest shall be disposed of
immediately, or a sufficient amount of an indirect financial interest shall be disposed
of so that the remaining interest is no longer material, or the firm shall withdraw
from the engagement;

b) If the interest is received by a member of the engagement team, or a member of that
individual’s immediate family, the individual who received the financial interest shall
immediately dispose of the financial interest, or dispose of a sufficient amount of an
indirect financial interest so that the remaining interest is no longer material, or the
member shall be removed from the engagement team; or

c) If the interest is received by an individual who is not a member of the engagement
team, or by an immediate family member of the individual, the financial interest
shall be disposed of as soon as possible, or a sufficient amount of an indirect financial
interest shall be disposed of so that the remaining interest is no longer material.
Pending the disposal of the financial interest, a determination shall be made as to
whether any safeguards are necessary.

An inadvertent violation of this section as it relates to a financial interest in an audit or
review client is not deemed to compromise independence if all of the following
conditions are met:

a) the firm has established policies and procedures that require prompt notification to
the firm of any breaches resulting from the purchase, inheritance, or other
acquisition of a financial interest in the client;

b) the actions in paragraph 4.16 (a) to (c) are taken as applicable; and

c) the firm applies other safeguards when necessary to reduce any remaining threat to
an acceptable level. Examples of such safeguards include:
i) having a professional colleague review the work of the member of the
engagement team; or
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4.18

ii) excluding the individual from any significant decision-making concerning the
engagement.

In addition, a determination shall be made as to whether to discuss the matter with
those charged with governance.

Loans and Guarantees

4.18

4.19

4.20

4.21

4.22

4.23

A loan, or a guarantee of a loan, to a member of the engagement team, or a member of
that individual’s immediate family, or the firm from an audit or review client that is a
bank or a similar institution may create a threat to independence.

If the loan or guarantee is not made under norrealding procedures, terms, and
conditions, a self-interest threat would be createat would be so significant that
no safeguards could reduce the threat to an acddetavel. Therefore, neither a
member of the engagement team, nor a member ahtheaidual’'s immediate
family, nor a firm shall accept such a loan or gaatee.

If a loan to a firm from an audit or review client that is a bank or similar institution is
made under normal lending procedures, terms, and conditions and it is material to the
audit or review client, or firm receiving the loan, it may be possible to apply safeguards
to reduce the self-interest threat to an acceptable level. An example of such a safeguard
is having the work reviewed by a professional colleague from a network firm that is
neither involved with the engagement nor received the loan.

A loan, or a guarantee of a loan, from an audit or review client that is a bank or a similar
institution to a member of the engagement team or a member of that individual’s
immediate family, does not create a threat to independence if the loan or guarantee is
made under normal lending procedures, terms, and conditions. Examples of such loans
include home mortgages, bank overdrafts, car loans, and credit card balances.

If the firm, or a member of the engagement teana, member of that individual's
immediate family accepts a loan from, or has a baing guaranteed by, an
audit or review client that is not a bank or sinnilastitution, or an officer or
director of the client, or a shareholder of theecit that owns more than 10% of
the equity, the self-interest threat created wdaddso significant that no
safeguards could reduce the threat to an acceptiavie unless the loan or
guarantee is immaterial to both the firm or the rbemof the engagement team
and the immediate family member, and the client

Similarly, if the firm, or a member of the engagahtieam, or a member of that
individual’s immediate family makes or guarantedsam to an audit or review
client, an officer or director of the client, orshareholder of the client that owns
more than 10% of the equity, the self-interestahweould be so significant that
no safeguards could reduce the threat to an acda@gtavel, unless the loan or
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guarantee is immaterial to both the firm or the bemof the engagement team
and the immediate family member, and the client.

4.24  If afirm, or a member of the engagement team, or a member of that individual’s
immediate family has deposits or a brokerage account with an audit or review client that
is a bank, broker or similar institution, a threat to independence is not created if the
deposit or account is held under normal commercial terms.

4.25 Business Relationships

4.25 Aclose business relationship between a firm, a member of the engagement team, or a

member of that individual’s immediate family, and the audit or review client or its
management arises from a commercial relationship or common financial interest and
may create self-interest or intimidation threats. Examples of such relationships include:

a) having a financial interest in a joint venture with either the client or a controlling
owner, director, officer or other individual who performs senior managerial activities
for that client;

b) arrangements to combine one or more services or products of the firm with one or
more services or products of the client and to market the package with reference to
both parties; and

c) distribution or marketing arrangements under which the firm distributes or markets
the client’s products or services, or the client distributes or markets the firm’s
products or services.

Unless any financial interest is immaterial and thesiness relationship is

insignificant to the firm and the client or its nagement, the threat created

would be so significant that no safeguards couttlce the threat to an

acceptable level. Therefore, unless the financiedrest is immaterial and the

business relationship is insignificant:

 the business relationship shall not be entered, iotshall be reduced to an
insignificant level or terminated; or

 the firm shall decline or terminate the audit ovi®v engagement.

In the case of a member of the engagement team, unless any such financial interest is
immaterial and the relationship is insignificant to that member, the individual shall be
removed from the engagement team.

If the business relationship is between an immediate family member of a member of the
engagement team and the audit or review client or its management, the significance of
any threat shall be evaluated and safeguards applied when necessary to eliminate the
threat or reduce it to an acceptable level.
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4.26 A business relationship involving the holding of an interest by the firm, or a member of
the engagement team, or a member of that individual’s immediate family in a closely-
held entity when the audit or review client or a director or an officer of the client, or any
group thereof, also holds an interest in that entity, does not create threats to
independence if:

a) the business relationship is insignificant to the firm, the member of the engagement
team and the immediate family member, and the client;

b) the financial interest held is immaterial to the investor or group of investors; and

c) the financial interest does not give the investor, or group of investors, the ability to
control the closely-held entity.

4.27  The purchase of goods and services from an audit or review client by the firm, or a
member of the engagement team, or a member of that individual’s immediate family,
does not generally create a threat to independence if the transaction is in the normal
course of business and at arm’s-length. However, such transactions may be of a nature
or magnitude that they create a self-interest threat. The significance of any threat shall
be evaluated and safeguards applied when necessary to eliminate the threat or reduce it
to an acceptable level. Examples of such safeguards include:

a) eliminating or reducing the magnitude of the transaction; or
b) removing the individual from the engagement team.

4.28 Family and Personal Relationships

4.28 Family and personal relationships between a member of the engagement team and a
director, officer or certain employees (depending on their role) of the audit or review
client may create self-interest, familiarity, or intimidation threats. The existence and
significance of any threats will depend on a number of factors, including the individual’s
responsibilities on the engagement team, the role of the family member or other
individual within the client, and the closeness of the relationship. Consequently, the
particular circumstances will need to be evaluated in assessing the significance of these
threats.

4.29 When an immediate family member of a member adripagement team is:
a) a director or an officer of the audit or reviewatit; or
b) an employee in a position to exert significantuafice over the preparation of
the client’s accounting records or the financiatsiments on which the firm
will express an opinion;
or was in such a position during any period covelbbgdhe engagement, or the
financial statements, the threats to independeaceonly be reduced to an
acceptable level by removing the individual froma #mgagement team. The
closeness of the relationship is such that no aoslaéeguards could reduce that
threat to an acceptable level. If this safeguardas applied, the firm shall
withdraw from the engagement.

4.30 Threats to independence are created when an immediate family member of a member
of the engagement team is an employee in a position to exert significant influence over
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the client’s financial position, financial performance, or cash flows. The significance of
the threats will depend on factors such as:

a) the position held by the immediate family member; and

b) the role of the individual on the engagement team.

The significance of the threat shall be evaluated and safeguards applied when necessary

to eliminate the threat or reduce it to an acceptable level. Examples of such safeguards

include:

¢ removing the individual from the engagement team; or

e structuring the responsibilities of the engagement team so that the individual does
not deal with matters that are within the responsibility of the immediate family
member.

4.31 Threats to independence are created when a close family member of a member of the
engagement team is:
e adirector or an officer of the audit or review client;
¢ anemployee in a position to exert significant influence over the preparation of the
client’s accounting records or the financial statements on which the firm will express
an opinion.

The significance of the threats will depend on factors such as:

a) the nature of the relationship between the member of the engagement team and the
close family member;

b) the position held by the close family member; and

c) the role of that individual on the engagement team.

The significance of the threat shall be evaluated and safeguards applied when necessary

to eliminate the threat or reduce it to an acceptable level. Examples of such safeguards

include:

¢ removing the individual from the engagement team; or

e structuring the responsibilities of the engagement team so that the individual does
not deal with matters that are within the responsibility of the close family member.

4.32 Threats to independence are created when a member of the audit or review team has a
close relationship with a person who is not an immediate or close family member but
who is a director, officer, or employee in a position to exert significant influence over
the preparation of the client’s accounting records or the financial statements on which
the firm will express an opinion. Members of the engagement team are responsible for
identifying any such persons and for consulting in accordance with firm policies and
procedures. The significance of the threats will depend on factors such as:

a) the nature of the relationship between the individual and the member of the
engagement team;

b) the position the individual holds with the client; and

c) the role of that individual on the engagement team.
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The significance of the threats shall be evaluated and safeguards applied when

necessary to eliminate the threats or reduce them to an acceptable level. Examples of

such safeguards include:

¢ removing the individual from the engagement team; or

e structuring the responsibilities of the engagement team so that the individual does
not deal with matters that are within the responsibility of the individual with whom
they have a close relationship.

4.33  Self-interest, familiarity, or intimidation threats may be created by a personal or family
relationship between:
e apartner or personnel of the firm who is not a member of the engagement team;
and
e adirector, or an officer of the audit or review client, or an employee in a position to
exert significant influence over the preparation of the client’s accounting records or
the financial statements on which the firm will express an opinion.

Partners and personnel of the firm who are aware of any such relationships are

responsible for consulting in accordance with firm policies and procedures. The

existence and significance of any threat will depend on factors such as:

a) the nature of the relationship between the partner or personnel of the firm and the
director, officer, or employee of the client;

b) the interaction of the partner or personnel of the firm with the engagement team;

¢) the position of the partner or personnel within the firm; and

d) the position the individual holds with the client.

The significance of any threat shall be evaluated and safeguards applied when necessary

to eliminate the threat or reduce it to an acceptable level. Examples of such safeguards

include:

e structuring the partner’s or personnel’s responsibilities to reduce any potential
influence over the engagement; or

¢ having a professional colleague review the relevant work performed.

4.34  Aninadvertent violation of this section as it relates to family and personal relationships
is not deemed to compromise independence if:

a) the firm has established policies and procedures that require prompt notification to
the firm of any breaches resulting from changes in the employment status of the
immediate or close family members, and other personal relationships that create
threats to independence;

b) the inadvertent violation relates to an immediate family member of a member of the
engagement team becoming a director or officer of the audit or review client or
being in a position to exert significant influence over the preparation of the client’s
accounting records or the financial statements on which the firm will express an
opinion, and the individual is removed from the engagement team; and
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4.35

¢) the firm considers and applies other safeguards when necessary to reduce any
remaining threat to an acceptable level. Examples of such safeguards include:
i) having a professional colleague review the work of the member of the
engagement team; or
i) excluding the individual from any significant decision-making concerning the
engagement.

Employment with Audit or Review Clients

4.35

4.36

4.37

Familiarity or intimidation threats may be created if a director or an officer of the audit
or review client, or an employee in a position to exert significant influence over the
preparation of the client’s accounting records or the financial statements on which the
firm will express an opinion, has been a member of the engagement team or partner of
the firm.

If a former member of the engagement team or partner of the firm has joined the audit
or review client in such a position, and a significant connection remains between the
firm and the individual, the threat would be so significant that no safeguards could
reduce the threat to an acceptable level. Therefore, independence would be deemed to
be compromised if a former member of the engagement team or partner joins the client
as a director or officer, or as an employee in a position to exert significant influence over
the preparation of the client’s accounting records or the financial statements on which
the firm will express an opinion, unless:

a) the individual is not entitled to any benefits or payments from the firm, unless made
in accordance with fixed pre-determined arrangements, and any amount owed to the
individual is not material to the firm; and

b) the individual does not continue to participate or appear to participate in the firm’s
business or professional activities.

If a former member of the engagement team or partner of the firm has joined the client

in such a position, and no significant connection remains between the firm and the

individual, the existence and significance of any familiarity or intimidation threats will

depend on factors such as:

a) the position the individual has taken at the client;

b) any involvement the individual will have with the engagement team;

¢) the length of time since the individual was a member of the engagement team or
partner of the firm; and

d) the former position of the individual within the engagement team or firm, for
example, whether the individual was responsible for maintaining regular contact with
the client’s management or those charged with governance.

The significance of any threats created shall be evaluated and safeguards applied when
necessary to eliminate the threats or reduce them to an acceptable level. Examples of
such safeguards include:
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¢ modifying the audit plan;

¢ assigning individuals to the engagement team who have sufficient experience in
relation to the individual who has joined the client; or

¢ having a professional colleague review the work of the former member of the
engagement team.

4.38 If a former partner of the firm has previously joined an entity in such a position and the
entity subsequently becomes an audit or review client of the firm, the significance of
any threat to independence shall be evaluated and safeguards applied when necessary
to eliminate the threat or reduce it to an acceptable level.

4.39 A self-interest threat is created when a member of the engagement team participates in
the engagement while knowing that the member of the engagement team will, or may,
join the audit or review client at some time in the future. Firm policies and procedures
shall require members of the engagement team to notify the firm when entering
employment negotiations with the client. On receiving such notification, the
significance of the threat shall be evaluated and safeguards applied when necessary to
eliminate the threat or reduce it to an acceptable level. Examples of such safeguards
include:

a) removing the individual from the engagement team; or
b) areview of any significant judgements made by that individual while on the
engagement team.

4.40 Audit and Review Clients of Public Interest Entities

4.40 Familiarity or intimidation threats are created if a key audit partner joins an audit or
review client that is a public interest entity as:
a) adirector or officer of the entity; or
b) an employee in a position to exert significant influence over the preparation of the
client’s accounting records or the financial statements on which the firm will express
an opinion.

No safeguards could reduce these threats to anpaabke level unless,
subsequent to the partner ceasing to be a key aadiher, the public interest
entity had issued, audited, or reviewed financiateaments covering a period of
not less than twelve months and the partner wassmoémber of the engagement
team with respect to the audit or review of thasarfcial statements.

4.41 Anintimidation threat is created if the individual who is the firm’s Senior or Managing
Partner (Chief Executive or equivalent) joins an audit or review client that is a public
interest entity as:

a) anemployee in a position to exert significant influence over the preparation of the
entity’s accounting records or its financial statements; or
b) a director or an officer of the entity.
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4.42

4.43

No safeguards could reduce these threats to anpaabke level unless twelve
months have passed since the individual was theiSenManaging Partner
(Chief Executive or equivalent) of the firm.

Independence is not deemed to be compromised if, as a result of a business
combination, a former key audit partner or the individual who was the firm’s former
Senior or Managing Partner is in a position as described in paragraphs 4.40 and 4.41,
and:

a) the position was not taken in contemplation of the business combination;

b) any benefits or payments due to the former partner from the firm have been settled
in full, unless made in accordance with fixed pre-determined arrangements and any
amount owed to the partner is not material to the firm;

¢) the partner does not continue to participate or appear to participate in the firm’s
business or professional activities; and

d) the position held by the former partner with the audit or review client is discussed
with those charged with governance.

Temporary Personnel Assignments

4.43

4.44

The lending of personnel by a firm to an audit or review client may create a self-review
threat. Such assistance may be given, but only for a short period of time, and the firm’s
personnel shall not be involved in:

a) providing non-assurance services that would not be permitted under this section; or
b) assuming management responsibilities.

In all circumstances, the audit or review client should acknowledge its responsibility for
directing and supervising the activities of the loaned personnel.

The significance of any threat shall be evaluated and safeguards applied when necessary

to eliminate the threat or reduce it to an acceptable level. Examples of such safeguards

include:

¢ conducting an additional review of the work performed by the loaned personnel;

¢ not giving the loaned personnel audit or review responsibility for any function or
activity they performed during the temporary personnel assignment; or

¢ not including the loaned personnel as a member of the engagement team.

Recent Service with an Audit or Review Client

4.44

4.45

Self-interest, self-review, or familiarity threats may be created if a member of the audit
team has recently served as a director, officer, or employee of the audit or review client.
This would be the case when, for example, a member of the engagement team has to
evaluate elements of the financial statements for which they had prepared the
accounting records while with the client.

If, during the period covered by the audit or revieeport, a member of the
engagement team had served as a director or oftitére client, or was an
employee in a position to exert significant infloemver the preparation of the
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4.46

4.47

client’'s accounting records or the financial stamts on which the firm will
express an opinion, the threat created would bsigaificant that no safeguard
could reduce the threat to an acceptable level.€égnently, such individuals
shall not be assigned to the engagement team.

Self-interest, self-review, or familiarity threats may be created if, before the period
covered by the audit or review report, a member of the engagement team had served as
a director or officer of the client or was an employee in a position to exert significant
influence over the preparation of the client’s accounting records or financial statements
on which the firm will express an opinion. For example, such threats would be created if
a decision made or work performed by the individual in the prior period, while
employed by the client, is to be evaluated in the current period as part of the current
engagement. The existence and significance of any threats will depend on factors such
as:

a) the position the individual held with the client;

b) the length of time since the individual left the client; and

¢) the role of that member on the engagement team.

The significance of any threat shall be evaluated and safeguards applied when necessary
to reduce the threat to an acceptable level. An example of such a safeguard is
conducting a review of the work performed by the individual as a member of the
engagement team.

Serving as an Officer or Director on the Board of an Audit or Review Client

4.47

4.48

4.49

If a partner or employee of the firm serves asradaor or officer of an audit or
review client, the self-review and self-interese#ts created would be so
significant that no safeguards could reduce thedts to an acceptable level.
Therefore, if such an individual were to accepttsagosition while continuing to
serve as a partner or an employee of the firmfitine shall decline or withdraw
from the engagement.

If a partner or employee of the firm serves as Company Secretary for an audit or review
client, self-review and advocacy threats are created that would generally be so
significant that no safeguards could reduce the threats to an acceptable level. Despite
paragraph 4.47, when this practice is specifically permitted under local law, professional
rules or practice, and provided management makes all relevant decisions, the duties and
activities shall be limited to those of a routine and administrative nature, such as
preparing minutes and maintaining statutory returns. In those circumstances, the
significance of any threats shall be evaluated and safeguards applied when necessary to
eliminate the threats or reduce them to an acceptable level.

Performing routine administrative services to support a company secretarial function or
providing advice in relation to company secretarial administration matters does not
generally create threats to independence, as long as client management makes all
relevant decisions.
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4.50

Long Association of Senior Personnel (Including Partner Rotation)

4.50

451

Familiarity and self-interest threats are created by using the same senior personnel on

an audit or review engagement over a long period of time. The significance of the

threats will depend on factors such as:

a) how long the individual has been a member of the engagement team;

b) the role of the individual on the engagement team;

c) the structure of the firm;

d) the nature of the engagement;

e) whether the client’s management team has changed; and

f) whether the nature or complexity of the client’s accounting and reporting issues has
changed.

The significance of the threats shall be evaluated and safeguards applied when

necessary to eliminate the threats or reduce them to an acceptable level. Examples of

such safeguards include:

¢ rotating the senior personnel off the engagement team;

¢ having a professional colleague who was not a member of the engagement team
review the work of the senior personnel; or

¢ regular independent internal or external quality control reviews of the engagement.

Audit or Review Clientsthat are Public I nterest Entities

Using the same key audit or review partneaomudit engagement over a prolonged
period may create a familiarity threat. This thresparticularly relevant in the context
of the audit for reporting issuers and safeguardalisbe applied in such situations to
reduce the threats to an acceptable level. Theviolig safeguards shall apply for the
audit of reporting issuers:

a) in respect of an audit of a public interestitgnan individual shall not be a key
audit partner for more than seven years. Aftethstime, the individual shall not
return to the audit team or be a key audit partfegrthe client for two years. During
that period, the individual shall not participate the audit of the entity, provide
quality control for the engagement, consult witl #udit team or the client regarding
technical or industry-specific issues, transactiongvents or otherwise directly
influence the outcome of the engagement;

b) a member who is other than a key audit parteéenred to in 4.51(a) who, during the
engagement period provides more than ten hourssifrance services, or who is a
subsidiary engagement partner, shall be rotateafiéfr a period of no more than
seven years; and

C) persons rotating off the audit of a reportingusr pursuant to 4.51(a) shall not
participate in the assurance engagement as a kdit partner until a further two
years has elapsed. In the case of 4.51(b), thebmeshall not participate in the
assurance engagement as an engagement partneayseiiod of two years has
elapsed. In the case of an audit engagement tlamstual fund, the engagement
partner shall not thereafter perform the role ofagement partner of the reporting
issuer or another mutual fund that is in the sanuual fund complex as the reporting
issuer until a further two-year-period has elapsedd
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d) in the case of an audit engagement of a repgiigauer that is a mutual fund, the key
audit partner shall not thereafter resume or assitiger such role with the reporting
issuer or another mutual fund that is in the sanueual fund complex as the reporting
issuer until a further two-year-period has elapsed.

4.52  Despite paragraph 4.51, key audit partners whose continuity is especially important to
audit quality may, in rare cases due to external and unforeseen circumstances outside
the firm’s control, be permitted an additional year on the audit team as long as the
threat to independence can be eliminated or reduced to an acceptable level by applying
safeguards. For example, a key audit partner may remain on the audit team for up to
one additional year in circumstances where, due to unforeseen events, a required
rotation was not possible, as might be the case due to serious illness of the intended
engagement partner.

4.53  The long association of other partners with an audit or review client that is a public
interest entity creates familiarity and self-interest threats. The significance of the threats
will depend on factors such as:

a) how long any such partner has been associated with the client;

b) the role, if any, of the individual on the engagement team; and

c) the nature, frequency, and extent of the individual’s interactions with the client’s
management or those charged with governance.

The significance of the threats shall be evaluated and safeguards applied when

necessary to eliminate the threats or reduce them to an acceptable level. Examples of

such safeguards include:

¢ rotating the partner off the audit or review team or otherwise ending the partner’s
association with the client; or

¢ regular independent internal or external quality control reviews of the engagement.

4.54  When an audit or review client becomes a public interest entity, the length of time the
individual has served the client as a key audit or review partner before the client
becomes a public interest entity shall be considered in determining when the individual
shall be rotated. If the individual has served the client as a key audit or review partner
for five years or less at the time the client becomes a public interest entity, the number
of years the individual may continue to serve the client in that capacity before rotating
off the engagement is seven years less the number of years already served. If the
individual has served the client as a key audit or review partner for six or more years
when the client becomes a public interest entity, the partner may continue to serve in
that capacity for two additional years before rotating off the engagement.

455 Provision of Non-assurance Services to an Audit or Review Client

4.55  Firms have traditionally provided to their audit or review clients a range of non-
assurance services that are consistent with their skills and expertise. Providing non-
assurance services may, however, create threats to the independence of the firm or
members of the engagement team. The threats created are most often self-review, self-
interest, and advocacy threats.
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4.56

4.57

4.58

4.59

4.60

New developments in business, the evolution of financial markets, and changes in
information technology make it impossible to draw up an all-inclusive list of non-
assurance services that might be provided to an audit or review client. When specific
guidance on a particular non-assurance service is not included in this section, the
conceptual framework shall be applied when evaluating the particular circumstances.

Before the firm accepts an engagement to provide a non-assurance service to an audit
or review client, a determination shall be made as to whether providing such a service
would create a threat to independence. In evaluating the significance of any threat
created by a particular non-assurance service, consideration shall be given to any threat
that the engagement team has reason to believe is created by providing other related
non-assurance services. If a threat is created that cannot be reduced to an acceptable
level by the application of safeguards, the non-assurance service shall not be provided.

Providing certain non-assurance services to an audit or review client may create a threat
to independence so significant that no safeguards could reduce the threat to an
acceptable level. However, the inadvertent provision of such a service to a related
entity, division, or in respect of a discrete financial statement item of such a client does
not compromise independence if any threats have been reduced to an acceptable level
by arrangements for that related entity, division, or discrete financial statement item to
be audited or reviewed by another firm or when another firm re-performs the non-
assurance service to the extent necessary to enable it to take responsibility for that
service.

A firm may provide non-assurance services that would otherwise be restricted under

this section to the following entities of the audit or review client:

a) an entity, which is not an audit or review client, that has direct or indirect control
over the client; or

b) an entity, which is not an audit or review client, that is under common control with
the client

if it is reasonable to conclude that:

¢ the services do not create a self-review threat because the results of the services will
not be subject to audit or review procedures; and

e any threats that are created by the provision of such services are eliminated or
reduced to an acceptable level by the application of safeguards.

A non-assurance service provided to an audit or review client does not compromise the

firm’s independence when the client becomes a public interest entity if:

a) the previous non-assurance service complies with the provisions of this section that
relate to audit or review clients that are not public interest entities;

b) services that are not permitted under this section for audit or review clients that are
public interest entities are terminated before or as soon as practicable after the
client becomes a public interest entity; and

c) the firm applies safeguards when necessary to eliminate or reduce to an acceptable
level any threats to independence arising from the service.
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4.61
4.61

4.62

4.63

4.64

4.65

Management Responsibilities

Management of an entity performs many activities in managing the entity in the best
interests of the stakeholders of the entity. It is not possible to specify every activity that
is a management responsibility. However, management responsibilities involve leading
and directing an entity, including making significant decisions regarding the acquisition,
deployment, and control of human, financial, physical, and intangible resources.

Whether an activity is a management responsibility depends on the circumstances and

requires the exercise of judgement. Examples of activities that would generally be

considered a management responsibility include:

a) setting policies and strategic direction;

b) directing and taking responsibility for the actions of the entity’s employees;

¢) authorizing transactions;

d) deciding which recommendations of the firm or other third parties to implement;

e) taking responsibility for the preparation and fair presentation of the financial
statements in accordance with the applicable financial reporting framework; and

f) taking responsibility for designing, implementing, and maintaining internal control.

Activities that are routine and administrative, or involve matters that are insignificant,
generally are not deemed to be a management responsibility. For example, executing an
insignificant transaction that has been authorized by management or monitoring the
dates for filing statutory returns and advising an audit or review client of those dates is
not deemed to be a management responsibility. Further, providing advice and
recommendations to assist management in discharging its responsibilities is not
assuming a management responsibility.

If a firm were to assume a management respongitbditan audit or review

client, the threats created would be so signifidaat no safeguards could reduce
the threats to an acceptable level. For exampleiditeg which recommendations
of the firm to implement will create self-reviewdaself-interest threats. Further,
assuming a management responsibility creates ditaity threat because the
firm becomes too closely aligned with the viewsiatetests of management.
Therefore, the firm shall not assume a managenespansibility for such a

client.

To avoid the risk of assuming a management responsibility when providing non-
assurance services to an audit or review client, the firm shall be satisfied that a member
of management is responsible for making the significant judgements and decisions that
are the proper responsibility of management, evaluates the results of the service, and
accepts responsibility for the actions to be taken arising from the results of the service.
This reduces the risk of the firm inadvertently making any significant judgements or
decisions on behalf of management. The risk is further reduced when the firm gives the
client the opportunity to make judgements and decisions on an objective and
transparent analysis and presentation of the issues.
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4.66
4.66

4.67

4.68

4.69

Preparing Accounting Records and Financial Statements

Management is responsible for the preparation and fair presentation of the financial

statements in accordance with the applicable financial reporting framework. These

responsibilities include:

a) originating or changing journal entries, or determining the account classifications of
transactions; and

b) preparing or changing source documents or originating data, in electronic or other
form, evidencing the occurrence of a transaction (for example, purchase orders,
payroll time records, and customer orders).

Providing an audit or review client with accounting and bookkeeping services, such as
preparing accounting records or financial statements, creates a self-review threat when
the firm subsequently performs the audit or review engagement on the client’s financial
statements.

The audit or review process, however, necessitates dialogue between the firm and

management of the client, which may involve:

a) the application of accounting standards or policies and financial statement disclosure
requirements;

b) the appropriateness of financial and accounting control and the methods used in
determining the stated amounts of assets and liabilities; and

c) proposing adjusting journal entries.
These activities are considered to be a normal part of the engagement process and

do not, generally, create threats to independence.

Similarly, the client may request technical assistance from the firm on matters such as
resolving account reconciliation problems or analyzing and accumulating information for
regulatory reporting. In addition, the client may request technical advice on accounting
issues such as the conversion of existing financial statements from one financial
reporting framework to another (for example, to comply with group accounting policies
to transition to a different financial reporting framework such as International Financial
Reporting Standards). Such services do not, generally, create threats to independence
provided the firm does not assume a management responsibility for the client.

Audit or Review Clients that are Not Public Interest Entities

4.70

The firm may provide services related to the preparation of accounting records and

financial statements to an audit or review client that is not a public interest entity where

the services are of a routine or mechanical nature, so long as any self-review threat

created is reduced to an acceptable level. Examples of such services include:

a) providing payroll services based on client-originated data;

b) recording transactions for which the client has determined or approved the
appropriate account classification;

c) posting transactions coded by the client to the general ledger;

d) posting client-approved entries to the trial balance; and

e) preparing financial statements based on information in the trial balance.
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In all cases, 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:

e arranging for such services to be performed by an individual who is not a member of
the engagement team; or

e if such services are performed by a member of engagement team, using a partner or
senior personnel with appropriate expertise who is not a member of the engagement
team to review the work performed.

Audit or Review Clients that are Public Interest Entities

4.71

4.72

4.73
4.73

Except in emergency situations, a firm shall navpte to an audit or review
client that is a reporting issuer or a public inést entity accounting and
bookkeeping services, including payroll servicegrepare financial statements
on which the firm will express an opinion or finaldnformation which forms
the basis of the financial statements.

Despite paragraph 4.71, a firm may provide accounting and bookkeeping services,
including payroll services and the preparation of financial statements or other financial
information, of a routine or mechanical nature for divisions or related entities of an
audit or review client that is a reporting issuer client or a public interest entity if the
personnel providing the services are not members of the engagement team and:
a) the divisions or related entities for which the service is provided are collectively
immaterial to the financial statements on which the firm will express an opinion; or
b) the services relate to matters that are collectively immaterial to the financial
statements of the division or related entity.

Emergency Situations

Accounting and bookkeeping services, which would otherwise not be permitted under
this section, may be provided to audit or review clients in emergency or other unusual
situations when it is impractical for the 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 systems and
procedures to assist the client in the timely preparation of its accounting records and
financial statements; 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 engagement team; and

¢ the services are provided for only a short period of time and are not expected to
recur.
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4.74
4.74

4.75

4.76

4.77

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

Valuation Services

A valuation comprises the making of assumptions with regard to future developments,
the application of appropriate methodologies and techniques, and the combination of
both to compute a certain value, or range of values, for an asset, a liability, or for a
business as a whole.

Performing valuation services for an audit or review client may create a self-review

threat. The existence and significance of any threat will depend on factors such as:

a) whether the valuation will have a material effect on the financial statements;

b) the extent of the client’s involvement in determining and approving the valuation
methodology and other significant matters of judgement;

¢) the availability of established methodologies and professional guidelines;

d) for valuations involving standard or established methodologies, the degree of
subjectivity inherent in the item;

e) the reliability and extent of the underlying data;

f) the degree of dependence on future events of a nature that could create significant
volatility inherent in the amounts involved; and

g) the extent and clarity of the disclosures in the financial statements.

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:

¢ having a professional who was not involved in providing the valuation service review
the audit, review, or valuation work performed; or

¢ making arrangements so that personnel providing such services do not participate in
the engagement.

Certain valuations do not involve a significant degree of subjectivity. This is likely the
case where the underlying assumptions are either established by law or regulation, or
are widely accepted, and when the techniques and methodologies to be used are based
on generally accepted standards or prescribed by law or regulation. In such
circumstances, the results of a valuation performed by two or more parties are not likely
to be materially different.

If a firm is requested to perform a valuation to assist an audit or review client with its
tax reporting obligations or for tax planning purposes and the results of the valuation
will not have a direct effect on the financial statements, the provisions included in
paragraph 4.90 apply.
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Audit Clients that are Not Public Interest Entities

4.78

In the case of an audit or review client that is agublic interest entity, if the
valuation service has a material effect on theriirial statements on which the
firm will express an opinion and the valuation itwes a significant degree of
subjectivity, no safeguards could reduce the salfew threat to an acceptable
level. Therefore, the firm shall either not provitie valuation service or shall
withdraw from the audit engagement.

Audit and Review Clients that are Public Interest Entities

4.79

4.80
4.80

4.81

A firm shall not provide valuation services to ardd or review client that is a
public interest entity if the valuations would havenaterial effect, separately or
in the aggregate, on the financial statements orchvthe firm will express an
opinion.

Taxation Services

Taxation services comprise a broad range of services, including:

a) tax return preparation;

b) tax calculations for the purpose of preparing the accounting entries;
¢) tax planning and other tax advisory services; and

d) assistance in the resolution of tax disputes.

While taxation services provided by a firm to an audit or review client are addressed
separately under each of these broad headings, in practice these activities are often
interrelated.

Performing certain tax services may create self-review and advocacy threats. The

existence and significance of any threats will depend on factors such as:

a) the system by which the tax authorities assess and administer the tax in question and
the role of the firm in that process;

b) the complexity of the relevant tax regime and the degree of judgement necessary in
applying it;

¢) the particular characteristics of the engagement; and

d) the level of tax expertise of the audit or review client’s employees.

Tax Return Preparation

4.82

Tax return preparation services involve assisting clients with their tax reporting
obligations by drafting and completing information, including the amount of tax due
(usually on standardized forms) required to be submitted to the applicable tax
authorities. Such services also include advising on the tax return treatment of past
transactions and responding on behalf of the audit or review client to the tax
authorities’ requests for additional information and analysis (including providing
explanations of and technical support for the approach being taken). Tax return
preparation services are generally based on historical information and principally involve
analysis and presentation of such historical information under existing tax law, including
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precedents and established practice. Further, the tax returns are subject to whatever
review or approval process the tax authority deems appropriate. Therefore, providing
such services do not generally create a threat to independence if management takes
responsibility for the returns including any significant judgements made.

Tax Calculations for the Purpose of Preparing the Accounting Entries

4.83

Preparing calculations of current and future tax liabilities (or assets) for an audit or

review client for the purpose of the preparation of accounting entries that will be

subsequently audited or reviewed by the firm creates a self-review threat. The

significance of the threat will depend on:

a) the complexity of the relevant tax law and regulation and the degree of judgement
necessary in applying them;

b) the level of tax expertise of the client’s personnel; and

¢) the materiality of the amounts to the financial statements.

Safeguards shall be 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 engagement team to perform the
service;

¢ if the service is performed by a member of the engagement team, using a partner or
senior personnel with appropriate expertise who is not a member of the engagement
team to review the tax calculations; or

¢ obtaining advice on the service from an external tax professional.

Audit or Review Clients that are Public Interest Entities

4.84

4.85

Except in emergency situations, in the case ofuatit@r review client that is a
public interest entity, a firm shall not preparectealculations of current and
future tax liabilities (or assets) for the purpasfepreparing accounting entries
that are material to the financial statements onchliithe firm will express an
opinion.

The preparation of calculations of current and future tax liabilities (or assets) for an
audit or review client for the purpose of the preparation of accounting entries, which
would otherwise not be permitted under this section, may be provided to clients in
emergency or other unusual situations when it is impractical for the 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 future 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).
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In such situations, a firm may provide such services if:

¢ those who provide the services are not members of the engagement team; and

¢ 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.

Tax Planning and Other Tax Advisory Services

4.86 Tax planning or other advisory services comprise a broad range of services such as
advising the client how to structure its affairs in a tax efficient manner or advising on the
application of a new tax law or regulation.

4.87 Aself-review threat may be created where the advice will affect matters to be reflected
in the financial statements. The existence and significance of any threat will depend on
factors such as:

a) the degree of subjectivity involved in determining the appropriate treatment for the
tax advice in the financial statements;

b) the extent to which the outcome of the tax advice will have a material effect on the
financial statements;

c) whether the effectiveness of the tax advice depends on the accounting treatment or
presentation in the financial statements and there is doubt as to the appropriateness
of the accounting treatment or presentation under the relevant financial reporting
framework;

d) the level of tax expertise of the client’s employees;

e) the extent to which the advice is supported by tax law or regulations, other
precedent or established practice; and

f) whether the tax treatment is supported by a private ruling or has otherwise been
cleared by the tax authority before the preparation of the financial statements.

For example, providing tax planning and other tax advisory services where the advice is
clearly supported by tax authority or other precedent, by established practice, or has a
basis in tax law that is likely to prevail does not generally create a threat to
independence.

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

a) using professionals who are not members of the engagement team to perform the
service;
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b) having a tax professional, who was not involved in the providing the tax services,
advise the engagement team on the service and review the financial statement
treatment;

¢) obtaining advice on the service from an external tax professional; or

d) obtaining pre-clearance or advice from the tax authorities.

4.89 Where the effectiveness of the tax advice dependgarticular accounting
treatment or presentation in the financial statetseand:
a) the engagement team has reasonable doubt as apfivepriateness of the
related accounting treatment or presentation uritierrelevant financial
reporting framework; and

b) the outcome or consequences of the tax advicdhaxk a material effect on
the financial statements on which the firm will egs an opinion;

the self-review threat would be so significant thatsafeguards could reduce the
threat to an acceptable level, in which case saghadvice shall not be provided.
The only other course of action would be to witldfeom the engagement.

4.90 In providing tax services to an audit or review client, a firm may be requested to perform
a valuation 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 4.74 to 4.79 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:

a) the extent to which the valuation methodology is supported by tax law or regulation,
other precedent, or established practice, and the degree of subjectivity inherent in
the valuation;

b) 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:

e using professionals who are not members of the engagement team to perform the
service;

¢ having a professional review the work or the result of the tax service; or

¢ obtaining pre-clearance or advice from the tax authorities.
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Assistance in the Resolution of Tax Disputes

491 An advocacy or self-review threat may be created when the firm represents an audit or
review client in the resolution of a tax dispute once the tax authorities have notified the
client that they have rejected the client’s arguments on a particular issue and either the
tax authority or the client is referring the matter for determination in a formal
proceeding, for example, before a tribunal or court. The existence and significance of
any threat will depend on factors such as:

a) whether the firm has provided the advice which is the subject of the tax dispute;
b) the extent to which the outcome of the dispute will have a material effect on the
financial statements on which the firm will express an opinion;

c) the extent to which the matter is supported by tax law or regulation, other
precedent, or established practice;

d) whether the proceedings are conducted in public; and
e) the role management plays in the resolution of the dispute.

The significance of the 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 engagement team to perform the
service;

¢ having a tax professional who was not involved in providing the tax services advise
the engagement team on the services and review the financial statement treatment;
or

¢ obtaining advice on the service from an external tax professional.

4.92 Where the taxation services involve acting as aroadte for an audit or review
client before a public tribunal or court in the stion of a tax matter, and the
amounts involved are material to the financial staénts on which the firm will
express an opinion, the advocacy threat would b&gaficant that no
safeguards could eliminate the threat to an acdelptéevel. Therefore, the firm
shall not perform this type of service for an awditeview client.

493 The firm is not, however, precluded from having a continuing advisory role (for example,
responding to specific requests for information, providing factual accounts or testimony
about the work performed, or assisting the client in analyzing the tax issues) for an audit
or review client in relation to the matter that is being heard before a public tribunal or
court.
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494 Internal Audit Services

4.94 The scope and objectives of internal audit activities vary widely and depend on the size
and structure of the entity and the requirements of management and those charged
with governance. Internal audit activities may include one or more of the following:

a) Monitoring of internal control — reviewing controls, monitoring their operation, and
recommending improvements thereto;

b) Examination of financial and operating information — reviewing the means used to
identify, measure, classify, and report financial and operating information, and
specific inquiry into individual items including detailed testing of transactions,
balances, and procedures;

c) Review of the economy, efficiency, and effectiveness of operating activities including
non-financial activities of an entity; and

d) Review of compliance with laws, regulations, and other external requirements, and
with management policies and directives and other internal requirements.

495 Internal audit services involve assisting the audit or review client in the performance of
its internal audit activities. For the purposes of this section, internal audit services do
not include providing recommendations to management, which form a component of
improvements for consideration to the internal audit process. In addition, interim audit
processes completed by an audit firm are not a substitution for the client’s own internal
audit activities. The provision of internal audit services to an audit or review client
creates a self-review threat to independence if the firm uses the internal audit work in
the course of a subsequent external audit. Assisting a client in the performance of a
significant part of the client’s internal audit activities increases the possibility that firm
personnel providing internal audit services will assume a management responsibility.

4.96 If the firm’s personnel assume a management resipibtyswhen providing
internal audit services to an audit or review cligtihe threat created would be so
significant that no safeguards could reduce the#hito an acceptable level.
Therefore, a firm shall ensure that its personreehdt assume a management
responsibility when providing internal audit sercto a client.

4.97 Examples of internal audit services that involve assuming management responsibilities

include:

a) setting internal audit policies or the strategic direction of internal audit activities;

b) directing and taking responsibility for the actions of the entity’s internal audit
employees;

c) deciding which recommendations resulting from internal audit activities to
implement;

d) reporting the results of the internal audit activities to those charged with governance
on behalf of management;

Version 2.0 November 2010 Independence Standayd P4



Certified General Accountants Association of Alberta Independence Standard

4.98

4.99

e) performing procedures that form part of the internal control, such as reviewing and
approving changes to employee data access privileges;

f) taking responsibility for designing, implementing, and maintaining internal control;
and

g) performing outsourced internal audit services, comprising all or a substantial portion
of the internal audit function, where the firm is responsible for determining the
scope of the internal audit work and may have responsibility for one of more of the
matters noted in (a)—(f).

To ensure that, in performing internal audit services, the firm does not assume a
management responsibility, the firm shall only provide internal audit services to an audit
or review client if all of the following conditions are met:

a) the client designates an appropriate and competent resource, preferably within
senior management, to be responsible at all times for internal audit activities and to
acknowledge responsibility for designing, implementing, and maintaining internal
control;

b) the client’s management or those charged with governance reviews, assesses, and
approves the scope, risk, and frequency of the internal audit services;

c) the client’s management evaluates the adequacy of the internal audit services and
the findings resulting from their performance;

d) the client’'s management evaluates and determines which recommendations
resulting from internal audit services to implement and manages the implementation
process; and

e) the client’s management reports to those charged with governance the significant
findings and recommendations resulting from the internal audit services.

When a firm uses the work of an internal audit function, International Standards on
Auditing (and domestically the Canadian Auditing Standards) require the performance of
procedures to evaluate the adequacy of that work. When a firm accepts an engagement
to provide internal audit services to an audit or review client, and the results of those
services will be used in conducting the external audit, a self-review threat is created
because of the possibility that the engagement team will use the results of the internal
audit service without appropriately evaluating those results or exercising the same level
of professional skepticism as would be exercised when the internal audit work is
performed by individuals who are not members of the firm. The significance of the
threat will depend on factors such as:

a) the materiality of the related financial statement amounts;

b) the risk of misstatement of the assertions related to those financial statement
amounts; and

c) the degree of reliance that will be placed on the internal audit service.

The significance of the threat shall be evaluated and safeguards applied when necessary
to eliminate the threat or reduce it to an acceptable level. An example of such a
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safeguard is using professionals who are not members of the engagement team to
perform the internal audit service.

Audit or Review Clients that are Public Interest Entities

4.100 In the case of an audit or review client that ipublic interest entity, a firm shall
not provide internal audit services that relatethe internal accounting controls,
financial systems or financial statements.

4.101 A firmis not, however, precluded from providing to an audit or review client that is a
public interest entity a non-recurring internal audit service to evaluate a specific matter
that relates to the internal accounting controls, financial systems, or financial
statements provided the conditions in paragraph 4.98 are met, the facts and
circumstances related to the service are discussed with those charges with governance,
the service would otherwise be permitted under the CGA Independence Standard
provisions, and safeguards are applied when necessary to reduce any threat to an
acceptable level.

4.102 IT Systems Services

4.102 Services related to information technology (IT) systems include the design or
implementation of hardware or software systems. The systems may aggregate source
data, form part of the internal control over financial reporting, or generate information
that affects the accounting records or financial statements, or the systems may be
unrelated to the audit or review client’s accounting records, the internal control over
financial reporting, or financial statements. Providing systems services may create a
self-review threat depending on the nature of the services and the IT systems.

4.103 The following IT systems services are not deemed to create a threat to independence as

long as firm personnel do not assume a management responsibility:

a) design or implementation of IT systems that are unrelated to internal control over
financial reporting;

b) design or implementation of IT systems that do not generate information forming a
significant part of the accounting records or financial statements;

¢) implementation of “off-the-shelf” accounting or financial information reporting
software that was not developed by the firm if the customization required to meet
the client’s needs is not significant; and

d) evaluating and making recommendations with respect to a system designed,
implemented, or operated by another service provider or the client.

Audit or Review Clients that are Not Public Interest Entities

4.104 Providing services to an audit or review client that is not a public interest entity
involving the design or implementation of IT systems that:
a) form a significant part of the internal control over financial reporting; or
b) generate information that is significant to the client’s accounting records or financial
statements on which the firm will express an opinion;

Version 2.0 November 2010 Independence Standayd Ba



Certified General Accountants Association of Alberta Independence Standard

4.105

creates a self-review threat.
The self-review threat is likely too significant to permit such services unless

appropriate safeguards are put in place ensuring that:

the client acknowledges its responsibility for establishing and monitoring a system of
internal controls;

the client assigns the responsibility to make all management decisions with respect
to the design and implementation of the hardware or software system to a
competent employee, preferably within senior management;

the client makes all management decisions with respect to the design and
implementation process;

the client evaluates the adequacy and results of the design and implementation of
the system; and

the client is responsible for operating the system (hardware or software) and the
data it uses or generates.

Depending on the degree of reliance that will be placed on the particular IT systems as
part of the audit or review, determination shall be made as to whether such non-
assurance services shall be provided only by personnel who are not members of the
engagement team and who have different reporting lines within the firm. The
significance of any remaining threat shall be evaluated and safeguards applied when
necessary to eliminate the threat or reduce it to an acceptable level. An example of such
a safeguard is having a professional colleague review the audit or review work or non-
assurance work.

Audit or Review Clients that are Public Interest Entities

4.106

4.107
4.107

4.108

In the case of an audit or review client that ipublic interest entity, a firm shall
not provide services involving the design or im@atation of IT systems that:
a) form a significant part of the internal contraVer financial reporting; or

b) generate information that is significant to tlent’s accounting records or

financial statements on which the firm will expragssopinion.

Litigation Support Services

Litigation support services may include activities such as acting as an expert witness,
calculating estimated damages or other amounts that might become receivable or
payable as the result of litigation or other legal dispute, and assistance with document
management and retrieval. These services may create a self-review or advocacy threat.

If the firm provides a litigation support service to an audit or review client and the
service involves estimating damages or other amounts that affect the financial
statements on which the firm will express an opinion, the valuation service provision
included in paragraphs 4.74 to 4.79 shall be followed. In the case of other litigation
support services, 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.
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4.109 Legal Services

4.109 For the purpose of this section, legal services are defined as any services for which the
person providing the services must either be admitted to practice law before the Courts
of the jurisdiction in which such services are to be provided or have the required legal
training to practice law. Such legal services may include a wide and diversified range of
areas including both corporate and commercial services to clients, such as contract
support, litigation, mergers, and acquisition legal advice and support and assistance to
clients’ internal legal departments. Providing legal services to an entity that is an audit
or review client may create both self-review and advocacy threats.

4.110 Legal services that support an audit or review client in executing a transaction (e.g.,
contract support, legal advice, legal due diligence, and restructuring) may create self-
review threats. The existence and significance of any threat will depend on factors such
as:

a) the nature of the service;
b) whether the service is provided by a member of the engagement team; and
¢) the materiality of any matter in relation to client’s financial statements.

The significance of any threat 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 engagement team to perform the
service; or

¢ having a professional who was not involved in providing the legal services provide
advice to the engagement team on the service and review any financial statement
treatment.

4.111 Acting in an advocacy role for an audit or revielenot in resolving a dispute or
litigation when the amounts involved are materafélation to the financial
statements on which the firm will express an opim@uld create advocacy and
self-review threats so significant that no safegisazould reduce the threat to an
acceptable level. Therefore, the firm shall notfpen this type of service for an
audit or review client.

4.112 When a firm is asked to act in an advocacy role for an audit or review client in resolving
a dispute or litigation when the amounts involved are not material to the financial
statements on which the firm will express an opinion, the firm shall evaluate the
significance of any advocacy and self-review threats created and apply safeguards when
necessary to eliminate the threat or reduce it to an acceptable level. Examples of such
safeguards include:

a) using professionals who are not members of the engagement team to perform the
service; or
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4.113

4.114
4.114

b) having a professional who was not involved in providing the legal services advise the
engagement team on the service and review any financial statement treatment.

The appointment of a partner or an employee ofitheas General Counsel for
legal affairs of an audit or review client wouldeate self-review and advocacy
threats that are so significant that no safeguardsld reduce the threats to an
acceptable level. The position of General Coursgenerally a senior
management position with broad responsibility fog tegal affairs of a company,
and consequently, no member of the firm should@teech an appointment for
an audit or review client

Recruiting Services

Providing recruiting services to an audit or review client may create self-interest,
familiarity, or intimidation threats. The existence and significance of any threat will
depend on factors such as:

a) the nature of the requested assistance; and

b) the role of the person to be recruited.

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

In all cases, the firm shall not undertake managamesponsibilities, including
acting as a negotiator on the client’s behalf, dhd hiring decision shall be left
to the client.

The firm may generally provide such services as reviewing the professional qualifications
of a number of applicants and providing advice on their suitability for the post. In
addition, the firm may interview candidates and advise on a candidate’s competence for
financial accounting, administrative, or control positions.

Audit or Review Clients that are Public Interest Entities

4.115

4.116
4.116

A firm shall not provide the following recruitingrvices for an audit or review
client that is a public interest entity with respexa director or officer of the
entity or senior management in a position to esanificant influence over the
preparation of the client’s accounting records betfinancial statements on
which the firm will express an opinion:

a) searching for or seeking out candidates for sucitpmns; and
b) undertaking reference checks of prospective canegifmr such positions.

Corporate Finance Services

Providing corporate finance services such as:
a) assisting an audit or review client in developing corporate strategies;
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4.117

4.118

b) identifying possible targets for the audit or review client to acquire;
¢) advising on disposal transactions;

d) assisting finance raising transactions; and

e) providing structuring advice

may create advocacy and self-review threats.

The significance of any threat 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 engagement team to provide the
services; or

¢ having a professional who was not involved in providing the corporate finance
service advise the engagement team on the service and review the accounting
treatment and any financial statement treatment.

Providing a corporate finance service, for example, advice on the structuring of a
corporate finance transaction or on financing arrangements that will directly affect
amounts that will be reported in the financial statements on which the firm will provide
an opinion may create a self-review threat. The existence and significance of any threat
will depend on factors such as:

a) the degree of subjectivity involved in determining the appropriate treatment for
the outcome or consequences of the corporate finance advice in the financial
statements;

b) the extent to which the outcome of the corporate finance advice will directly affect
amounts recorded in the financial statements and the extent to which the amounts
are material to the financial statements; and

c) whether the effectiveness of the corporate finance advice depends on a particular
accounting treatment or presentation in the financial statements and there is doubt
as to the appropriateness of the related accounting treatment or presentation
under the relevant financial reporting framework.

The significance of any threat 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 or the engagement team to perform the
service; or

¢ having an professional who was not involved in providing the corporate finance
service to the client advise the engagement team on the service and review the
financial statement treatment.

Where the effectiveness of corporate finance adiepends on a particular
accounting treatment or presentation in the finahstatements and:

Version 2.0 November 2010 Independence Standayd 6@



Certified General Accountants Association of Alberta Independence Standard

4.119

4.120

a) the engagement team has reasonable doubt &g tappropriateness of the
related accounting treatment or presentation uritierrelevant financial
reporting framework; and

b) the outcome or consequences or the corporasaé@ advice will have a
material effect on the financial statements on Whie firm will express an
opinion;
the self-review threat would be so significant thatsafeguards could reduce

the threat to an acceptable level, in which cagedbrporate finance advice shall

not be provided.

Providing corporate finance services involving prating, dealing in, or
underwriting an audit or review client’s shares Madgreate an advocacy or self-
review threat that is so significant no safeguacdsld reduce the threat to an
acceptable level. Therefore, a firm shall not pdavsuch services to an audit or
review client.

Fees

4.120

4.121

When the total fees from an audit or review client represent a large proportion of the
total fees of the firm expressing the opinion, the dependence on that client and concern
about losing the client creates a self-interest threat. The significance of that threat will
depend on factors such as:

a) the operating structure of the firm;

b) whether the firm is well established or newly created; and

c) the significance of the client qualitatively and/or quantitatively to the firm.

The significance of the threat shall be evaluated and safeguards applied when necessary

to eliminate the threat or reduce it to an acceptable level. Examples of such safeguards

include:

¢ reducing the dependency on the client;

¢ external quality control reviews; or

e consulting a third party, such as the member advisor of an Affiliate or a professional
colleague, on key audit or review judgements.

A self-interest threat is also created when the fees generated by an audit or review

client represent a large proportion of the revenue from an individual partner’s clients or

a large proportion of the revenue of an individual office of the firm. The significance of

the threat will depend on factors such as:

a) the significance of the client qualitatively and/or quantitatively to the partner or
office; and

b) the extent to which the remuneration of the partner, or the partners in the office, is
dependent upon the fees generated from the client.

The significance of the threat shall be evaluated and safeguards applied when necessary
to eliminate the threat or reduce it to an acceptable level. Examples of such safeguards
include:
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¢ reducing the dependency on the audit or review client;
¢ having a professional colleague review the work or otherwise advise as necessary; or
¢ regular independent internal or external quality reviews of the engagement.

Audit or Review Clients that are Public Interest Entities

4.122

4.123

In the case of an audit or review client that is a public interest entity when, for two
consecutive years, the total fees from the client and its related entities (subject to the
considerations in paragraph 2.10) represent more than 15% of the total fees received by
the firm expressing the opinion on the financial statements of the client, the self-
interest threat created would be too significant unless the firm discloses to those
charged with governance of the audit or review client the fact that the total of such fees
represents more than 15% of the total fees received by the firm and discusses which of
the safeguards below will be applied to reduce the threat to an acceptable level:

a) After the opinion on the second year’s financial statements has been issued, and
before the issuance of the audit opinion on the third year’s financial statements, a
professional colleague, who is not a member of the firm expressing the opinion on
the financial statements of the client, or a professional regulatory body, performs a
review that is equivalent to the engagement quality control review (a post-issuance
review); or

b) Prior to the issuance of the opinion on the second year’s financial statements, a
professional colleague, who is not a member of the firm expressing the opinion on
the financial statements of the client, performs an engagement quality control
review or a professional regulatory body performs a review that is equivalent to the
engagement quality control review (a pre-issuance review).

When the total fees significantly exceed 15%, the firm shall determine whether the
significance of the threat is such that a post-issuance review would not reduce the
threat to an acceptable level and, therefore, a pre-issuance review is required. In such
circumstances, a pre-issuance review shall be performed.

Thereafter, when the fees continue to exceed 15%, each year the disclosure to and
discussion with those charged with governance shall occur and one of the above
safeguards shall be applied. If the fees significantly exceed 15%, the firm shall determine
whether the significance of the threat is such that a post-issuance review would not
reduce the threat to an acceptable level and, therefore, a pre-issuance review is
required. In such circumstances, a pre-issuance review shall be performed.

Fees — Overdue

A self-interest threat may be created if fees due from an audit or review client remain
unpaid for a long time, especially if a significant part is not paid before the issue of the
report for the following year. Generally, the firm shall require payment of such fees

before the report is issued. If the fee remains unpaid after the report has been issued,
the existence and significance of any threat shall be evaluated and safeguards applied
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when necessary to eliminate the threat or reduce it to an acceptable level. An example
of such a safeguard is having an additional professional colleague who did not take part
in the engagement provide advice or review the work performed. The firm shall also
consider whether the overdue fees might be regarded as being equivalent to a loan to
the client and whether, because of the significance of the overdue fees, it is appropriate
for the firm to be re-appointed.

4.124 Compensation and Evaluation Policies

4.124 A self-interest threat is created when a member of the engagement team is evaluated
on or compensated for selling non-assurance services to an audit or review client. The
significance of the threat will depend on:

a) the proportion of the individual’s compensation or performance evaluation that is
based on the sale of such services;

b) the role of the individual on the engagement team; and

¢) whether promotion decisions are influenced by the sale of such services.

The significance of the threat shall be evaluated and, if the threat is not at an
acceptable level, the firm shall either revise the compensation plan or evaluation
process for that individual or apply safeguards to eliminate the threat or reduce it to an
acceptable level. Examples of such safeguards include:
¢ removing such members from the engagement team; or
¢ having a professional colleague review the work of the member of the engagement

team.

4.125 A key audit or review partner shall not be evaluated on, or compensated based on, that

partner’s success in selling non-assurance services to the partner’s clients. This is not
intended to prohibit normal profit-sharing arrangements between partners of a firm.

4.126 Gifts and Hospitality

4.126 Accepting gifts or hospitality from an audit or rew client may create self-
interest and familiarity threats. If a firm or meertof the engagement team
accepts gifts or hospitality, unless the valueiigdl and inconsequential, the
threats created would be so significant that negaérds could reduce the
threats to an acceptable level. Consequently,ra &r member of the engagement
team shall not accept such gifts or hospitality.

4.127 Actual or Threatened Litigation

4.127 When litigation takes place, or appears likely between the firm or a member of the
engagement team and the audit or review client, self-interest and intimidation threats
are created. The relationship between client management and the members of the
engagement team must be characterized by complete candor and full disclosure
regarding all aspects of a client’s business operations. When the firm and the client’s
management are placed in adversarial positions by actual or threatened litigation,
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affecting management’s willingness to make complete disclosures, self-interest and
intimidation threats are created. The significance of the threats created will depend on
such factors as:

a) the materiality of the litigation; and

b) whether the litigation relates to a prior engagement.

The significance of the threats shall be evaluated and safeguards applied when

necessary to eliminate the threats or reduce them to an acceptable level. Examples of

such safeguards include:

¢ if the litigation involves a member of the audit or review team, removing that
individual from the engagement team; or

¢ having a professional colleague review the work performed.

If such safeguards do not reduce the threats to an acceptable level, the only appropriate
action is to withdraw from, or refuse to accept the engagement.
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5. Restricted Use Reports

Introduction

5.1 The independence requirements apply to all audit and review engagements. However,
in certain circumstances involving engagements where the report includes a restriction
on the use and distribution, and provided the conditions described in 5.2 and 5.3 are
met, the independence requirements may be modified as provided in paragraphs 5.5 to
5.15. These modifications are only applicable to engagements as described in this
section, that is:

a) for engagements that are intended to provide a conclusion in positive or negative
form that the financial statements are prepared in all material respects, in
accordance with the applicable reporting framework, including, in the case of a fair
presentation framework, that the financial statements are fairly presented, in all
material respects, in accordance with the applicable reporting framework; and

b) where the opinion report includes a restriction on use and distribution.

The modifications are not permitted in the case of an audit or review of financial
statements required by law or regulation.

5.2 The modifications to the requirements of the CGA Independence Standard are permitted
as long as the intended users of the report:
a) are knowledgeable as to the purpose and limitations of the report; and
b) explicitly agree the application of the modified independence requirements.

Knowledge as to the purpose and limitations of the report may be obtained by the
intended users through their participation, either directly or indirectly, through their
representative who has the authority to act for the intended users, in establishing the
nature and scope of the engagement. Such participation enhances the ability of the firm
to communicate with intended users about independence matters, including the
circumstances that are relevant to the evaluation of the threats to independence and
the applicable safeguards necessary to eliminate the threats or reduce them to an
acceptable level, and to obtain their agreement to the modified independence
requirements that are to be applied.

5.3 The firm shall communicate (for example, in an engagement letter) with the intended
users regarding the independence requirements that are to be applied with respect to
the provision of the audit or review engagement. Where the intended users are a class
of users (for example, lenders in a syndicated loan arrangement) who are not specifically
identifiable by name at the time the engagement terms are established, such users shall
subsequently be made aware of the independence requirements agreed to by the
representative (for example, by the representative making the firm’s engagement letter
available to all users).

Version 2.0 November 2010 Independence Standayd Ba



Certified General Accountants Association of Alberta Independence Standard

5.4 If the firm also issues an opinion report that does not include a restriction on use and
distribution for the same client, the provisions of this section do not change the
requirement to apply the provisions in sections 1 through 4 of the CGA Independence
Standard to the engagement.

5.5 The modifications to the requirements of the CGA Independence Standard that are
permitted in the circumstances set out above are described in paragraphs 5.6 to 5.15.
Compliance in all other respects with the provisions of the CGA Independence Standard
is required.

Public Interest Entities

5.6 When the conditions set out in paragraphs 5.1 to 5.4 are met, it is not necessary to
apply the additional requirements in paragraphs 4.2 to 4.127 that apply to audit or
review engagements for public interest entities.

Related Entities

5.7 When the conditions set out in paragraphs 5.1 to 5.4 are met, references to audit or
review client do not include its related entities. However, when the engagement team
knows or has reason to believe that a relationship or circumstance involving a related
entity of the client is relevant to the evaluation of the firm’s independence of the client,
the engagement team shall include that related entity when identifying and evaluating
threats to independence and applying appropriate safeguards.

Networks and Network Firms

5.8 When the conditions set out in paragraphs 5.1 to 5.4 are met, reference to the firm does
not include network firms. However, when the firm knows or has reason to believe that
threats are created by any interests and relationships of a network firm, they shall be
included in the evaluation of threats to independence.

Financial Interests, Loans and Guarantees, Close Business Relationships, and Family
and Personal Relationships

5.9 When the conditions set out in paragraphs 5.1 to 5.4 are met, the relevant provisions
set out in paragraphs 4.2 to 4.46 apply only to the members of the engagement team,
their immediate family members and close family members.

5.10 In addition, a determination shall be made as to whether threats to independence are
created by interests and relationships, as described in paragraphs 4.2 to 4.46, between
the audit or review client and the following members of the engagement team:

a) those who provide consultation regarding technical or industry-specific issues,
transactions or events; and
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b) those who provide quality control for the engagement, including those who perform
the engagement quality control review.
An evaluation shall be made of the significance of any threats that the engagement
team has reason to believe are created by interests and relationships between the audit
or review client and others within the firm who can directly influence the outcome of
the engagement, including those who recommend the compensation of, or who provide
direct supervisory, management or other oversight of the engagement partner in
connection with the performance of the engagement (including those at all successively
senior levels above the engagement partner through to the individual who is the firm’s
Senior or Managing Partner (Chief Executive or equivalent)).

5.11 An evaluation shall also be made of the significance of any threats that the engagement
team has reason to believe are created by financial interests in the audit or review client
held by individuals, as described in paragraphs 4.8 to 4.10 and paragraphs 4.13 to 4.15.

5.12 Where a threat to independence is not at an acceptable level, safeguards shall be
applied to eliminate the threat or reduce it to an acceptable level.

5.13 In applying the provisions set out in paragraph® # 4.15 to interests of the
firm, if the firm has a material financial interesthether direct or indirect, in the
audit or review client, the self-interest threatated would be so significant that
no safeguards could reduce the threat to an acddptavel. Therefore, the firm
shall not have such a financial interest.

Employment with an Audit or Review Client

5.14  An evaluation shall be made of the significance of any threats from any employment
relationships as described in paragraphs 4.35 to 4.39. Where a threat exists that is not at
an acceptable level, safeguards shall be applied to eliminate the threat or reduce it to an
acceptable level. Examples of safeguards that might be appropriate include those set
out in paragraph 4.37.

Provision of Non-Assurance Services

5.15 If the firm conducts an engagement to issue a restricted use and distribution report for
an audit or review client and provides a non-assurance service to the client, the
provisions of paragraphs 4.55 to 4.127 shall be complied with, subject to paragraphs 5.5
to 5.8.
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6. Effective Date — Audit or Review Engagements

6.1 This Standard and the related CGA Code of Ethical Principles and Rules of Conduct
(CEPROC) are applicable to audit and review engagements, effective December 15,
2010. This date is regardless of the period ending date of the financial statements which
are the subject of the report, and the commencement date of the engagement.

Transitional Provisions

6.1.1 Provision of non-assurance services
The revised CGA Independence Standard will expand some of the restrictions on
providing certain non-assurance to audit and review clients. CGA Alberta requires that a
firm shall not contract for such services after the effective date of December 15, 2010
and any ongoing services that were contracted for before the effective date shall be
completed within six months after that date. Therefore, a firm shall not contract for any
such services after December 15, 2010 and any ongoing services that were contracted
for before this date shall be completed by June 15, 2011.

6.1.2 Audit partner rotation
The revised CGA Independence Standard will extend the existing partner rotation
requirements to all key audit partners and to all firms, irrespective of size. CGA Alberta is
of the view that where the revised independence requirements would require additional
individuals to rotate, it is appropriate to provide an additional year before this
requirement is effective for those individuals. For example, key audit partners who are
neither the engagement partner nor the individual responsible for the engagement
quality control review would be subject to the rotation requirements on December 15,
2011. Any individuals who had served in such a position for seven or more years on
December 15, 2011 would be required to rotate off the engagement team and would
not be permitted to be a member of the engagement team or a key audit partner for
two years.

6.1.3 Public Interest Entities
The revised CGA Independence Standard will extend the independence requirements
that apply with respect to the audits of reporting issuers to all other public interest
entities as defined (see definition section). CGA Alberta is of the view that it is
appropriate to provide an additional year after the effective date before these
requirements are effective. Therefore, these provisions are effective on December 15,
2011.
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member isrequired to comply with the specified prohibitions denoted by italicsin this Standard.
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7.1 Introduction — Other Assurance Engagements

7.1 The following examples describe specific circumstances and relationships that may
create threats to independence. The examples describe the potential threats and
safeguards that may be appropriate to eliminate the threats or reduce them to an
acceptable level in each circumstance. The examples presented are not all-inclusive. In
practice, the member, firm, or engagement team will be required to assess the
implications of similar, but different, circumstances and relationships and to determine
whether safeguards, including the safeguards in paragraphs 2.34 through 2.41, can be
applied to satisfactorily address threats to independence.

7.2 The examples illustrate how the framework applies to assurance engagements. The
examples should be read in conjunction with the presumption that, which explains that,
in the majority of other assurance engagements, there is one responsible party and that
responsible party is the assurance client. However, in some assurance engagements
there are two or more responsible parties. In such circumstances, consideration should
be given to any threats the firm has reason to believe may be created by interests and
relationships between a member of the assurance team, the firm, a network firm, and
the party responsible for the subject matter. For assurance reports expressly restricted
for use by identified users, the examples should be read in the context of paragraphs 5.1
to 5.15.

7.3 Financial Interests

7.3 Holding a financial interest in an assurance client may create a self-interest threat. The
existence and significance of any threat created depends on:
a) the role of the individual holding the financial interest;
b) whether the financial interest is direct or indirect; and
¢) the materiality of the financial interest.

7.4 Financial interests may be held through an intermediary (e.g., a collective investment
vehicle, estate or trust). The determination of whether such financial interests are direct
or indirect will depend on whether the beneficial owner has control over the investment
vehicle or ability to influence its investment decisions. When control over the
investment vehicle or the ability to influence investment decisions exists, that financial
interest must be considered a direct financial interest. Conversely, when the beneficial
owner of the financial interest has no control over the investment vehicle or ability to
influence its investment decisions, that financial interest is an indirect financial interest.

7.5 If a member of the engagement team, member ointiatdual’'s immediate
family, or a firm has a direct financial interest; a material indirect financial
interest, in the assurance client, the self-intetleseat created would be so
significant that no safeguards could reduce thedhto an acceptable level.
Therefore, none of the following shall have a difetancial interest or a
material indirect financial interest in the clierd:member of the engagement
team, a member of that individual’s immediate fgnok the firm.
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7.6 When a member of the engagement team has a close family member who the
engagement team knows has a direct financial interest or a material indirect financial
interest in the assurance client, a self-interest threat is created. In evaluating the
significance of the threat, consideration shall be given to the nature of the relationship
between the member of the engagement team and the close family member and the
materiality of the financial interest to the close family member. Safeguards shall be
applied when necessary to eliminate the threat or reduce it to an acceptable level.
Examples of such safeguards include:
¢ the close family member disposing, as soon as practicable, of all of the financial
interest or disposing of a sufficient portion of an indirect financial interest so that the
remaining interest is no longer material;

¢ having a professional colleague review the work of the member of the engagement
team; or

¢ removing that individual from the engagement team.

7.7 If amember of the engagement team, a member ohthigidual’s immediate
family, or a firm has a direct or material indireihancial interest in an entity
that has a controlling interest in an assurancewitiand the client is material to
the entity, the self-interest threat created wdugdso significant that no
safeguard could reduce the threat to an acceptkdvel. Therefore, neither a
member of the engagement team, a member of thaidndl’'s immediate family,
nor the firm shall have such a financial interest.

7.8 The holding by a firm, or a member of the engagement team, or a member of that
individual’s immediate family of a direct financial interest or a material indirect financial
interest in the assurance client as a trustee creates a self-interest threat. Holding such
an interest is only permitted when:

a) neither the trustee, nor an immediate family member of the trustee, nor the firm are
beneficiaries of the trust;

b) the interest in the assurance client held by the trust is not material to the trust;

c) the trust is not able to exercise significant influence over the assurance client; and

d) the trustee, an immediate family member of the trustee, or the firm cannot
significantly influence any investment decision involving a financial interest in the
assurance client.

7.9 Members of the engagement team shall determine whether a self-interest threat is
created by any known financial interests in the assurance client held by other individuals
including:

e partners, and professional personnel of the firm, other than those referred to above,
or their immediate family members; and

¢ individuals with a close personal relationship with a member of the engagement
team.

Whether these interests create a self-interest threat will depend on factors such as:

a) the firm’s organizational, operating, and reporting structure; and

b) the nature of the relationship between the individual and the member of the
engagement team.
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The significance of any threat shall be evaluated and safeguards applied when necessary

to eliminate the threat or reduce it to an acceptable level. Examples of such safeguards

include:

¢ removing the member of the engagement team with the personal relationship from
the engagement team;

¢ excluding the member of the engagement team from any significant decision-making
concerning the assurance engagement; or

¢ having a professional colleague review the work of member of the engagement
team.

7.10 If afirm, a member of the engagement team, or an immediate family of the individual,
receives a direct financial interest or a material indirect financial interest in an assurance
client, for example, by way of an inheritance, gift or, as a result of a merger, and such
interest would not be permitted to be held under this section, then:

a) if the interest is received by the firm, the financial interest shall be disposed of
immediately, or a sufficient amount of an indirect financial interest shall be disposed
of so that the remaining interest is no longer material, or the firm shall withdraw
from the assurance engagement; or

b) if the interest is received by a member of the engagement team, or a member of that
individual’s immediate family, the individual who received the financial interest shall
immediately dispose of the financial interest, or dispose of a sufficient amount of an
indirect financial interest so that the remaining interest is no longer material, or the
individual shall be removed from the engagement team.

7.11  Aninadvertent violation of this section as it relates to a financial interest in an assurance
client is not deemed to compromise independence if all of the following conditions are
met:

a) the firm has established policies and procedures that require prompt notification to
the firm of any breaches resulting from the purchase, inheritance, or other
acquisition of a financial interest in the assurance client;

b) The actions taken in paragraph 7.10 (a) and (b) are taken as applicable; and

c) the firm applies other safeguards necessary to reduce any remaining threat to an
acceptable level. Examples of such safeguards include:

i) having a professional colleague review the work of the member of the
engagement team; or

i) excluding the individual from any significant decision-making concerning the
assurance engagement.

In addition, a determination shall be made as to whether to discuss the matter with
those charged with governance.

7.12 Loans and Guarantees

Version 2.0 November 2010 Independence Standayd P2



Certified General Accountants Association of Alberta Independence Standard

7.12  Aloan or guarantee of a loan to a member of the engagement team, or a member of
that individual’s immediate family, or the firm from an assurance client that is a bank or
a similar institution, may create a threat to independence.
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7.13

7.14

7.15

7.16

7.17

7.18

7.19

If the loan or guarantee is not made under norrealding procedures, terms, and
conditions, a self-interest threat would be createat would be so significant that
no safeguards could reduce the threat to an acddetavel. Therefore, neither a
member of the engagement team, member of thatdndlis immediate family,
nor a firm shall accept such a loan or guarantee.

If a loan to a firm from an assurance client that is a bank or similar institution is made
under normal lending procedures, terms, and conditions, and it is material to the
assurance client or firm receiving the loan, it may be possible to apply safeguards to
reduce the self-interest threat to an acceptable level. An example of such safeguard is
having the work reviewed by a professional colleague from a network firm that is
neither involved with the assurance engagement nor received the loan.

A loan or guarantee of a loan from an assurance client that is a bank or a similar
institution to a member of the engagement team or member of that individual’s
immediate family, does not create a threat to independence if the loan or guarantee is
made under normal lending procedures, terms, and conditions. Examples of such loans
or guarantees include home mortgages, bank overdrafts, car loans, and credit card
balances.

If the firm or a member of an engagement team onlbee of that individual's
immediate family accepts a loan from, or has a bawng guaranteed by, to an
assurance client that is not a bank or similartitgion or an officer or director
of the client or a shareholder of the assurancentlthat owns more than 10% of
the equity, or guarantees such borrowings, theisédrest threat created would
be so significant that no safeguards could redhecthreat to an acceptable level
unless the loan or guarantee is immaterial to kib#nfirm or member of the
engagement team and the immediate family, andlidv.c

Similarly, if a firm or member of an engagetrteam or a member of that
individual’s immediate family makes or guarantedeamn to an assurance client,
an officer or director of the client or a sharehetdf the assurance client that
owns more than 10% of the equity, the self-intettestat created would be so
significant that no safeguards could reduce the#&hito an acceptable level,
unless the loan or guarantee is immaterial to kib#nhfirm or the member of the
engagement team, and the immediate family andlidv.c

If, a firm or a member of the engagement team, or a member of that individual’s
immediate family, has deposits or a brokerage account with an assurance client that is a
bank, broker or similar institution, a threat to independence is not created if the deposit
or account is held under normal commercial terms.

Business Relationships

7.19

A close business relationship between a firm or a member of the engagement team or a
member of that individual’s immediate family and the assurance client or its
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7.20

7.21

7.22

management arises from a commercial relationship or common financial interest and

may create self-interest or intimidation threats. Examples of such relationships include:

a) having a financial interest in a joint venture with either the client or a controlling
owner, director or officer or other individual who performs senior managerial
activities for that client;

b) arrangements to combine one or more services or products of the firm with one or
more services or products of the client and to market the package with reference to
both parties;

c) distribution or marketing arrangements under which the firm distributes or markets
the client’s products or services, or the client distributes or markets the firm’s
products or services.

Unless any financial interest is immaterial and thesiness relationship is

insignificant to the firm and the client or its nagement, the threat created

would be so significant that no safeguards couttlce the threat to an

acceptable level. Therefore, unless the financiedrest is immaterial and the

business relationship is insignificant:

a) the business relationship shall not be enten¢d, ior shall be reduced to an
insignificant level; or

b) the firm shall decline or terminate the assumetngagement.

In the case of a member of the engagement team, unless any such financial interest is
immaterial and the business relationship is insignificant to that member, the individual
shall be removed from the engagement team.

If the business relationship is between an immediate family member of a member of the
engagement team and the assurance client or its management, the significance of any
threat shall be evaluated and safeguards applied when necessary to eliminate the threat
or reduce it to an acceptable level.

The purchase of goods and services from an assurance client by the firm, or a member
of the engagement team, or a member of that individual’s immediate family does not
generally create a threat to independence if the transaction is in the normal course of
business and at arm’s-length. However, such transactions may be of such a nature or
magnitude that they create a self-interest threat. The significance of any threat shall be
evaluated and safeguards applied when necessary to eliminate the threat or reduce it to
an acceptable level. Examples of such safeguards include:

a) eliminating or reducing the magnitude of the transaction; or

b) removing the individual from the engagement team.

Family and Personal Relationships

7.22

Family and personal relationships between a member of the engagement team and a
director or officer or certain employees (depending on their role) of the assurance client
may create self-interest, familiarity, or intimidation threats. The existence and
significance of any threats will depend on a number of factors, including the individual’s
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responsibilities on the engagement team, the role of the family member or other
individual within the client, and the closeness of the relationship. Consequently, the
particular circumstances will need to be evaluated in assessing the significance of these
threats.

7.23  When an immediate family member of a member of the engagement team is:
a) adirector or officer of the assurance client; or
b) an employee in a position to exert significant influence over the subject matter
information of the assurance engagement;
or was in such a position during any period covered by the engagement or the
subject matter information, the threats to independence can only be reduced to an
acceptable level by removing the individual from the engagement team. The closeness
of the relationship is such that no other safeguards could reduce the threat to an
acceptable level. If this safeguard is not applied, the firm shall withdraw from the
assurance engagement.

7.24  Threats to independence are created when an immediate family member of a member
of the engagement team is an employee in a position to exert significant influence over
the subject matter of the engagement. The significance of the threats will depend on
factors such as:

a) the position held by the immediate family member; and
b) the role of the professional on the engagement team.

The significance of the threat shall be evaluated and safeguards applied when
necessary to eliminate the threat or reduce it to an acceptable level. Examples of such
safeguards include:
¢ removing the individual from the engagement team;

e structuring the responsibilities of the engagement team so that the individual does
not deal with matters that are within the responsibility of the immediate family
member.

7.25 Threats to independence are created when a close family member of a member of the
engagement team is:
a) adirector or officer of the assurance client; or
b) an employee in a position to exert significant influence over the subject matter
information of the engagement. The significance of the threats will depend on
factors such as:
i) the nature of the relationship between the member of the engagement team and
the close family member;
ii) the position held by the close family member; and
iii) the role of the professional on the engagement team.

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

¢ removing the individual from the engagement team; or
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e structuring the responsibilities of the engagement team so that the individual does
not deal with matters that are within the responsibility of the close family member.

7.26  Threats to independence are created when a member of the engagement team has a
close relationship with a person who is not an immediate or close family member, but
who is a director or officer or an employee in a position to exert significant influence
over the subject matter information of the assurance engagement. Members of the
engagement team are responsible for identifying any such persons and for consulting in
accordance with firm policies and procedures. The significance of the threats will
depend on factors such as:

a) the nature of the relationship between the individual and the member of the
engagement team;

b) the position the individual holds with the client; and

C) the role of the professional on the engagement team.

The significance of the threats shall be evaluated and safeguards applied when
necessary to eliminate the threats or reduce them to an acceptable level. Examples of
such safeguards include:
¢ removing the professional from the engagement team; or
e structuring the responsibilities of the engagement team so that the professional does

not deal with matters that are within the responsibility of the individual with whom
the professional has a close relationship.

7.27  Self-interest, familiarity, or intimidation threats may be created by a personal or family
relationship between:
a) a partner or employee of the firm who is not a member of the assurance team; and
b) a director or officer of the assurance client or an employee in a position to exert
significant influence over the subject matter information of the assurance
engagement. The existence and significance of any threat will depend on factors such
as:
i) the nature of the relationship between the partner or employee of the firm and
the director or officer or employee of the client;
ii) the interaction of the partner or employee of the firm with the engagement team;
iii)  the position of the partner or employee within the firm; and
iv) the role of the individual within the client.

The significance of any threat shall be evaluated and safeguards applied when necessary

to eliminate the threat or reduce it to an acceptable level. Examples of such safeguards

include:

e structuring the partner’s or employee’s responsibilities to reduce any potential
influence over the assurance engagement; or

¢ having a professional colleague review the relevant assurance work performed.

7.28 Aninadvertent violation of this section as it relates to family and personal relationships
is not deemed to compromise independence if:
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a) the firm has established policies and procedures that require prompt notification to
the firm of any breaches resulting from changes in the employment status of their
immediate or close family members or other personal relationships that create
threats to independence;

b) the inadvertent violation relates to an immediate family member of a member of the
engagement team becoming a director or officer of the assurance client or being in a
position to exert significant influence over the subject matter information of the
assurance engagement, and the relevant personnel is removed from the engagement
team; and

¢) the firm applies other safeguards when necessary to reduce any remaining threat to
an acceptable level. Examples of such safeguards include:
i) having a professional colleague review the work of the member of the
engagement team; or
ii) excluding the relevant personnel from any significant decision-making concerning
the engagement.

7.29 Employment with Other Assurance Clients

7.29  Familiarity or intimidation threats may be created if a director or officer of the
assurance client, or an employee who is in a position to exert significant influence over
the subject matter information of the assurance engagement, has been a member of the
engagement team or partner of the firm.

7.30 If a former member of the engagement team or partner of the firm has joined the

assurance client in such a position, the existence and significance of any familiarity or

intimidation threats will depend on factors such as:

a) the position the individual has taken at the client;

b) any involvement the individual will have with the engagement team;

¢) the length of time since the individual was a member of the engagement team or
partner of the firm; and

d) the former position of the individual within the engagement team or firm, for
example, whether the individual was responsible for maintaining regular contact with
the client’s management or those charged with governance.

In all cases the individual shall not continue trgicipate in the firm’s business
or professional activities.

The significance of threats created shall be evaluated and safeguards applied when

necessary to eliminate the threats or reduce them to an acceptable level. Examples of

such safeguards include:

¢ making arrangements such that the individual is not entitled to any benefits or
payments from the firm unless made in accordance with fixed pre-determined
arrangements;

¢ modifying arrangements such that any amount owed to the individual is not material
to the firm;
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¢ modifying the plan for the assurance engagement;

¢ assigning individuals to the engagement team who have sufficient experience in
relation to the individual who has joined the client; or

¢ having a professional colleague review the work of the former member of the
engagement team.

7.31 If a former partner of the firm has previously joined an entity in such a position and the
entity subsequently becomes an assurance client of the firm, the significance of any
threats to independence shall be evaluated and safeguards applied when necessary to
eliminate the threat or reduce it to an acceptable level.

7.32  Aself-interest threat is created when a member of the engagement team participates in
the assurance engagement while knowing that the member of the engagement team
will, or may, join the client at some time in the future. Firm policies and procedures shall
require members of the engagement team to notify the firm when entering
employment negotiations with the client. On receiving such notification, the significance
of the threat shall be evaluated and safeguards applied when necessary to eliminate the
threat or reduce it to an acceptable level. Examples of such safeguards include:
¢ removing the individual from the engagement team; or
¢ areview of any significant judgements made by that individual while on the

engagement team.

7.33 Recent Service with an Assurance Client

7.33  Self-interest, self-review, or familiarity threats may be created if a member of the
assurance team has recently served as a director, officer or employee of the assurance
client. This would be the case when, for example, a member of the engagement team
has to evaluate elements of the subject matter information the member of the
engagement team had prepared while with the client.

7.34 If, during the period covered by the assurance reomember of the
engagement team had served as director or offitdreassurance client, or was
an employee in a position to exert significantuafice over the subject matter
information of the assurance engagement, the thoestted would be so
significant that no safeguards could reduce the#hito an acceptable level.
Consequently, such individuals shall not be assilgnghe engagement team.

7.35 Self-interest, self-review, or familiarity threats may be created, if, before the period
covered by the assurance report, a member of the engagement team had served as a
director or officer of the assurance client or was an employee in a position to exert
significant influence over the subject matter information of the assurance engagement.
For example, such threats would be created if a decision made, or work performed, by
the individual in the prior period, while employed by the client is to be evaluated in the
current period as part of the current assurance engagement. The existence and
significance of any threats will depend on factors such as:

a) the position the individual held with the client;
b) the length of time since the individual left the client; and
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¢) the role of that member on the engagement team.

The significance of any threat shall be evaluated and safeguards applied when necessary
to reduce the threat to it to an acceptable level. An example of such a safeguard is
conducting a review of the work performed by the individual as part of the engagement
team.

7.36  Serving as a Director or Officer or Director of an Other Assurance client

7.36 If a partner or employee of the firm serves asrador or officer of an assurance
client, the self-review and self-interest threatsated would be so significant that
no safeguards could reduce those threats to anpaabke level. Therefore, if
such an individual were to accept such a posititiievcontinuing to serve as a
partner or an employee of the firm, the firm shuatline or withdraw from the
assurance engagement.

7.37 The duties as Company Secretary may range from administrative duties, such as
personnel management and the maintenance of company records and registers, to
duties as diverse as ensuring that the company complies with regulations or providing
advice on corporate governance matters. Generally, this position is seen to imply a close
association with the entity.

7.38 If a partner or employee of the firm serves as Company Secretary for an assurance
client, self-review and advocacy threats are created that would generally be so
significant that no safeguards could reduce the threats to an acceptable level. Despite
paragraph 7.36, when this practice is specifically permitted under local law, professional
rules or practice, and provided management makes all relevant decisions, the duties and
activities shall be limited to those of a routine and administrative nature, such as
preparing minutes and maintaining statutory returns. In those circumstances, the
significance of any threats shall be evaluated and safeguards applied when necessary to
eliminate the threats or reduce them to an acceptable level.

7.39  Performing routine administrative services to support a company secretarial function, or
providing advice in relation to company secretarial administration matters, does not
generally create threats to independence as long as client management makes all
relevant decisions.

7.4  Long Association of Senior Personnel (Including Partner Rotation)

7.40  Familiarity and self-interest threats are created by using the same senior personnel on
an assurance engagement over a long period of time. The significance of the threats will
depend on factors such as:

a) how long the individual has been a member of the engagement team;

b) the role of the individual on the engagement team,;

c) the structure of the firm;

d) the nature of the assurance engagement;

e) whether the client’s management team has changed; and

f) whether the nature or complexity of the subject matter information has changed.
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The significance of the threat shall be evaluated and safeguards applied when necessary

to eliminate the threats or reduce them to an acceptable level. Examples of such

safeguards include:

¢ rotating the senior personnel off the engagement team;

¢ having a professional colleague who was not a member of the engagement team
review the work of the senior personnel; or

¢ regular independent internal or external quality control reviews of the engagement.

7.41 Provision of Non-assurance Services to an Other Assurance Client

7.41  Firms have traditionally provided to their assurance clients a range of non-assurance
services that are consistent with their skills and expertise. Providing non-assurance
services may, however, create threats to the independence of the firm or members of
the engagement team. The threats created are most often self-review, self-interest, and
advocacy threats.

7.42  When specific guidance on a particular non-assurance service is not included in this
section, the conceptual framework shall be applied when evaluating the particular
circumstances.

7.43  Before the firm accepts an engagement to provide a non-assurance service to an
assurance client, a determination shall be made as to whether providing such a service
would create a threat to independence. In evaluating the significance of any threat
created by a particular non-assurance service, consideration shall be given to any threat
that the engagement team has reason to believe is created by the providing other non-
assurance services. If a threat is created that cannot be reduced to an acceptable level
by the application of safeguards, the non-assurance service shall not be provided.

7.44 Management Responsibilities

7.44  Management of an entity performs many activities in managing the entity in the best
interests of the stakeholders of the entity. It is not possible to specify every activity that
is a management responsibility. However, management responsibilities involve leading
and directing an entity, including making significant decisions regarding the acquisition,
deployment, and control of human, financial, physical, and intangible resources.

7.45  Whether an activity is a management responsibility depends on the circumstances and
requires the exercise of judgement. Examples of activities that would generally be
considered a management responsibility include:

a) setting policies and strategic direction;

b) directing and taking responsibility for the actions of the entity’s employees;

¢) authorizing transactions;

d) deciding which recommendations of the firm or other third parties to implement;
and

e) taking responsibility for designing, implementing, and maintaining internal control.
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7.46  Activities that are routine and administrative, or involve matters that are insignificant,
generally are not deemed to be a management responsibility. For example, executing an
insignificant transaction that has been authorized by management or monitoring the
dates for filing statutory returns and advising an assurance client of those dates is not
deemed to be a management responsibility. Further, providing advice and
recommendations to assist management in discharging its responsibilities is not
assuming a management responsibility.

7.47  Assuming a management responsibility for an assurance client may create threats to
independence. If a firm were to assume a management responsibility as part of the
assurance service, the threats created would be so significant that no safeguards could
reduce the threats to an acceptable level.

Accordingly, in providing assurance services to an assurance client, a firm shall not
assume a management responsibility as part of the assurance service.

If the firm assumes a management responsibility as part of any other services provided
to the assurance client, it shall ensure that the responsibility is not related to the subject
matter and subject matter information of an assurance engagement provided by the
firm.

7.48 To avoid the risk of performing management functions related to the subject matter or
subject matter information of the assurance engagement, the firm should be satisfied
that a member of management with a sufficient level of understanding of the service,
and an ability to evaluate the results, has been designated to make all significant
judgements and decisions connected with the services and to accept responsibility for
the actions to be taken arising from the results of the service received. This reduces the
risk of inadvertent significant judgements or decisions by the firm. This risk is further
reduced when the firm gives the client the opportunity to make judgements and
decisions based on an objective and transparent analysis and presentation of the issues.

7.49 Other Considerations

7.49  Threats to independence might be created when a firm provides a non-assurance
service related to the subject matter information of an assurance engagement. In such
cases, consideration should be given to the significance of the firm’s involvement with
the subject matter information of the engagement, whether any self-review threats are
created, and whether any threat to independence that is not clearly insignificant can be
reduced to an acceptable level by the application of safeguards.

7.50 A self-review threat may be created if the firm is involved in the preparation of subject
matter information that is subsequently the subject matter information of an assurance
engagement. For example, a self-review threat would be created if the firm developed
and prepared prospective financial information and subsequently provided assurance on
this information. Consequently, the firm must evaluate the significance of any self-
review threat created by the provision of such services. If the self-review threat created
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is not clearly insignificant, safeguards shall be considered and applied when necessary to
eliminate the threat or reduce it to an acceptable level.

7.51  When a firm performs a valuation that forms part of the subject matter information of
an assurance engagement the firm shall consider any self-review threat. If the threat is
not clearly insignificant, safeguards shall be considered and applied when necessary to
eliminate the threat or reduce it to an acceptable level.

7.52 Fees

7.52  When the total fees generated by an assurance client represent a large proportion of
the total fees of the firm, the dependence on that client or client group and concern
about the possibility of losing the client may create a self-interest threat. The
significance of that threat will depend on factors such as:

a) the operating structure of the firm; and
b) whether the firm is well established or newly created.

The significance of the self-interest threat must be evaluated and, if that threat is not

clearly insignificant, safeguards shall be considered and applied when necessary to

eliminate the threat or reduce it to an acceptable level. Examples of such safeguards

include:

¢ taking steps to reduce dependency on the client;

e external quality control reviews; and

¢ consulting a third party, such as the member advisor of an Affiliate or a professional
colleague, on key assurance judgements.

7.53 A self-interest threat may also be created when the fees generated by the assurance
client represent a large proportion of the revenue from an individual partner’s clients.
The significance of the threat must be evaluated and, if the threat is not clearly
insignificant, safeguards shall be considered and applied when necessary to eliminate
the threat or reduce it to an acceptable level. Examples of such safeguards include
having a professional colleague who was not a member of the engagement team review
the work done or otherwise advise as necessary.

7.54 A self-interest threat may be created if fees due from an assurance client remain unpaid
for a long time, especially if a significant part is not paid before the issue of the
assurance report, if any, for the following period. Generally, the firm should require
payment of such fees before any such report is issued. A safeguard that should be
considered and applied as necessary to eliminate the threat or reduce it to an
acceptable level is having a professional colleague who did not take part in the
engagement provide advice or review the work performed. The firm should also
consider whether the overdue fees might be regarded as being equivalent to a loan to
the client and whether, because of the significance of the overdue fees, it is appropriate
for the firm to be re-appointed.
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7.55 Gifts and Hospitality

7.55 Accepting gifts or hospitality from an assurandemi may create self-interest
and familiarity threats. When a firm or membertwé engagement team accepts
gifts or hospitality, unless the value is cleangignificant, no safeguards could
reduce such threats to an acceptable level. Coresgtyy a firm or member of an
engagement team shall not accept such gifts oritadisy.

7.56 Actual or Threatened Litigation

7.56  When litigation takes place, or appears likely to occur between the firm or member of
the engagement team, a self-interest or intimidation threat may be created. The
relationship between client management and members of the engagement team must
be characterized by complete candor and full disclosure regarding all aspects of a
client’s business operations. The firm and the client’s management may be placed in
adversarial positions by litigation, affecting management’s willingness to make complete
disclosures. As a result, the member or firm may face a self-interest threat. The
significance of the threat created will depend on such factors as:

a) the materiality of the litigation; and
b) whether the litigation relates to a prior assurance engagement.

The significance of the self-interest threat must be evaluated, and, if the threat is other

than clearly insignificant, safeguards shall be considered and applied to eliminate the

threat or reduce it to an acceptable level. Examples of such safeguards include:

e if the litigation involves a member of the engagement team, removing that
individual from the engagement team; or

¢ having a professional colleague in the firm who was not a member of the
engagement team review the work done or otherwise advise as necessary.

If such safeguards do not reduce the threat to an acceptable level, the only appropriate
action is to withdraw from, or refuse to accept, the assurance engagement.
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8. Effective Date - Other Assurance Engagements

8.1 This Standard and the related Code of Ethical Principles and Rules of Conduct (CEPROC)
are applicable to other assurance engagements effective December 15, 2010. This date
is regardless of the period ending date of the other assurance engagement report and
the commencement of the engagement.

8.2 The provisions apply to any other assurance engagement and engagements to issue a
report of the results of applying specified auditing procedures where the engagement is
commenced after December 31, 2010.
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