Financial Reporting Council

August 2023

Ethical Standard 2023
Key changes




The Financial Reporting Council (FRC) is the UK’s independent
regulator responsible for promoting responsible for promoting
transparency and integrity in business. The FRC sets the UK
Corporate Governance and Stewardship Codes and UK
standards for accounting and actuarial work; monitors and takes
action to promote the quality of corporate reporting; and
operates independent enforcement arrangements for
accountants and actuaries. As the Competent Authority for audit
in the UK the FRC sets auditing and ethical standards and
monitors and enforces audit quality.

The FRC does not accept any liability to any party for any loss, damage or
costs howsoever arising, whether directly or indirectly, whether in contract,
tort or otherwise from any action or decision taken (or not taken) as a result
of any person relying on or otherwise using this document or arising from any
omission from it.

© The Financial Reporting Council Limited 2023

The Financial Reporting Council Limited is a company limited by guarantee.
Registered in England number 2486368. Registered Office:

8th Floor, 125 London Wall, London EC2Y 5AS

Financial Reporting Council 2



Key Changes to the Ethical Standard

This document sets out the key changes being proposed to the FRC’s Ethical Standard.

This material should be read in conjunction with the full Exposure Draft of the Ethical
Standard. The excerpts set out below only include those sections and paragraphs where
there have been significant changes, and is intended to help readers understand the
nature and scope of our proposals.

Note that cross references have not been updated in the document below.
Key

New text — green

Deleted text — red-strike-through
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Part B

Section 1 — General Requirements and Guidance

Compliance

Breaches

1.21

1.22

1.23

1.24

1.25

Firm monitoring arrangements, as required by paragraph 1.10, shall must
be designed with the objective to effectively ensure—completeness—of
capture all relevant breaches of the ethical standard which are identified
by the firm.

Whenever a possible or actual breach of this Ethical Standard, or of policies
and procedures established pursuant to the overarching principles and
supporting ethical provisions and requirements established in it, is
identified, the engagement partner, in the first instance, and the Ethics
Partner, where appropriate, shall assess the implications of the breach,
determine whether there are safeguards that can be put in place or other
actions that can be taken to address any potential adverse consequences
and considers whether there is a need to resign or withdraw from the
engagement. In making this judgement the Ethics Partner and engagement
partner shall consider the perspective of an Objective, Reasonable and
Informed Third Party.

The firm shall report all breaches to the Competent Authority on a biannual
basis and to those charged with governance of an entity relevant to an
engagement, where a breach relates to a specific engagement or
engagements in a timely manner.

The firm shall report to the Competent Authority about individual breaches
outside of the biannual timetable where the Competent Authority would
reasonably expect notice. This may be due to the nature or seriousness of
the breach, including for example where the firm may need to consider
resigning from an engagement.'?

An inadvertent breach of this Ethical Standard does not necessarily call into
question the firm’'s ability to give an audit or other public interest assurance
opinion, provided that:

(a) the firm has established policies and procedures that require all partners,
staff and other covered persons to report any breach promptly to the
engagement partner or to the Ethics Partner, as appropriate;

(b) the engagement partner or Ethics Partner promptly notifies the relevant
partner, member of staff or other covered person that any matter which has
given rise to a breach is to be addressed as soon as possible and ensures
that such action is taken;

(c) safeguards, where appropriate, are applied, for example, having another
partner review the work done by the relevant partner, member of staff or

12

https://www.frc.org.uk/getattachment/ec61e0ae-6849-4f00-8567-593bdf7c0011/Public-Interest-Entity-Audit-

Firm-Breach-Reporting(1).pdf

Financial Reporting Council 5



other covered person or removing them from the engagement team or from
otherwise being a covered person;

(d) the actions taken and the rationale for them are documented; and

(e) where the breach relates to the provision of non-permitted non-audit services
to a public interest entity, the engagement partner reports in accordance with
the requirements of ISA (UK) 700, paragraph 45-1(d).

Whether a breach is inadvertent is a matter of professional judgement. However,
a deliberate breach of this ethical standard by an individual or a firm cannot ever
be considered to be inadvertent. The objective of a firm’s policies and procedures
should be to prevent or detect breaches of this ethical standard. Therefore, if a
breach of this ethical standard occurs because a firm’s policies and procedures
were ineffective in meeting that objective, that breach is not considered to be
inadvertent.

Non-involvement in Management Decision-taking

1.26

1.27

1.28

Supporting ethical provision A2.1 requires that the firm and each covered person
is not involved in the management decision-taking of an entity relevant to the
engagement. The threat to independence and objectivity arising from playing
such a role is so great that it cannot be safeguarded.

In the case of a statutory audit, non-audit services shall not be provided
that involve playing any part in management decision-taking of an entity
relevant to an engagement. The firm shall not accept any engagement
which includes the provision of services where it is probable that an
objective, reasonable and informed third party would conclude that the firm
or a covered person was playing a part in management decision-taking.

It is not possible to specify all types of decision that are the responsibility of
management, but they typically involve leading and directing the entity, including
making significant judgments and taking decisions regarding the acquisition,
deployment and control of human, financial, physical and intangible resources
(see paragraph 1.33). Examples of judgments and decisions that should not be
made by the firm or a covered person include:

e Setting policies and strategic direction;
e Directing and taking responsibility for the actions of the entity’s employees;

e Authorising transactions;

e Deciding which recommendations of the firm or other third parties should be
implemented, recognising that a greater threat exists where management
are considering recommendations made by the firm, where there is no
alternative course of action;

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

e Taking responsibility for the preparation and presentation of subject matter
information in the case of an other public interest assurance engagement;
and

e Taking responsibility for designing, implementing and maintaining internal
control.
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Identification and Assessment of Threats

Identification and Assessment of Safeguards

1.46 This Ethical Standard contains certain additional requirements or prohibitions that
apply only to specific categories of entity.

Public Interest Entities (PIEs) As Defined in UK Law

1.69 Additional engagement acceptance and continuance requirements
for a PIE

3.9 Key audit partner rotation requirements

3.17 & 3.18 | Rotation requirements for the most senior personnel involved in the
statutory audit

4.13 & 4.14 | Statutory fee cap for non-audit services

4.15 Applications to the Competent Authority in respect of exemptions
from the statutory fee cap

5.40 Permitted Non-Audit/Additional Services for PIEs

5.41 Inadvertent provision of a non-permitted service

Listed entities only (including such entities that are PIEs, both as defined in
UK Law, and in the definition of a PIE in the IESBA Code)

3.10 Engagement Partner rotation

5.56 (a) Valuation services

5.62 (a) Actuarial Valuation services

5.75 Preparation of current or deferred tax calculations
5.85 Litigation support services

5118 Entity in distress relevant to an engagement
5.124 (a) Provision of accounting services
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Listed entities and public interest entities, both as defined in UK Law, and in
the definition of a PIE in the IESBA Code

1.58 Communication with Those Charged With Governance on ethical
and independence matters

3.19 Rotation requirements for Engagement Quality Reviewers

3.20 Continuous involvement in an engagement in senior positions for
seven years and over

4.16 Aggregation of fees for non-audit services/additional services

4.21 & 4.25 Total fees from a recurring engagement

These additional requirements also apply where regulation or legislation requires
that the engagement for an entity is conducted in accordance with the standards
or ethical requirements that are applicable to engagements for public interest
entities or other listed entities.

Engagement Quality Review

1.53 Requirements for engagement quality eentrel review are established in 1SQC
ISQM (UK) 1 (Issued July 2021 - Updated March 2023) and where applicable ISA
(UK) 220 (Revised July 2021 Nevember2019).

Overall Conclusion

1.60 The aim of these communications is to ensure full and fair disclosure by the firm
to those charged with governance of each entity relevant to the engagement on
matters in which they have an interest. These matters will generally include the
key elements of the engagement partner’s consideration of integrity, objectivity
and independence, such as:

e the principal threats, if any, to integrity or objectivity including any that could
impair independence identified by the firm, including consideration of all
relationships between the entity, its affiliates and directors and the firm;

e any safeguards adopted and the reasons why they are considered to be
effective, including any independent partner review;

¢ the overall assessment of threats and safeguards;

e information about the general policies and processes within the firm for
maintaining integrity, objectivity and independence;
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e The details and significance of any breaches of this ethical standard in the
relevant period.

Documentation

1.72

Matters to be documented?? include all key elements of the process and any
significant judgments concerning:

e threats identified, other than those which are clearly insignificant, and the
process used in identifying them; safeguards adopted and the reasons why
they are considered to be effective;

e review by an engagement quality control reviewer or an independent
partner;

e overall assessment of threats and safeguards on an individual and
cumulative basis;

e communication with those charged with governance and, where applicable,
any other persons or entities the firm is instructed to advise; and

e Breaches identified and actions taken (see ISQM (UK) 1, para 58-1.

Effective Date

1.73

1.74

1.75

This Ethical Standard becomes effective on 15 December 2024-March—2020

Firms may complete engagements relating to periods commencing before 15
December 2024-March—2020 in accordance with existing ethical standards,
putting in place any necessary changes in the subsequent engagement period.

Engagements to provide previously permitted non-audit or additional services,
entered into before 15 December 2024-March-2020, and for which the firm has
already commenced work may continue until completed in accordance with the
original engagement terms, subject to the application of appropriate safeguards.

22 The necessary working papers can be combined with those prepared pursuant to ISA (UK) 220
(Revised November 2019) ‘Quality Management for an Audit of Financial Statements’.
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Section 2 - Financial, Business, Employment and Personal
Relationships

Financial Relationships

2.1 A financial interest in an entity is an interest in a financial instrument issued,
guaranteed or otherwise supported by an entity, including rights and obligations to
acquire such an interest and derivatives directly related to such an interest.

Financial instruments are defined in the FRC’s Glossary of Terms as:
Transferable securities;

Money-market instruments;

Units in collective investment undertakings;

Options, futures, swaps, forward rate agreements and any other derivative contracts
relating to securities, currencies, interest rates or yields, emission allowances
or other derivatives instruments, financial indices or financial measures which
may be settled physically or in cash;

Options, futures, swaps, forwards and any other derivative contracts relating to
commodities that must be settled in cash or may be settled in cash at the option
of one of the parties other than by reason of default or other termination event;

Options, futures, swaps, and any other derivative contract relating to commodities that
can be physically settled provided that they are traded on a regulated market, a
Multilateral Trading Facility (MTF), or an Organised Trading Facility (OTF),
except for wholesale energy products traded on an OTF that must be physically
seftled;

Options, futures, swaps, forwards and any other derivative contracts relating to
commodities, that can be physically settled not otherwise mentioned in point 6
of this Section and not being for commercial purposes, which have the
characteristics of other derivative financial instruments;

Derivative instruments for the transfer of credit risk;
Financial contracts for difference;

Options, futures, swaps, forward rate agreements and any other derivative contracts
relating to climatic variables, freight rates or inflation rates or other official
economic statistics that must be settled in cash or may be settled in cash at the
option of one of the parties other than by reason of default or other termination
event, as well as any other derivative contracts relating to assets, rights,
obligations, indices and measures not otherwise mentioned in this Section,
which have the characteristics of other derivative financial instruments, having
regard to whether, inter alia, they are traded on a regulated market, OTF, or an
MTF;

Emission allowances consisting of any units recognised for compliance with the
requirements of the Emissions Trading Scheme
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2.2

A financial interest may be:

(a)

(b)

a ‘direct financial interest’, held by way of
(i) direct ownership of the financial instrument; or

(i) a ‘direct beneficial interest’ —i.e. an interest held through an intermediary
which is either controlled or could be influenced by that person holding
the financial interest.

For example, a direct beneficial interest may exist by virtue of the person
being an identified potential beneficiary under a trust, or under a will relating
to an estate, where the trust or estate holds an underlying direct financial
interest and the person has control or influence over the trust or estate; or

an ‘indirect financial interest’, held through an intermediary (other than an
intermediary over which the person holding the financial interest has control
or influence as described in (a)).

For example, an indirect financial interest may be held through a diversified
collective investment scheme, such as an authorised unit or investment trust,
such as an open or closed-ended investment fundeempany, managed funds
such as pensions or life insurance or other similar investment schemes with
diversified investments, diversified investors and independent investment
managers.
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2.3

2.4

The firm, each partner in the firm, and any persons closely associated with
the firm or a partner in the firm, shall not hold any financial interest, other
than an immaterial indirect financial interest held through a diversified
collective investment scheme, in or engage in any transaction in any
financial instrument of:

(a) any entity relevant to an engagement of the firm, or
(b) an entity which is an affiliate of such an entity; or

(c) any other entity otherwise related to such an entity in circumstances
where holding such a financial interest may cause, or may be perceived
by an objective, reasonable and informed third party as causing, a
conflict of interest.

Each non-partner covered person, and any persons closely associated with
any such person, shall not:

(a) hold any financial interest, other than an immaterial indirect financial
interest held through a diversified collective investment scheme, in or
engage in any transaction in any financial instrument of:

(i) any entity relevant to an engagement for which they (or the person
they are closely associated to, where applicable) are a covered
person, or

(ii) an entity which is an affiliate of such an entity; or

(iii) any other entity otherwise related to such an entity in
circumstances where holding such a financial interest may cause,
or may be perceived by an objective, reasonable and informed third
party as causing, a conflict of interest.

(b) hold any material financial interest, other than an indirect financial
interest held through a diversified collective investment scheme, in or
engage in any transaction in any financial instrument of any entity
relevant to an engagement in the area of activity23 in which they (or in
the case of a person closely associated, the area of activity in which

23 Any engagements, in relation to which the engagement partner practices in the same office or business
unit as the covered person.
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2.5

2.6

2.7

2.8

2.9

The requirements in paragraphs 2.3 and 2.4 have been established because
threats to integrity, objectivity and independence in relation to engagements,
where the firm or other persons have direct or indirect financial interests in an
entity relevant to an engagement in the circumstances referred to in those
paragraphs, are such that it is considered that no safeguards can eliminate them
or reduce them to a level where they would not compromise independence, and
they are therefore precluded.

Except where prohibited in—accordance—with paragraphs 2.

, Where a person closely associated with a partner
in the firm who is not a covered person for an engagement of the firm, has a
financial interest in any entity relevant to the engagement, or in any affiliate of
such an entity, as a consequence of:

¢ the compensation arrangements of that person (for example, a share option
scheme, where the shares have not vested); or

e a decision made, or a transaction undertaken, by an entity with whom that
person has a contractual business or employment arrangement (for
example, a partnership agreement);

such financial interests are not generally considered to threaten integrity or
objectivity or to compromise independence in relation to the engagement.
However, where such interests are significant or the therelevantpartnerorother
E o v | i
with the engagement team, the Ethics
Partner/Function considers whether any safeguards need to be put in place.

For the purposes of paragraph 2.3, where financial interests in a diversified
collective investment scheme that is an entity relevant to an engagement of the
firm, or an affiliate of such an entity, are held by a partner in the firm, or by a
person closely associated with such a partner and that partner is not a covered
person for such an engagement, such interests are-to-be-treated-as—indirect
finaneialinterests—Sueh-interests-can-therefore- be held as long as:

(@) they are not material to the individual; and

(b) the individual has no influence over the investment decisions of the entity.

paragraph—,?%Where a person who is a covered person or any partner in the
firm, or any person closely associated with them, is a member or shareholder of
any entity that is relevant to an engagement, as a result of the entity’s
membership or equivalent requirements, the firm should ensure that no more than
the minimum number of shares necessary to comply with the requirement are
held and should assess whether this financial interest is material to either the
entity or the person holding the interest. Disclosure of such interests should be
made to those charged with governance of such an entity, in accordance with
paragraph 1.58 of this Ethical Standard.

Where the firm, a partner or a covered person holds any financial interests that
they would not be permitted to hold, or engages in any transaction in financial
instruments that they would not be permitted to engage in, in breach of the
requirements in paragraphs 2.3 or 2.4{a)}-in—circumstances—otherthan-those
coptomelaiodnsamemnhe 00 , either:
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2.10

e the entire financial interest is disposed of; or

e where only an immaterial holding is permitted, a sufficient amount of the
financial interest is disposed of so that the remaining interest is no longer
material.

In addition, in the case of a person, for the period referred to in supporting ethical
provision A2.1:

o they are excluded from any-role-byvirtue-of-which-they-would-be-being a

covered person for any engagements in relation to which the breach
occurred; and

e If the breach arose from a material prohibited financial interest, or from
engagement in a prohibited transaction in a financial instrument, they are
excluded from any role by virtue of which they would be operating in the
same office or business unit as the engagement partner for the engagement
in relation to which the breach arose, if they themselves are not the

In addition, in the case of a firm, the firm does not accept, or withdraws from, the
engagement.

Where a person who is joining the firm as a partner or staff member, or any person
closely associated with them, has any financial interests acquired before the
person joined the firm that they would not be permitted to hold in accordance with
the requirements in paragraphs 2.3 or 2.4, they should:

(i) Where the financial interests are held in entities relevant to engagements for
which the engagement partner works in the same office or business unit that
the person is to join, dispose of those financial interests prior to the person
joining the firm;

(i) Where the person joining the firm as a partner, in addition to any disposals
required by part (i), dispose of any financial interests held in any other entities
relevant to any engagement of the firm prior to, or immediately when, the
person joins the firm, unless:

(a) the person joining the firm is not able to influence the affairs of any entity
relevant to an engagement in which the interests are held; and

(b) either there is no market for such interests, or the individual does not
have the power to sell or to direct the sale of the interest; and

(c) the financial interests are not held in an entity relevant to an engagement
in relation to which the person joining the firm:

e isto be a covered person; or

e works in the same part of the firm as the engagement partner for any
such engagement; or

e is involved in the provision of a non-audit / additional service to any
such entity or in an entity that is an affiliate of such an entity.
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(i) Where, in accordance with part (ii), prohibited financial interests are not
disposed of prior to, orimmediately when, the person joins the firm, they must
be disposed of as soon as possible after the individual holding them becomes
able to make a disposal. The firm ensures that:

(a) the deferral of the disposal of such financial interests is approved by the
Ethics Partner/Function;

(b) a record is maintained of such individuals and interests, including a
description of the circumstances; and

(c) this information is communicated to the relevant engagement partner.
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Financial Interests Held as Trustee

2.16

Where any financial interest in an entity relevant to the engagement or in any
affiliate of such an entity is held in a trustee capacity by a , covered person,
or by a person closely associated with them, a self-interest threat may be created
because either the existence of the trustee interest may influence the conduct or
outcome of the engagement or the trust may influence the actions of the entity.
Accordingly, such a trustee interest is not held when:

e the relevant person is an identified potential beneficiary of the trust; or the
financial interest held by the trust in the entity is material to the trust; or

e in the case of a firm where a covered person, a person closely associated
with them, or a network firm is an identified potential beneficiary of the trust

o the trustis able to exercise significant influence over the entity or an affiliate
of the entity; or

o the relevant person has significant influence over the investment decisions
made by the trust, in so far as they relate to the financial interest in the entity;
or

e such a holding is otherwise precluded by the requirements in paragraph 2.4.

A trustee interest is not held in the case of a ‘living will' or power of attorney,
where the person holding that interest is or may be a potential beneficiary of the
estate to which it pertains, or where that person is able to influence the investment
of the estate.

Governance Role with an Entity Relevant to an Engagement

2.55

Where a partner or member of staff of the firm, but-who is not a covered
person, becomes aware that a person closely associated with them, or a
close family member, holds a position described in paragraph 2.53, that
individual shall report that fact to the engagement partner. The engagement
partner who-shall evaluate whether the relationship would compromise
independence, with reference to the perspective of an Objective,
Reasonable and Informed Third Party. If the engagement partner concludes
that independence may be compromised, they shall consult with the Ethics
Partner/Function to determine whether appropriate safeguards exist. If no
such safeguards exist, the firm shall withdraw from the engagement.
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Section 3 - Long Association with Engagements and with
Entities Relevant to Engagements

General Requirements

Public Interest Entities and Other Listed Entities

Key Audit Partners and Engagement Partners

3.9

3.10

3.14

Save where the circumstances in paragraphs 3.14 and 3.15 apply, the key
audit partners® responsible for carrying out a statutory audit of a public
interest entity shall cease their participation in the statutory audit of the
audited entity not later than five years from the date of their appointment.
They shall not participate again in the statutory audit of the audited entity
before five years have elapsed following that cessation. This includes time
spent participating in an engagement, where an audit engagement has
moved between firms.

In the case of listed entities, save where the circumstances contemplated
in paragraph 3.14 and 3.15 apply, the firm shall establish policies and
procedures to ensure in respect of a recurring engagement that:

(a) no one shall act as engagement partner for more than five years, this
includes time spent participating in an engagement, where an audit
engagement has moved between firms; and

(b) anyone who has acted as the engagement partner for a particular entity
for a period of five years, shall not subsequently participate in the
engagement until a further period of five years has elapsed; and

(c) on completing their time in that role, the engagement partner, shall not
continue to have significant or frequent interaction with senior
management or with those charged with governance of the entity they
have previously audited until the cooling off period has elapsed; and

(d) once ceasing to be Engagement Partner, after completing the maximum
allowed period the-engagement-partner, shall not act as Engagement
Quality Reviewer for the engagement until a period of five years has
elapsed.

In circumstances where the audit committee (or equivalent) of an entity that is a
public interest entity or an other listed entity decide that a degree of flexibility
over the timing of rotation is necessary to safeguard the quality of the
engagement and the firm agrees, the engagement partner may continue in this
position for an additional period of up to two years, so that no longer than seven
years in total is spent in the position of engagement partner. An audit committee
and the firm may consider that such flexibility safeguards the quality of the
engagement, for example, where:
e substantial change has recently been made or will soon be made to the
nature or structure of the entity’s business; or

e there are unexpected changes in the senior management of the entity; or

35 For an audit, the engagement partner is a key audit partner.
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3.15

3.16

e the firm, having taken all reasonable succession planning steps, has no other
partners with the necessary knowledge and experience who are able to take
over as engagement partner.

In these circumstances alternative safeguards are applied to reduce any threats
to a level where it is not probable that an objective, reasonable and informed third
party would conclude the integrity, objectivity or independence of the firm or
covered persons are compromised. Such safeguards may include ensuring that
an expanded review of the engagement work is undertaken by the engagement
quality reviewer or a partner with relevant expertise, who is not involved in the
engagement.

If an engagement partner rotates off an engagement after five years, then the
option to extend for an additional period of two years is no longer available.

For an audit engagement, where it has been determined that the engagement
partner may act for a further period (not to exceed two years) in the interests of
audit quality, this fact and the reasons for it, are to be disclosed to the audited
entity’s shareholders. If the audited entity will not make such a disclosure, the
audit firm does not permit the engagement partner to continue in this role.

In the case of joint or shared audit arrangements for public interest entities and
for other listed entities, audit firms will make arrangements for changes of
engagement partners over a five-year period so that the familiarity threat is
avoided, whilst also taking into consideration factors that affect the quality of the
audit work.

Other Partners and Staff Involved in the Engagement in Senior Positions

Rotation periods for key audit partners

Maximum Engagement | Key Audit Key Partner |Engagement |Other

period of Partner Partner Involved in | Quality partners and

rotation the Reviewer staff in

(EP)*" (KAP) Enlga ement senior
(K IE? (EQR) positions

Applicable

to

Public 5% on/ 5 off |5 o0n/5 of 7 on/ 2 off® |7 on/ 5 off Apply threats

Interest and

Entity (PIE) safeguards
approach, for
staff who

Other Listed |5° on/ 5 off  |N/A 7on/20f |7on/50ff |havebeen
involved in
the
engagement
for more than
7 years.

37 An engagement partner is a key audit partner.
38 With the agreement of the audit committee, this can be extended where there is good reason (e.g. to
maintain audit quality) to no more than 7 years.
39 Except where an individual has held a combination of roles, in which case it is 7 years on and then 5 off.
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Non- Apply threats |N/A Apply threats |Apply threats | Apply threats
PIE/Listed arFl)cFi) / ar?g / argg / arFl)cFi) /
safeguards safeguards |safeguards |safeguards
approach, approach, approach, approach.
specific steps specific steps |specific steps
to be taken at to be taken at |to be taken at
10 years. 10 years. 10 years.
3.23  Where there are significant gaps in service, for instance, caused by a period of

maternity or paternity leave, a sabbatical or long-term sickness absence, and the
role is taken on by another person the firm should exclude this period for the
purposes of calculating applicable rotation periods. Any periods excluded should
be long-term in nature and should not comprise multiple smaller blocks of time
aggregated together. If the person in substance retains their role then that period
of absence should not be excluded for the purposes of calculating the rotation

period.
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Section 4 — Fees, Remuneration and Evaluation Policies, Gifts
and Hospitality, Litigation

Fees

4.5 Fees for the provision of engagements, non-audit and audit-related

services to an entity relevant to an engagement,-its UK-parent-undertaking
and-any-worldwide-controlled-undertaking-shall not be contingent fees.

4.6 A contingent fee—basis includes any arrangement made at the outset of an
engagement under which a specified commission on or percentage of any
consideration or saving is payable to the firm upon the happening of a specified
event or the achievement of an outcome (or alternative outcomes). Differential
hourly fee rates, or arrangements under which the fee payable will be negotiated
after the completion of the engagement, or amended to cover changes to work,
risk or responsibility identified as necessary during the engagement, and which
do not change the outcome of the engagement do not constitute contingent fee
arrangements. A reduced fee payable where an engagement is ended also does
not constitute a contingent fee arrangement.

4.19 Discussing the level of fees for non-audit / additional services with the Ethics
Partner/Function ensures that appropriate attention is paid to the issue by the
firm. The firm’s policies and procedures will set out whether there are
circumstances in which the engagement partner responsible for the engagement
discusses the level of non-audit / additional service fees with the Ethics
Partner/Function for non-listed entities, that are not public interest entities as

oscriboci 149 of this Cthical Standard,

4.21 Where it is expected that the total fees for services receivable from a public
interest entity or other listed entity and its subsidiaries, or a collection of
entities with the same beneficial owner or controlling party (which is not a
corporate holding entity) relevant to a recurring engagement by the firm*'
will regularly exceed 10% of the annual fee income of the firm*? or, where
profits are not shared on a firm-wide basis, of the part of the firm by
reference to which the engagement partner’s profit share is calculated, the

41 Total fees will include those billed by others where the firm is entitled to the fees, but will not include
fees billed by the firm where it is acting as agent for another party.

42 |n the case of a sole practitioner, annual fee income of the firm includes all earned income received by
the individual.
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4.22

4.25

4.27

4.28

4.29

firm shall not act as the provider of the engagement for that entity and shall
either resign or not stand for reappointment, as appropriate.

Where it is expected that the total fees for services receivable from a non-
listed entity that is not a public interest entity and its subsidiaries, or a
collection of entities with the same beneficial owner or controlling party
(which is not a corporate holding entity) relevant to a recurring engagement
by the firm will regularly exceed 15% of the annual fee income of the firm
or, where profits are not shared on a firm-wide basis, of the part of the firm
by reference to which the engagement partner’s profit share is calculated,
the firm shall not act as the provider of the engagement for that entity and
shall either resign or not stand for reappointment, as appropriate.

Where it is expected that the total fees for services receivable from a public
interest entity or other listed entity and its subsidiaries, or a collection of
entities with the same beneficial owner or controlling party (which is not a
corporate holding entity) relevant to a recurring engagement by the firm will
regularly exceed 5% of the annual fee income of the firm or the part of the
firm by reference to which the engagement partner’s profit share is
calculated, but will not regularly exceed 10%, the engagement partner shall
disclose that expectation to the Ethics Partner/[Function and to those
charged with governance of the entity, including the audit committee where
there is one, and discusses with both the threat to integrity, objectivity and
independence of the firm and covered persons and whether safeguards
need to be applied to eliminate or reduce the threat to a level where
independence would not be compromised.

A firmis deemed to be economically dependent on a public interest entity or other
listed entity if the total fees for all other services from that entity and its
subsidiaries, or a collection of entities with the same beneficial owner or
controlling party (which is not a corporate holding entity) relevant to a
recurring engagement represent 10% of the total fees of the firm or the part of
the firm by reference to which the engagement partner’s profit share is calculated.
Where such fees are between 5% and 10%, the engagement partner and the
Ethics Partner/Function consider the significance of the threat and the need for
appropriate safeguards.

Such safeguards might include:

e taking steps to reduce the other work to be undertaken and therefore the fees
earned from the entity;

e Engagement Quality Reviews applying-independentinternal-quality-control

FeHews

Where it is expected that the total fees for services receivable from a non-
listed entity, that is not a public interest entity, and its subsidiaries, or a
collection of entities with the same beneficial owner or controlling party
(which is not a corporate holding entity) relevant to a recurring engagement
will regularly exceed 10% of the annual fee income of the firm or the part of
the firm by reference to which the engagement partner’s profit share is
calculated, but will not regularly exceed 15%, the engagement partner shall
disclose that expectation to the Ethics Partner/[Function and to those
charged with governance of the entity and the firm shall arrange an external
independent quality control review of the engagement to be undertaken,
before the firm’s report is finalised.
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Section 5 — Non-audit / Additional Services

Section A - General Approach to Non-audit / Additional Services

5.7

‘Non-audit services’ comprise any engagement in which a firm, or a member of
its network, provides professional services to:

— an audited entity;

— an audited entity’s affiliates;

other than the audit of financial statements of the audited entity.

‘Non-audit services’ may also comprise any engagement in which a firm or a
member of its network, provides professional services to another entity where the
subject matter of the engagement includes the audited entity and/or its significant
affiliates. An example would be an engagement to assist in the preparation of
listing particulars for a company acquiring the audited entity. The firm therefore
considers any threats to independence arising from the provision of such
services, and any safeguards which may be applied. Consideration may be given
to such factors as the nature of the service, the ultimate beneficiary, the fee and
the perspective of an Objective, Reasonable and Informed Third Party.

Communication with Those Charged With Governance

5.31

Communications with those charged with governance regarding the impact on
the integrity, objectivity or independence of the firm and covered persons of non-
audit / additional services may be more informed are-likelyto-befacilitated-if
disclosure of such non-audit / additional services distinguishes between ‘audit
related services’ (see paragraphs 5.36 — 5.38) and other non-audit / additional
services (see paragraphs 5.7 and 5.8).

Documentation

5.32

5.33

For an engagement, the engagement partner shall ensure that the
reasoning for a decision to provide non-audit / additional services, and any
safeguards adopted and why they are effective, is appropriately
documented prior to an engagement letter for the service being issued to
an entity relevant to an engagement.

Matters to be documented include any-significantjudgments-concerning:

e threats identified;
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5.34

e safeguards adopted and thereasons why they are considered to be effective
in responding to the specific threats identified;

e any significant judgements concerning the potential threats and proposed
safeguards; and

e  Where relevant, how the Objective and Reasonable Third Party Test was
applied;

e communication with those charged with governance.

In situations where a management threat is identified in connection with the
provision of non-audit / additional services, this documentation will include the
assessment of the persons conducting the engagement of whether there is
informed management.

Audit Related Services

5.35

Audit related services are those non-audit services specified in this Ethical
Standard that are largely carried out by members of the audit engagement team,
and where the work involved is closely related to the work performed in the audit
and the threats to auditor independence may be clearly insignificant. As a

consequence, safeguards may not need to be applied are-clearly-insignificant

ahd;as-a-consequence,-safeguards-need-notbe-applied. However, such services
provided to public interest entities, other than those required by natioral

legislation law or regulation, are still subject to the 70% cap (see paragraphs 4.13
and 4.14) and still require approval by the audit committee.

SECTION B - Approach to Non-audit / Additional Services Provided to
Public Interest Entities

Permitted Non-audit / Additional Services for Public Interest Entities

5.40

An audit firm carrying out statutory audits of public interest entities and,
where the audit firm belongs to a network, any member of such network,
shall not provide (either directly or indirectly) to the audited entity, to its
UK parent undertaking or to its worldwide controlled undertakings,
services other than those set out in the rest of this paragraph, subject to
the approval of the audit committee after it has properly assessed threats
to independence and the safeguards applied in accordance with this Ethical
Standard®':

Services required by law or regulation and exempt from the non-audit services

cap

¢ Reporting required by a competent authority or regulator under law or
regulation for example;

e Reporting to a regulator on client assets;

¢ inrelation to entities regulated under the Financial Services and Markets
Act 2000 (FSMA), reports under s166 and s340 of FSMA,;

¢ Reporting to a regulator on regulatory financial statements;

51 In accordance with this Ethical Standard and Schedule 1 to the Statutory Auditors and Third Country
Auditors Regulations 2016.
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e Reporting on a Solvency and Financial Condition Report under Solvency
1.

In the case of a controlled undertaking incorporated and based in a third
country, reporting required by law or regulation in that jurisdiction where the
auditor is permitted to undertake that engagement;

Reports, required by or supplied to competent authorities / regulators
supervising the audited entity, where the authority / regulator has either
specified the auditor to provide the service or identified to the entity that the
auditor would be an appropriate choice for service provider;

Services which support the entity in fulfilling an obligation required by UK law
or regulation, including listing requirements, where: the provision of such
services is time critical; the subject matter of the engagement is price
sensitive; and an it is probable that an objective, reasonable and informed
third party would conclude that the understanding of the entity obtained by
the auditor for the audit of the financial statements is relevant to the service,
and where the nature of the service would not compromise independence;

Services subject to the non-audit services cap®?

Reviews of interim financial information; and providing verification of interim
profits not otherwise required by law or regulation;

Where not otherwise required by law or regulation, non-audit and additional
services, as defined in this Ethical Standard provided as auditor of the entity,
or as reporting accountant, in relation to information of the audited entity for
which it is probable that an objective, reasonable and informed third party
would conclude that the understanding of the entity obtained by the auditor
is relevant to the service, and where the nature of the service would not
compromise independence;

Extended audit or assurance work that is authorised by those charged with
governance performed on financial or performance information and/or
financial or operational controls, in an entity relevant to an engagement or a
third-party service provider, where this work is closely linked with the audit
work;

Reporting on the iXBRL tagging of financial statements in accordance with
the European Single Electronic Format for annual financial reports. In
situations involving a dual listed entity where iXBRL tagging assurance is
required by the laws and regulations of an other jurisdiction, then the part of
the fee relating to such an other jurisdiction is not subject to the fee cap;

Additional assurance work or agreed upon procedures, authorised by those
charged with governance performed on material included within or
referenced from the annual report of an entity relevant to an engagement;

Reporting on government grants;

Reporting on covenant or loan agreements, which require independent
verification, and other reporting to third parties with whom the entity relevant
to an engagement has a business relationship in accordance with Appendix
C of this Ethical Standard;

52 An Other Entity of Public Interest is not subject to the 70% non-audit services cap.
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e Services which have been the subject of an application to the Competent
Authority in accordance with Regulation 79 of The Statutory Auditors and
Third Country Auditors (Amendment) (EU Exit) Regulations 2019 (Sl
2019/177);

e Generic subscriptions providing factual updates of changes to applicable
law, regulation or accounting and auditing standards.

Where such services are provided, they shall not include any elements of
those services subject to outright prohibition in Regulation 80 of The
Statutory Auditors and Third Country Auditors (Amendment) (EU Exit)
Regulations 2019 (Sl 2019/177)%. The prohibitions in this Regulation have
been amended to require an extended cooling in period for services linked
to an audit entity’s internal audit function. No other non-audit or additional
services shall be provided to the audited entity, its UK parent undertaking
and its worldwide controlled undertakings by the audit firm or any member
of the firm’s network.

5.41 If a non-permitted service is inadvertently provided, the audit firm may
continue to carry out the statutory audit of the public interest entity only if
it can justify, that such provision of services does not affect its professional
judgment and the audit report. The audit firm shall report this in its auditor’s
report on the entity’s accounts in accordance with paragraph 45-1(d) of ISA
(UK) 700.

5.42 Paragraph 1.22 sets out the circumstances where an inadvertent breach of this
Ethical Standard does not necessarily call into question the firm’s ability to give
an audit or other public interest assurance opinion. The objective of a firm’s
relevant policies and procedures should be to prevent or detect breaches of this
ethical standard. Therefore, if a breach of this ethical standard occurs because a
firm’s policies and procedures were incapable of meeting that objective, that
breach is not considered to be inadvertent

SECTION C - Approach to Non-audit / Additional Services Provided in any

Internal Audit Services

5.46 The range of ‘internal audit services’ is wide and they may not be termed as such
by the audited entity. For example, the audit firm may be engaged:
e to outsource the audited entity’s entire internal audit function; or

e to supplement the audited entity’s internal audit function in specific areas (for
example, by providing specialised technical services or resources in
particular locations); or

e to provide occasional internal audit services to the audited entity on an ad
hoc basis.

All such engagements would fall within the term ‘internal audit services’.

Information Technology Services

53 For convenience this listing is reproduced at Appendix B of this Ethical Standard — in this Ethical
Standard and extended cooling period has been added for internal audit (h) to sub paragraph (b).

Financial Reporting Council 25



5.52 The firm shall not design, provide or implement information technology
systems for an entity relevant to an engagement where:

(a) the systems concerned would be important to any significant part of
the accounting or financial management system or to the production of
the financial statements audited by the firm, or of other subject matter
information or subject matter of the engagement in the case of an other
public interest assurance engagement, and the persons conducting the
engagement would place significant reliance upon them as part of the
engagement; or

(b) where the firm is undertaking an engagement, for the purposes of the
information technology services, the firm would undertake part of the
role of management.

5.53 Examples of services provided to an entity relevant to an engagement which
create threats to the integrity, objectivity and independence of the firm and
covered persons include:

e Storing or managing the hosting of data on behalf of an entity relevant to an
engagement. Such services include:

e Acting as the only access to financial or non-financial information system
of such an entity.

e Taking custody of or storing the entity’s data or records such that the
entity’s data or records are otherwise incomplete

e Providing electronic security or back-up services, such as business
continuity or disaster recovery functions, for the entity’s data or records.

e Operating, maintaining, or monitoring such an entity’s IT systems,
network or website.

5.54 The collection, receipt, transmission and retention of data provided by an audited
entity in the course of an audit or to enable the provision of a permissible service
to that entity do not create the threats described in paragraph 5.53.

Valuation Services

5.58 For listed entities relevant to an engagement, or significant affiliates of such
entities, the threats to integrity, objectivity and independence that would be
perceived to be created are too high to allow the firm to undertake any valuation
that has a material effect on the listed entity’s financial statements being audited,
or on other subject matter information or subject matter of the engagement in the
case of an other public interest assurance engagement.

Tax Services
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5.67

5.74

5.80

The range of activities encompassed by the term ‘tax services’ is wide. They
include where the firm:

(a) provides advice to the entity on one or more specific matters at the request
of the entity; or

(b) undertakes a substantial proportion of the tax planning or compliance work
for the entity; or

(c) promotes tax structures or products to the entity, the effectiveness of which
is likely to be influenced by the manner in which they are accounted for in the
financial statements, or in other subject matter information;

(d). performs any of the services described in paragraphs a-c to individuals who
are the majority owner(s) of an unlisted entity relevant to an engagement.

Whilst it is possible to consider tax services under broad headings, such as tax
planning or compliance, in practice these services are often interrelated, and may
be incorporated in other engagements provided by the firm. It is, therefore,
impracticable to analyse services in this way for the purposes of attempting to
identify generically the threats to which specific tax services give rise. As a result,
firms need to identify and assess, on a case-by-case basis, the potential threats
to the integrity, objectivity and independence of the firm and covered persons
before deciding whether to provide tax services to an entity relevant to an
engagement.

Preparing tax calculations of current and deferred tax liabilities (or assets) for an
audited entity for the purpose of preparing accounting entries that support such
balances creates a self-review threat.

The prohibition applies to representing the audited entity as an advocate before
a tax authority, where the matter relates to issues relevant to the financial
statements being (or which will be) audited, or where the outcome of the tax issue
is dependent on a current or future audit judgment. However, the provision of
information to the tax authorities about the issue under enquiry or explaining to
the tax authorities the technical basis for the tax filing position or advising the
client on the matters under enquiry is not acting as an advocate. In all instances
which might involve, or reasonably appear to involve, the promotion by the audit
firm of a position being taken by an audited entity, an advocacy threat should be
considered to arise.

Litigation Support Services

5.85

The firm shall not provide litigation support services to an entity relevant
to an engagement, or a significant affiliate of a listed entity relevant to an
engagement, where this would involve the estimation by the firm of the
likely outcome of a pending legal matter that could be material to the
amounts to be included or the disclosures to be made in the listed entity’s
financial statements, or in other subject matter information or subject
matter of the engagement, either separately or in aggregate with other
estimates and valuations provided.

(a)—a I'sltEd e"tl'.t? ,|e||euant”t'e ahn e'l'gl 2 gen||en|;| ora _sng|||'|llealnt lalllllil_ate elf
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5.86

The firm’s policies and procedures will set out whether there are circumstances
in which litigation support services are not undertaken for non-listed entities as
described in paragraph 1.47 of this Ethical Standard.

Legal Services

5.87

The firm shall not provide legal services to an entity relevant to an
engagement, where this would involve acting as the General Counsel of
that entity, or a solicitor formally nominated to represent the entity in the
resolutlon of a dlspute or litigation whrerkrsmqatenal—te#wameunts%—be

Recruitment and Remuneration Services

5.89

The firm shall not provide recruitment services to an entity relevant to an
engagement, that would involve the firm taking responsibility for, or
advising on the appointment of any director or employee of the entity, or a
significant affiliate of such an entity, where the firm is undertaking an
engagement. References to recruitment services in this Ethical Standard
also includes:

e Searching for or seeking out candidates;
¢ Undertaking reference checks of prospective candidates;
e Acting as a negotiator on the entity’s behalf;

e Recommending the person to be appointed.

Corporate Finance Services

5.97

The firm shall not provide corporate finance services in respect of an entity
relevant to an engagement, where:

(a) the service would involve the firm taking responsibility for dealing in,
underwriting, or promoting shares, debt or other financial instruments
of the entity; or

(b) Providing advice on investments in such shares, debt or other financial
instruments; or

(c) the engagement partner has, or ought to have, reasonable doubt as to
whether an accounting treatment that is subject to a contemporary or
future judgment by the firm relating to a material matter in the financial
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statements or in other subject matter information or subject matter of
the engagement, and upon which the success of the related transaction
depends:

(i) is based on well-established interpretations; or
(ii) is appropriate;

having regard to the requirements of the relevant reporting framework,

including where applicable for financial statements to give a true and fair
view.
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