Bengaluru Branch of SIRC of
The Institute of Chartered Accountants of India

A Special One Day Seminar on Awareness on Code of
Ethics- 2009 vs 2019

Organised under the aegis of Ethical Standards Board of ICAI

IMPORTANT EXTRACTS FROM THE CODE OF ETHICS 2019



CODE OF ETHICS

PART 1
COMPLYING WITH THE CODE, FUNDAMENTAL
PRINCIPLES AND CONCEPTUAL FRAMEWORK

SECTION 100
COMPLYING WITH THE CODE
General

100.1 A1 Adistinguishing mark of the accountancy profession is its acceptance
of the responsibility to act in the public interest. A professional
accountant”s responsibility is not exclusively b satisfy the needs of
an individual client or employing organization. Therefore, the Code
contains requirements and application material to enable
professional accountants to meet their responsibility to act in the
public interest.

100.2 A1 The requirements in the Code, designated with the letter “R,” impose
obligations.

100.2 A2 Application material, designated with the letter “A,” provides context,
explanations, suggestions for actions or matters to consider,
illustrations and other guidance relevant to a proper understanding
of the Code. In particular, the application material is intended to
help a professional accountant to understand how to apply the
conceptual framework to a particular set of circumstances and to
understand and comply with a specific requirement. While such
application material does not of itself impose a requirement,
consideration of the material is necessary to the proper
application of the requirements of the Code, including application
of the conceptual framework.

R100.3 A professional accountant shall comply with the Code. There might
be circumstances where laws or regulations preclude an
accountant from complying with certain parts of the Code. In such
circumstances, those laws and regulations prevail, and the
accountant shall comply with all other parts of the Code.

100.3 A1 The principle of professional behaviour requires a professional
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accountant to comply with relevant laws and regulations.
Accountants need to be aware of differences in local regulations
from the provisions as set out in the Code, and comply with the more
stringent provisions unless prohibited by law or regulation.

Breaches of the Code

R100.4 Paragraphs R400.80 to R400.89 and R900.50 to R900.55 address
a breach of Independence Standards. A professional accountant
who identifies a breach of any other provision of the Code shall
evaluate the significance of the breach and its impact on the
accountant”s ability to comply with tefundamental principles. The
accountant shall also:

(a) Take whatever actions might be available, as soon as
possible, to address the consequences of the breach
satisfactorily; and

(b) Determine whether to report the breach to the relevant
parties.

100.4 A1 Relevant parties to whom such a breach might be reported include
those who might have been affected by it.
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SECTION 110

THE FUNDAMENTAL PRINCIPLES

General
110.1 A1

There are five fundamental principles of ethics for professional
accountants:

(a)

Integrity - to be straightforward and honest in all
professional and business relationships.

Objectivity — not to compromise professional or business
judgments because of bias, conflict of interest or undue
influence of others.

Professional Competence and Due Care - to:

Attain and maintain professional knowledge and skill at the
level required to ensure that a client or employing
organization receives competent professional service,
based on current technical and professional standards and
relevant legislation; and

Act diligently and in accordance with applicable technical
and professional standards.

Confidentiality — to respect the confidentiality of information
acquired as a result of professional and business
relationships.

Professional Behaviour - to comply with relevant laws and
regulations and avoid any conduct that the professional
accountant knows or should know might discredit the
profession.

R110.2 A professional accountant shall comply with each of the fundamental
principles.

110.2 A1 The fundamental principles of ethics establish the standard of
behaviour expected of a professional accountant. The conceptual
framework establishes the approach which an accountant is
required to apply to assist in complying with those fundamental
principles. Subsections 111 to 115 set out
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requirements and application material related to each of the
fundamental principles.

110.2 A2 A professional accountant might face a situation in which complying

with one fundamental principle conflicts with complying with one
or more other fundamental principles. In such a situation, the
accountant might consider consulting, with:

. Others within the firm or employing organization.
. Those charged with governance.

. Institute

. Legal counsel.

However, such consultation does not relieve the accountant from
the responsibility to exercise professional judgment to resolve the
conflict or, if necessary, and unless prohibited by law or
regulation, disassociate from the matter creating the conflict.

110.2 A3 The professional accountant is encouraged to document the substance

of the issue, the details of any discussions, the decisions made and
the rationale for those decisions.

SUBSECTION 111 - INTEGRITY

R111.1 A professional accountant shall comply with the principle of integrity,

which requires an accountant to be straightforward and honest in
all professional and business relationships.

111.1 A1 Integrity implies fair dealing and truthfulness.

R111.2 A professional accountant shall not knowingly be associated with

111.
112.
113.

111.2 A1

reports, returns, communications or other information where the
accountant believes that the information:

Contains a materially false or misleading statement;
Contains statements or information provided negligently; or

Omits or obscures required information where such omission or
obscurity would be misleading.

If a professional accountant provides a modified report in
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respect of such a report, return, communication or other
information, the accountant is not in breach of paragraph R111.2.

R111.3 When a professional accountant becomes aware of having been
associated with information described in paragraph R111.2, the
accountant shall take steps to be disassociated from that
information.

SUBSECTION 112 - OBJECTIVITY

R112.1 A professional accountant shall comply with the principle of objectivity,
which requires an accountant not to compromise professional or
business judgment because of bias, conflict of interest or undue
influence of others.

R112.2 A professional accountant shall not undertake a professional activity
if a circumstance or relationship unduly influences the
accountant”s professional judgment regarding that activity.

SUBSECTION 113 - PROFESSIONAL COMPETENCE AND
DUE CARE

R113.1 A professional accountant shall comply with the principle of professional
competence and due care, which requires an accountant to:

111. Attain and maintain professional knowledge and skill at the level
required to ensure that a client or employing organization receives
competent professional service, based on current technical and
professional standards and relevant legislation; and

112. Act diligently and in accordance with applicable technical and
professional standards.

113.1 A1 Serving clients and employing organizations with professional
competence requires the exercise of sound judgment in applying
professional knowledge and skill when undertaking professional
activities.

113.1 A2 Maintaining professional competence requires a continuing awareness
and an understanding of relevant technical,
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professional and business developments. Continuing professional
development enables a professional accountant to develop and
maintain the capabilities to perform competently within the
professional environment.

113.1 A3 Diligence encompasses the responsibility to act in accordance with
the requirements of an assignment, carefully, thoroughly and on
a timely basis.

R113.2 In complying with the principle of professional competence and due
care, a professional accountant shall take reasonable steps to
ensure that those working in a professional capacity under the
accountant”s authority have appropriate training adsupervision.

R113.3 Where appropriate, a professional accountant shall make clients,
the employing organization, or other users of the accountant"s
professional services or activities, aware of tdimitations inherent in
the services or activities.

SUBSECTION 114 — CONFIDENTIALITY

R114.1 A professional accountant shall comply with the principle of confidentiality,
which requires an accountant to respect the confidentiality of
information acquired as a result of professional and employment
relationships. An accountant shall:

(a) Be alert to the possibility of inadvertent disclosure,
including in a social environment, and particularly to a close
business associate or an immediate or a close family
member;

(b) Maintain confidentiality of information within the firm or
employing organization;

(c) Maintain confidentiality of information disclosed by a
prospective client or employing organization;

(d) Not disclose confidential information acquired as a result
of professional and employment relationships outside the
firm or employing organization without proper and specific
authority, unless there is a legal or professional duty or right
to disclose;
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(e) Not use confidential information acquired as a result of
professional and employment relationships for the personal
advantage of the accountant or for the advantage of a third
party;

(f Not use or disclose any confidential information, either
acquired or received as a result of a professional or
employment relationship, after that relationship has ended;
and

(9) Take reasonable steps to ensure that personnel under the
accountant”s control, and individuals from whomadvice and
assistance are obtained, respect the accountant®s duty of
confidentiality.

1141 A1 Confidentiality serves the public interest because it facilitates the
free flow of information from the professional accountant’s client or
employing organization to the accountant in the knowledge that the
information will not be disclosed to a third party. Nevertheless, the
following are circumstances where professional accountants are or
might be required to disclose confidential information or when such
disclosure might be appropriate:

(a) Disclosure is required by law, for example:

(i) Production of documents or other provision of
evidence in the course of legal proceedings; or

(ii) Disclosure to the appropriate public authorities of
infringements of the law that come to light;

(b) Disclosure is permitted by law and is authorized by the
client or the employing organization; and

(c) There is a professional duty or right to disclose, when not
prohibited by law:

(i) To comply with the requirements of peer review
or quality review of the Institute

(ii) To respond to an inquiry or investigation by a
professional or regulatory body;

(iiy  To protect the professional interests of a
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professional accountant in legal proceedings; or

(iv)  To comply with technical and professional
standards, including ethics requirements.

1141 A2 In deciding whether to disclose confidential information, factors to
consider, depending on the circumstances, include:

. Whether the interests of any parties, including third parties
whose interests might be affected, could be harmed if the
client or employing organization consents to the disclosure
of information by the professional accountant.

' Whether all the relevant information is known and
substantiated, to the extent practicable. Factors affecting
the decision to disclose include:

o Unsubstantiated facts.
o Incomplete information.
o Unsubstantiated conclusions.

. The proposed type of communication, and to whom it is
addressed.

. Whether the parties to whom the communication is
addressed are appropriate recipients.

R114.2 A professional accountant shall continue to comply with the principle
of confidentiality even after the end of the relationship between the
accountant and a client or employing organization. When changing
employment or acquiring a new client, the accountant is entitled to
use prior experience but shall not use or disclose any confidential
information acquired or received as a result of a professional or
employment relationship.

SUBSECTION 115 - PROFESSIONAL BEHAVIOUR

R115.1 A professional accountant shall comply with the principle of professional
behaviour, which requires an accountant to comply with relevant
laws and regulations and avoid any conduct that the accountant
knows or should know might discredit the profession. A
professional accountant shall not knowingly engage in any
employment, occupation or activity that impairs
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or might impair the integrity, objectivity or good reputation of the
profession, and as a result would be incompatible with the
fundamental principles.

1151 A1 Conduct that might discredit the profession includes conduct that
a reasonable and informed third party would be likely to conclude
adversely affects the good reputation of the profession.

R115.2 When promoting himself and his work, a professional accountant
shall not bring the profession into disrepute. A professional
Accountant is required to conduct his affairs in a manner that he
remains outside the boundaries of professional and other
misconduct. A professional accountant shall be honest and
truthful and shall not make:

(a) Exaggerated claims for the services offered by, or the
qualifications or experience of, the accountant; or

(b) Disparaging references or unsubstantiated comparisons to
the work of others.

(c) Any direct or indirect measures to advertise any
professional/other facts which are in violation of
Advertisement Guidelines issued by the Council of the
Institute from time to time.

1152 A1 The professional accountant should ensure that the contents of an
advertisement are true to the best of his knowledge and belief, and
are in conformity with the Advertisement Guidelines, and be aware
that the Institute does not own any responsibility, whatsoever, for
such contents or claims by him. However, if a professional
accountant is in doubt about whether a form of proposed
advertising is appropriate, the accountant is encouraged to consult
with the Ethical Standards Board of ICAI.

10
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SECTION 120
THE CONCEPTUAL FRAMEWORK
Introduction

120.1

120.2

The circumstances in which professional accountants operate
might create threats to compliance with the fundamental principles.
Section 120 sets out requirements and application material,
including a conceptual framework, to assist accountants in
complying with the fundamental principles and meeting their
responsibility to act in the public interest. Such requirements and
application material accommodate the wide range of facts and
circumstances, including the various professional activities,
interests and relationships that create threats to compliance with
the fundamental principles. In addition, they deter accountants
from concluding that a situation is permitted solely because that
situation is not specifically prohibited by the Code.

The conceptual framework specifies an approach for a professional
accountant to:

(a) |dentify threats to compliance with the fundamental
principles;
(b) Evaluate the threats identified; and

(c) Address the threats by eliminating or reducing them to an
acceptable level.

Requirements and Application Material

General

R120.3 The professional accountant shall apply the conceptual framework

to identify, evaluate and address threats to compliance with the
fundamental principles set out in Section 110.

120.3 A1 Additional requirements and application material that are relevant

to the application of the conceptual framework are set out in:

11
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(@)  Part 2 - Professional Accountants in Service;
(b)  Part 3 - Professional Accountants in Public Practice; and
(c)  Independence Standards, as follows:

(i) Part 4A — Independence for Audit and Review
Engagements; and

(i) Part 4B - Independence for Assurance
Engagements Other than Audit and Review
Engagements.

R120.4 When dealing with an ethics issue, the professional accountant shall
consider the context in which the issue has arisen or might arise.
Where an individual who is a professional accountant in public
practice is performing professional activities pursuant to the
accountant”s relationship with the firm, whether as acontractor,
employee or owner, the individual shall comply with the provisions
in Part 2 that apply to these circumstances.

R120.5 When applying the conceptual framework, the professional accountant
shall:

(a) Exercise professional judgment;

(b) Remain alert for new information and to changes in facts
and circumstances; and

(c) Use the reasonable and informed third party test described
in paragraph 120.5 A4.

Exercise of Professional Judgment

120.5 A1 Professional judgment involves the application of relevant training,
professional knowledge, skill and experience commensurate with
the facts and circumstances, including the nature and scope of the
particular ~ professional  activities, and the interests and
relationships involved. In relation to undertaking professional
activities, the exercise of professional judgment is required when
the professional accountant applies the conceptual framework in
order to make informed decisions about the courses of actions
available, and to determine whether such decisions are
appropriate in the circumstances.

120.5 A2 An understanding of known facts and circumstances is a

12
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prerequisite to the proper application of the conceptual framework.
Determining the actions necessary to obtain this understanding
and coming to a conclusion about whether the fundamental
principles have been complied with also require the exercise of
professional judgment.

120.5 A3 In exercising professional judgment to obtain this understanding,
the professional accountant might consider, among other matters,
whether:

. There is reason to be concerned that potentially relevant
information might be missing from the facts and
circumstances known to the accountant.

. There is an inconsistency between the known facts and
circumstances and the accountant”s expectations.

. The accountant”s expertise and experience are sufficient to
reach a conclusion.

' There is a need to consult with others with relevant
expertise or experience.

. The information provides a reasonable basis on which to
reach a conclusion.

. The accountant®s own preconception or bias might fe
affecting the accountant”s exercise of professional judgment.

. There might be other reasonable conclusions that could be
reached from the available information.

Reasonable and Informed Third Party

120.5 A4 The reasonable and informed third party test is a consideration by
the professional accountant about whether the same conclusions
would likely be reached by another party. Such consideration is
made from the perspective of a reasonable and informed third
party, who weighs all the relevant facts and circumstances that the
accountant knows, or could reasonably be expected to know, at
the time the conclusions are made. The reasonable and informed
third party does not need to be an accountant, but would possess
the relevant knowledge and

13
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experience to understand and evaluate the appropriateness of the
accountant®s conclusions in an impartial manner.

Identifying Threats

R120.6 The professional accountant shall identify threats to compliance with
the fundamental principles.

120.6 A1 An understanding of the facts and circumstances, including any
professional activities, interests and relationships that might
compromise compliance with the fundamental principles, is a
prerequisite to the professional accountant"s identification dhreats
to such compliance. The existence of certain conditions, policies
and procedures established by the  profession, legislation,
regulation, the firm, or the employing organization that can
enhance the accountant acting ethically might also help identify
threats to compliance with the fundamental principles. Paragraph
120.8 A2 includes general examples of such conditions, policies
and procedures which are also factors that are relevant in
evaluating the level of threats.

120.6 A2 Threats to compliance with the fundamental principles might be created
by a broad range of facts and circumstances. It is not possible to
define every situation that creates threats. In addition, the nature
of engagements and work assignments might differ and,
consequently, different types of threats might be created.

120.6 A3 Threats to compliance with the fundamental principles fall into one
or more of the following categories:

(a) Self-interest threat — the threat that a financial or other
interest will inappropriately influence a professional
accountant”s judgment or behaviour;

(b) Self-review threat - the threat that a professional
accountant will not appropriately evaluate the results of a
previous judgment made; or an activity performed by the
accountant, or by another individual within the
accountant”s firm or employing organization, on whchthe
accountant will rely when forming a judgment as part of
performing a current activity;

14
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(c) Advocacy threat — the threat that a professional
accountant will promote a client's or employing
organization“s position to the point that the accourtant's
objectivity is compromised;

(d) Familiarity threat — the threat that due to a long or close
relationship with a client, or employing organization, a
professional accountant will be too sympathetic to their
interests or too accepting of their work; and

(e) Intimidation threat - the threat that a professional
accountant will be deterred from acting objectively because
of actual or perceived pressures, including attempts to
exercise undue influence over the accountant.

120.6 A4 A circumstance might create more than one threat, and a threat might
affect compliance with more than one fundamental principle.

Evaluating Threats

R120.7 When the professional accountant identifies a threat to compliance
with the fundamental principles, the accountant shall evaluate
whether such a threat is at an acceptable level.

Acceptable Level

120.7 A1 Anacceptable level is a level at which a professional accountant using
the reasonable and informed third party test would likely conclude
that the accountant complies with the fundamental principles.

Factors Relevant in Evaluating the Level of Threats

120.8 A1 The consideration of qualitative as well as quantitative factors is
relevant in the professional accountant"s evaluation of threats, as
is the combined effect of multiple threats, if applicable.

120.8 A2 The existence of conditions, policies and procedures described in
paragraph 120.6 A1 might also be factors that are relevant in
evaluating the level of threats to compliance with fundamental
principles. Examples of such conditions, policies and

15
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procedures include:

. Corporate governance requirements.

. Educational, training and experience requirements for the
profession.

. Effective complaint systems which enable the professional

accountant and the general public to draw attention to
unethical behaviour.

. An explicitly stated duty to report breaches of ethics
requirements.

. Professional or regulatory monitoring and disciplinary
procedures.

Consideration of New Information or Changes in Facts and Circumstances

R120.9 If the professional accountant becomes aware of new information
or changes in facts and circumstances that might impact whether a
threat has been eliminated or reduced to an acceptable level, the
accountant shall re-evaluate and address that threat accordingly.

120.9 A1 Remaining alert throughout the professional activity assists the
professional accountant in determining whether new information
has emerged or changes in facts and circumstances have occurred
that:

(a) Impact the level of a threat; or

(b)  Affect the accountant®s conclusions about whether
safeguards applied continue to be appropriate to address
identified threats.

120.9 A2 If new information results in the identification of a new threat, the
professional accountant is required to evaluate and, as
appropriate, address this threat. (Ref: Paras. R120.7 and
R120.10).

Addressing Threats

R120. 10 If the professional accountant determines that the identified threats
to compliance with the fundamental principles are not at
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an acceptable level, the accountant shall address the threats by
eliminating them or reducing them to an acceptable level. The
accountant shall do so by:

(a) Eliminating the circumstances, including interests or
relationships, that are creating the threats;

(b) Applying safeguards, where available and capable of being
applied, to reduce the threats to an acceptable level; or

(c) Declining or ending the specific professional activity.

Actions to Eliminate Threats

120.10 A1 Depending on the facts and circumstances, a threat might be

Safeguards

addressed by eliminating the circumstance creating the threat.
However, there are some situations in which threats can only be
addressed by declining or ending the specific professional activity.
This is because the circumstances that created the threats cannot
be eliminated and safeguards are not capable of being applied to
reduce the threat to an acceptable level.

120.10 A2 Safeguards are actions, individually or in combination, that the

professional accountant takes that effectively reduce threats to
compliance with the fundamental principles to an acceptable level.

Consideration of Significant Judgments Made and Overall Conclusions Reached

R120. 11 The professional accountant shall form an overall conclusion about

whether the actions that the accountant takes, or intends to take,
to address the threats created will eliminate those threats or
reduce them to an acceptable level. In forming the overall
conclusion, the accountant shall:

(a) Review any significant judgments made or conclusions
reached; and

(b) Use the reasonable and informed third party test.

17
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Considerations for Audits, Reviews and Other Assurance
Engagements

Independence

120.12 A1 Professional accountants in public practice are required by
Independence Standards to be independent when performing
audits, reviews, or other assurance engagements. Independence
is linked to the fundamental principles of objectivity and integrity.
It comprises:

(a) Independence of mind - the state of mind that permits the
expression of a conclusion without being affected by
influences that compromise professional judgment, thereby
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 would be likely to conclude that a firm"“s
or an audit or assurance ammember”s integrity, objectivity
or professional skepticism has been compromised.

120.12 A2 Independence Standards set out requirements and application
material on how to apply the conceptual framework to maintain
independence when performing audits, reviews or other assurance
engagements. Professional accountants and firms are required to
comply with these standards in order to be independent when
conducting such engagements. The conceptual framework to
identify, evaluate and address threats to compliance with the
fundamental principles applies in the same way to compliance with
independence requirements. The categories of threats to
compliance with the fundamental principles described in paragraph
120.6 A3 are also the categories of threats to compliance with
independence requirements.

Professional Skepticism

120.13 A1 Under auditing, review and other assurance standards, issued by
the AASB, professional accountants in public practice are
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required to exercise professional skepticism when planning and
performing audits, reviews and other assurance engagements.
Professional skepticism and the fundamental principles that are
described in Section 110 are inter-related concepts.

120.13 A2 In an audit of financial statements, compliance with the fundamental
principles, individually and collectively, supports the exercise of
professional skepticism, as shown in the following examples:

Integrity requires the professional accountant to be
straightforward and honest. For example, the accountant
complies with the principle of integrity by:

(@) Being straightforward and honest when raising
concerns about a position taken by a client; and

(b)  Pursuing inquiries about inconsistent information and
seeking further audit evidence to address concerns
about statements that might be materially false or
misleading in order to make informed decisions
about the appropriate course of action in the
circumstances.

In doing so, the accountant demonstrates the critical
assessment of audit evidence that contributes to the
exercise of professional skepticism.

Objectivity requires the professional accountant not ©
compromise professional or business judgment because of
bias, conflict of interest or the undue influence of others.
For example, the accountant complies with the principle of
objectivity by:

(@) Recognizing circumstances or relationships such as

familiarity with the client, that might compromise the
accountant”s professional dusiness judgment; and

(b) Considering the impact of such circumstances and
relationships on the accountant®s judgment when
evaluating the sufficiency and appropriateness of
audit evidence related to a matter material to the
client's financial statements.
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In doing so, the accountant behaves in a manner that
contributes to the exercise of professional skepticism.

Professional competence and due care requires the
professional accountant to have professional knowledge
and skill at the level required to ensure the provision of
competent professional service, and to act diligently in
accordance with applicable standards, laws and
regulations. For example, the accountant complies with the
principle of professional competence and due care by:

(@) Applying knowledge that is relevant to a particular
client”s industry and business activities in oder to
properly identify risks of material misstatement;

(b) Designing and performing appropriate audit
procedures; and
(c) Applying relevant knowledge when critically

assessing whether audit evidence is sufficient and
appropriate in the circumstances.

In doing so, the accountant behaves in a manner that contributes
to the exercise of professional skepticism.
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SECTION 330

FEES AND OTHER TYPES OF REMUNERATION

Introduction

330.1

330.2

Professional accountants are required to comply with the
fundamental principles and apply the conceptual framework set out
in Section 120 to identify, evaluate and address threats.

The level and nature of fee and other remuneration arrangements
might create a self-interest threat to compliance with one or more
of the fundamental principles. This section sets out specific
application material relevant to applying the conceptual framework
in such circumstances.

Application Material

Level of Fees

330.3 A1

330.3 A2

The level of fees quoted might impact a professional accountant®s
ability to perform professional services haccordance with
professional standards.

A professional accountant might quote whatever fee is
considered appropriate. Quoting a fee lower than another
accountant is not in itself unethical. However, the level of fees
quoted creates a self-interest threat to compliance with the principle
of professional competence and due care if the fee quoted is so low
that it might be difficult to perform the engagement in accordance
with applicable technical and professional standards.

330.3 A3 Factors that are relevant in evaluating the level of such a threat

include:

. Whether the client is aware of the terms of the engagement
and, in particular, the basis on which fees are charged and
which professional services the quoted fee covers.

. Whether the level of the fee is set by an independent third
party such as a regulatory body.
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330.3 A4 Examples of actions that might be safeguards to address such a
self-interest threat include:

Contingent Fees

Adjusting the level of fees or the scope of the
engagement.

Having an appropriate reviewer review the work
performed.

330.4 A1 Contingent fees are used for certain types of non-assurance services
(specified in 330.4 A5). However, contingent fees might create
threats to compliance with the fundamental principles, particularly
a self- interest threat to compliance with the principle of
objectivity, in certain circumstances.

330.4 A2 Factors that are relevant in evaluating the level of such threats include:

The nature of the engagement.
The range of possible fee amounts.
The basis for determining the fee.

Disclosure to intended users of the work performed bythe
professional accountant and the basis of remuneration.

Quality control policies and procedures.

Whether an independent third party is to review theoutcome
or result of the transaction.

Whether the level of the fee is set by an independent third
party such as a regulatory body.

330.4 A3 Examples of actions that might be safeguards to address such a self-
interest threat include:

Having an appropriate reviewer who was not involved i
performing the non-assurance service review the work
performed by the professional accountant.

Obtaining an advance written agreement with the clienton
the basis of remuneration.
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330.4 A4 Requirements and application material related to contingent fees
for services provided to audit or review clients and other assurance
clients are set out in Independence Standards.

330.4 A5 The fees which are based on a percentage of profits or which are
contingent upon the findings, or results of such work, is not allowed
except in cases which are permitted under Regulation 192 of The
Chartered Accountants Regulations, 1988, given as under:-

(@)

(b)

(c)

(d)

(e)

(M

(9)

(h)

in the case of a receiver or a liquidator, the fees may be
based on a percentage of the realisation or disbursement
of the assets;

in the case of an auditor of a co-operative society, the fees
may be based on a percentage of the paid-up capital or
the working capital or the gross or net income or profits;

in the case of a valuer for the purposes of direct taxes and
duties, the fees may be based on a percentage of the value
of the property valued.

in the case of certain management consultancy services as
may be decided by the resolution of the Council from time
to time, the fees may be based on percentage basis which
may be contingent upon the findings, or results of such
work;

in the case of certain fund raising services, the fees may be
based on a percentage of the fund raised;

in the case of debt recovery services, the fees may be
based on a percentage of the debt recovered;

in the case of services related to cost optimisation, the fees
may be based on a percentage of the benefit derived; and

any other service or audit as may be decided by the
Council.

The Council, pursuant to authority vested under clause (h)
mentioned above, has in the following circumstances, permitted
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charging of fee based on percentage of profits or contingent upon
the findings, or results of such work :-

. Charging of Fees by Members enrolled as Insolvency
professional rendered either individually or as an entity
under Insolvency and Bankruptcy Code, 2016 and rules
made thereunder.

. Fee for rendering Non-assurance services to non-audit
clients

Referral Fees or Commissions

330.5 A1 Aself-interest threat to compliance with the principles of objectivity
and professional competence and due care is created if a
professional accountant pays or receives a referral fee relating to
a client. Such referral fees include, for example:

. A fee paid to another professional accountant for the
purposes of obtaining new client work when the client
continues as a client of the existing accountant but requires
specialist services not offered by that accountant.

. A fee received for referring a continuing client to another
professional accountant or other expert where the existing
accountant does not provide the specific professional
service required by the client.

330.5 A2 Examples of actions that might be safeguards to address such a
self-interest threat include:

. Disclosing to clients any referral fees paid to, or received
from, another professional accountant for recommending
services might address a self-interest threat.

Purchase or Sale of a Firm

330.6 A1 In accordance with the Council guidelines, sale of goodwill is
permissible only after the death of the proprietor of the Firm. The
relevant extract of Council Guidelines is reproduced hereunder:-

(a) in respect of cases where the death of the proprietor concerned
occurred on or after 30.8.1998.
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Provided such a sale is completed/effected in all respects and the
Institute s permission to practice in deceased"s proprglaryfirm name
is sought within a year of the death of such proprietor concerned.
In respect of these cases, the name of the proprietary firm
concerned would be kept in abeyance (i.e. not removed on receipt
of information about the death of the proprietor as is being done at
present) only up to a period of one year from the death of proprietor
concerned as aforesaid.

in respect of cases where the death of the proprietor concerned
occurred on or after 30.8.1998 and there existed a dispute as to the
legal heir of the deceased proprietor.

Provided the information as to the existence of the dispute is
received by the Institute within a year of the death of the proprietor
concerned. In respect of these cases, the name of proprietary firm
concerned shall be kept in abeyance lill one year from the date of
settlement of dispute.

in respect of cases where the death of the proprietor concerned
had occurred on or before 29th August, 1998 (irrespective of the
time lag between the date of death of the proprietor concerned and
the date of sale/transfer of goodwill completed/to be completed).
Provided such a sale/transfer is completed/effected and the
Institute“s permission to practice in the deceased’Sproprietary firm
name is sought for by 28th

August, 1999 and also further provided that the firm name concerned
is still available with the Institute.

It may be noted that the sale of goodwill of a Chartered Accountancy
Firm is not allowed except as stated above.
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SECTION 340
INDUCEMENTS, INCLUDING GIFTS AND HOSPITALITY
Introduction

340.1 Professional accountants are required to comply with the
fundamental principles and apply the conceptual framework set out
in Section 120 to identify, evaluate and address threats.

340.2 Offering or accepting inducements might create a self-interest,
familiarity or intimidation threat to compliance with the fundamental
principles, particularly the principles of integrity, objectivity and
professional behaviour.

340.3 This section sets out requirements and application material
relevant to applying the conceptual framework in relation to the
offering and accepting of inducements when performing
professional services that does not constitute non-compliance with
laws and regulations. This section also requires a professional
accountant to comply with relevant laws and regulations when
offering or accepting inducements.

Requirements and Application Material
General

340.4 A1 Aninducement is an object, situation, or action that is used as a means
to influence another individual“s behaviour, but rdnecessarily with
the intent to improperly influence that individual“s behaviour.
Inducements can range from minor adsof hospitality between
professional accountants and existing or prospective clients to acts
that result in non-compliance with laws and regulations. An
inducement can take many different forms, for example:

. Gifts.

. Hospitality.

. Entertainment.

. Political or charitable donations.

. Appeals to friendship and loyalty.
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. Employment or other commercial opportunities.

. Preferential treatment, rights or privileges.
Inducements Prohibited by Laws and Regulations

R340.5 The professional accountant shall obtain an understanding of relevant
laws and regulations, if any, and comply with them when the
accountant encounters such circumstances.

Inducements Not Prohibited by Laws and Regulations

340.6 A1 The offering or accepting of inducements thatis not prohibited by
laws and regulations might still create threats to compliance with
the fundamental principles.

Inducements with Intent to Improperly Influence Behaviour

R340.7 A professional accountant shall not offer, or encourage others to offer,
any inducement that is made, or which the accountant considers a
reasonable and informed third party would be likely to conclude is
made, with the intent to improperly influence the behaviour of the
recipient or of another individual.

R340.8 A professional accountant shall not accept, or encourage others to
accept, any inducement that the accountant concludes is made, or
considers a reasonable and informed third party would be likely to
conclude is made, with the intent to improperly influence the
behaviour of the recipient or of another individual.

340.9 A1 An inducement is considered as improperly influencing an individual®s
behaviour if it causes the individual to act in aunethical manner.
Such improper influence can be directed either towards the
recipient or towards another individual who has some relationship
with the recipient. The fundamental principles are an appropriate
frame of reference for a professional accountant in considering
what constitutes unethical behaviour on the part of the accountant
and, if necessary by analogy, other individuals.

340.9 A2 A breach of the fundamental principle of integrity arises when a
professional accountant offers or accepts, or encourages others to
offer or accept, an inducement where the intent is to
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improperly influence the behaviour of the recipient or of another
individual.

340.9 A3 The determination of whether there is actual or perceived intent to
improperly influence behaviour requires the exercise of
professional judgment. Relevant factors to consider might include:

. The nature, frequency, value and cumulative effect of the
inducement.
. Timing of when the inducement is offered relative to any

action or decision that it might influence.

. Whether the inducement is a customary or cultural practice
in the circumstances, for example, offering a gift on the
occasion of a religious holiday or wedding.

. Whether the inducement is an ancillary part of a
professional service, for example, offering or accepting
lunch in connection with a business meeting.

. Whether the offer of the inducement is limited to an
individual recipient or available to a broader group. The
broader group might be internal or external to the firm, such
as other suppliers to the client.

. The roles and positions of the individuals at the firm or the
client offering or being offered the inducement.

. Whether the professional accountant knows, or has reason
to believe, that accepting the inducement would breach the
policies and procedures of the client.

. The degree of transparency with which the inducement is
offered.

. Whether the inducement was required or requested by the
recipient.

. The known previous behaviour or reputation of the offeror.
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Consideration of Further Actions

340.10 A1 If the professional accountant becomes aware of an inducement
offered with actual or perceived intent to improperly influence
behaviour, threats to compliance with the fundamental principles
might still be created even if the requirements in paragraphs
R340.7 and R340.8 are met.

340.10 A2 Examples of actions that might be safeguards to address such threats

include:

. Informing senior management of the firm or those charged
with governance of the client regarding the offer.

. Amending or terminating the business relationship with the
client.

Inducements with No Intent to Improperly Influence Behaviour

340.11 A1 The requirements and application material set out in the conceptual
framework apply when a professional accountant has concluded
there is no actual or perceived intent to improperly influence the
behaviour of the recipient or of another individual.

340.11 A2 If such an inducement is trivial and inconsequential, any threats
created will be at an acceptable level.

340.11 A3 Examples of circumstances where offering or accepting such an
inducement might create threats even if the professional
accountant has concluded there is no actual or perceived intent to
improperly influence behaviour include:

. Self-interest threats

o A professional accountant is offered hospitality
from the prospective acquirer of a client while
providing corporate finance services to the client.

. Familiarity threats

o A professional accountant regularly takes an
existing or prospective client to sporting events.
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. Intimidation threats

o A professional accountant accepts hospitality from
a client, the nature of which could be perceived to
be inappropriate were it to be publicly disclosed.

340.11 A4 Relevant factors in evaluating the level of such threats created by
offering or accepting such an inducement include the same factors
set out in paragraph 340.9 A3 for determining intent.

340.11 A5 Examples of actions that might eliminate threats created by offering
or accepting such an inducement include:

. Declining or not offering the inducement.

. Transferring responsibility for the provision of any
professional services to the client to another individual who
the professional accountant has no reason to believe
would be, or would be perceived to be, improperly
influenced when providing the services.

340.11 A6 Examples of actions that might be safeguards to address such threats
created by offering or accepting such an inducement include:

. Being transparent with senior management of the firm or of
the client about offering or accepting an inducement.

. Registering the inducement in a log monitored by senior
management of the firm or another individual responsible
for the firm“s ethics compliance amaintained by the client.

. Having an appropriate reviewer, who is not otherwise
involved in providing the professional service, review any
work performed or decisions made by the professional
accountant with respect to the client from which the
accountant accepted the inducement.

. Donating the inducement to charity after receipt and
appropriately disclosing the donation, for example, to a
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member of senior management of the firm or the
individual who offered the inducement.

. Reimbursing the cost of the inducement, such as
hospitality, received.

. As soon as possible, returning the inducement, suchas a
gift, after it was initially accepted.

Immediate or Close Family Members

R340.12 A professional accountant shall remain alert to potential threats to
the accountant"s compliance with the fundamental principles created
by the offering of an inducement:

(a) By an immediate or close family member of the accountant
to an existing or prospective client of the accountant.

(b) To an immediate or close family member of the accountant
by an existing or prospective client of the accountant.

R340.13 Where the professional accountant becomes aware of an inducement
being offered to or made by an immediate or close family member
and concludes there is intent to improperly influence the behaviour
of the accountant or of an existing or prospective client of the
accountant, or considers a reasonable and informed third party
would be likely to conclude such intent exists, the accountant shall
advise the immediate or close family member not to offer or accept
the inducement.

340.13 A1 The factors set out in paragraph 340. 9 A3 are relevant in determining
whether there is actual or perceived intent to improperly influence
the behaviour of the professional accountant or of the existing or
prospective client. Another factor that is relevant is the nature or
closeness of the relationship, between:

(a) The accountant and the immediate or close family member;
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(b) The immediate or close family member and the existing or
prospective client; and

(c) The accountant and the existing or prospective client.

For example, the offer of employment, outside of the normal
recruitment process, to the spouse of the accountant by a client for
whom the accountant is providing a business valuation for a
prospective sale might indicate such intent.

340.13 A2 The application material in paragraph 340.10 A2 is also relevant in
addressing threats that might be created when there is actual or
perceived intent to improperly influence the behaviour of the
professional accountant, or of the existing or prospective client
even if the immediate or close family member has followed the
advice given pursuant to paragraph R340.13.

Application of the Conceptual Framework

340.14 A1 Where the professional accountant becomes aware of an inducement
offered in the circumstances addressed in paragraph R340.12,
threats to compliance with the fundamental principles might be
created where:

(a) The immediate or close family member offers or accepts
the inducement contrary to the advice of the accountant
pursuant to paragraph R340.13; or

(b) The accountant does not have reason to believe an actual
or perceived intent to improperly influence the behaviour of
the accountant or of the existing or prospective client
exists.

340.14 A2 The application material in paragraphs 340.11 A1t0 340.11 A6 is
relevant for the purposes of identifying, evaluating and addressing
such threats. Factors that are relevant in evaluating the level of
threats in these circumstances also include the nature or
closeness of the relationships set out in paragraph
340.13 A1.

Other Considerations

340.15 A1 If a professional accountant encounters or is made aware of
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inducements that might result in non-compliance or suspected non-
compliance with laws and regulations by a client or individuals
working for or under the direction of the client, the requirements
and application material in Section 360 apply.

340.15 A2 If a firm, network firm or an audit team member is being offered gifts
or hospitality from an audit client, the requirement and application
material set out in Section 420 apply.

340.15 A3 If a firm or an assurance team member is being offered gifts or
hospitality from an assurance client, the requirement and
application material set out in Section 906 apply.
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SECTION 550
AUDITOR ROTATION
Introduction

Auditor rotation requirements prescribed under various regulations are set out
below. This is not an exhaustive list. Members shall comply with requirements
stipulated by any other regulator not covered hereunder. Further, these regulations
are subject to amendments, as may be made from time to time.

Auditor rotation requirements under the Companies Act, 2013

In accordance with Section 139(2) of the Companies Act, 2013, “no listed company
or a company belonging to such class or classes of companies as may be
prescribed’, shall appoint or re-appoint—

(a) an individual as auditor for more than one term of five consecutive
years; and

(b) an audit firm as auditor for more than two terms of five consecutive

years:
8[Provided that—
(i) an individual auditor who has completed his term under clause (a) shall

not be eligible for re-appointment as auditor in the same company for
five years from the completion of his term;

TFor the purposes of sub-section (2) of section 139, the class of companies shall mean
the following classes of companies excluding one person companies and small
companies:-

(a) all unlisted public companies having paid up share capital of rupees ten crore or
more;

(b) all private limited companies having paid up share capital of rupees fifty crore or
more

(c) all companies having paid up share capital of below threshold limit mentioned in
(a) and (b) above, but having public borrowings from financial institutions, banks or public
deposits of rupees fifty crores or more.

8In case of Specified IFSC Private Company- All provisos to sub section (2) of section
139 shall not apply. - Notification Dated 4th January 2017.
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an audit firm which has completed its term under clause (b), shall not be
eligible for re-appointment as auditor in the same company for five years
from the completion of such term:

Provided further that as on the date of appointment no audit firm having
a common partner or partners to the other audit firm, whose tenure has
expired in a company immediately preceding the financial year, shall be
appointed as auditor of the same company for a period of five years:

Provided also that every company, existing on or before the
commencement of this Act which is required to comply with the provisions
of this sub-section, shall comply with requirements of this sub-section
within a period which shall not be later than the date of the first annual
general meeting of the company held, within the period specified under
sub-section (1) of section 96, after three years from the date of
commencement of this Act.

Provided also that, nothing contained in this sub-section shall prejudice
the right of the company to remove an auditor or the right of the auditor
to resign from such office of the company.”

For detailed provisions, please refer to the complete Section 139 of the
Companies Act 2013.

Auditor rotation requirements for stock brokers

In accordance with the SEBI circular SEBI/HO/MIRSD/MIRSD2/CIR/P/2016/95
issued dated 26 September 2016, the prescribed rotation requirements are as

under:
“5.3.

No stock broker shall appoint or re-appoint—

(a) an individual as statutory auditor for more than one term of
five consecutive years;

(b) an audit firm as statutory auditor for more than two terms of
five consecutive years:

Provided that—

5.4.

An individual statutory auditor who has completed his term under clause
5.3 (a) above shall not be eligible for re-appointment as statutory auditor
in the same stock broker for five years from the completion of his term.
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5.5.  An statutory audit firm which has completed its term under clause 5.3
(b) above, shall not be eligible for re-appointment as statutory auditor in
the same stock broker for five years from the completion of such term:

5.6.  Provided further that as on the date of appointment no statutory audit
firm having a common partner or partners to the other audit firm, whose
tenure has expired in a stock broker immediately preceding  the
financial year, shall be appointed as statutory auditor of the same stock
broker for a period of five years:

5.7.  The above provisions shall be applicable from April 01, 2017”
Auditor rotation requirements for Mutual funds

In  accordance with  Para B(2) of the SEBI  circular
SEBI/HO/IMD/DF2/CIR/P/2017/125 issued dated 30 November 2017, the
prescribed rotation requirements are as under:

“With respect to appointment of auditors in terms of Regulation 55 (1) of SEBI
(MFs) Regulation, 1996, it has been decided that:

i No mutual fund shall appoint an auditor for more than 2 terms of
maximum five consecutive years. Such auditor may be re-appointed after
cooling off period of & years.

i, Further, during the cooling-off period of five years, the incoming auditor
may not include:

a. Any firm that has common partner(s) with the outgoing audit firm

b. Any associate / affiliate firm(s) of the outgoing audit firm which
are under the same network of audit firms wherein the term
“same network” includes the firms operating or functioning,
hitherto or in future, under the same brand name, trade name or
common control

i Existing auditors may be appointed for a maximum of 10 years (including
all preceding years for which an auditor has been appointed in terms
of Regulation 55 (1) of SEBI (Mutual Funds) Regulation, 1996). In this
respect, the following may be noted:

a. Auditors who have conducted audit of the Mutual Fund for
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less than 9 years (as on date of issuance of this circular) may
continue for the residual period of service.

Auditors who have conducted audit of the Mutual Fund for 9 years
or more (as on date of issuance of this circular) may continue for
a maximum of 1 year from date of issuance of this circular.

Such auditors shall subsequently be eligible for re- appointment
after a cooling-off period of 5 years, in terms of Para B (2) (i) and
Para B (2) (i) above.”

Statutory Central Auditors (SCA) rotation requirements for
Indian Private Sector Banks/ All Foreign Banks operating in
India

In accordance with the RBI circular
DBS.ARS.BC.04/08.91.001/2017-18 issued dated 27 July 2017,
“an audit firm, subject to its fulfilling the prescribed eligibility norms
will be allowed to continue as the SCA for a particular bank for a
period of four years and, thereafter, after completing its four year
tenure in a particular private/foreign bank, will not be eligible for
appointment as SCA of the same bank for a period of six years”.

Auditor rotation requirements for appointed under Employees’
provident funds scheme, 1952

As per paragraph 24(c) of the Employees* provident fundsscheme,
1952, ‘the same auditors should not be appointed for two
consecutive years and not more than two years in a block of six
years”.
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SECTION 600
PROVISION OF NON-ASSURANCE SERVICES TO AN AUDIT

CLIENT

Introduction

600.1

600.2

600.3

Firms are required to comply with the fundamental principles, be
independent, and apply the conceptual framework set out in
Section 120 to identify, evaluate and address threats to
independence.

Firms and network firms might provide a range of non- assurance
services to their audit clients, consistent with their skills and
expertise. Providing non-assurance services to audit clients might
create threats to compliance with the fundamental principles and
threats to independence.

This section sets out requirements and application material
relevant to applying the conceptual framework to identify, evaluate
and address threats to independence when providing non-
assurance services to audit clients. The subsections that follow set
out specific requirements and application material relevant when a
firm or network firm provides certain non- assurance services to
audit clients and indicate the types of threats that might be created
as a result. Some of the subsections include requirements that
expressly prohibit a firm or network firm from providing certain
services to an audit client in certain circumstances because the
threats created cannot be addressed by applying safeguards.

Requirements and Application Material

General

R600.4 Before a firm or a network firm accepts an engagement to provide

a non-assurance service to an audit client, the firm shall determine
whether providing such a service might create a threat to
independence.

600.4 A1 The requirements and application material in this section assist the

firm in analyzing certain types of non-assurance services
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and the related threats that might be created if a firm or network firm
provides non-assurance services to an audit client.

Additionally, Section 141(3) (i) of the Companies Act, 2013 provides
that “a person who, directly or indirectly, renders any service referred
fo in section 144 to the company or its holding company or its
subsidiary company shall not be eligible for appointment as an
auditor of a company”

As per Section 144 of the Companies Act, 2013, “an auditor
appointed under the Companies Act 2013 shall provide to the
company only such other services as are approved by the Board of
Directors or the audit committee, as the case may be, but which
shall not include any of the following services (whether such
services are rendered directly or indirectly to the company or its
holding company or subsidiary company), namely.—

(a) accounting and book keeping services;
(b) internal audit;

(c) design and implementation of any financial information
system;

(d) actuarial services;

(e) investment advisory services;

(f investment banking services;

(9)  rendering of outsourced financial services;

(h)  management services; and

(i) any other kind of services as may be prescribed:

Explanation.—For the purposes of this sub-section, the term “directly
or indirectly” shall include rendering of services by the auditor,—

(i) in case of auditor being an individual, either himself or
through his relative or any other person connected or
associated with such individual or through any other entity,
whatsoever, in which such individual has significant
influence or control, or whose name or trade mark or brand
is used by such individual;
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(i)

in case of auditor being a firm, either itself or through any
of its partners or through its parent, subsidiary or associate
entity or through any other entity, whatsoever, in which the
firm or any partner of the firm has significant influence or
control, or whose name or trade mark or brand is used by
the firm or any of its partners.”

600.4 A2 New business practices, the evolution of financial markets and
changes in information technology, are among the developments
that make it impossible to draw up an all-inclusive list of non-
assurance services that might be provided to an audit client. As a
result, the Code does not include an exhaustive list of all non-
assurance services that might be provided to an audit client.

Evaluating Threats

600.5 A1 Factors that are relevant in evaluating the level of threats created
by providing a non-assurance service to an audit client include:

The nature, scope and purpose of the service.

The degree of reliance that will be placed on the outcome
of the service as part of the audit.

The legal and regulatory environment in which the service
is provided.

Whether the outcome of the service will affect matters
reflected in the financial statements on which the firm will
express an opinion, and, if so:

0 The extent to which the outcome of the service will
have a material effect on the financial statements.

o The degree of subjectivity involved in determining
the appropriate amounts or treatment for those
matters reflected in the financial statements.

The level of expertise of the clients management ad
employees with respect to the type of service provided.
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. The extent of the client®s involvement in determining
significant matters of judgment.

' The nature and extent of the impact of the service, if any,
on the systems that generate information that forms a
significant part of the client"s:

o Accounting records or financial statements on
which the firm will express an opinion.
o Internal controls over financial reporting.
. Whether the client is a public interest entity. For example,

providing a non-assurance service to an audit client that is
a public interest entity might be perceived to result in a
higher level of a threat.

600.5 A2 Subsections 601 to 610 include examples of additional factors that
are relevant in evaluating the level of threats created by providing
the non-assurance services set out in those subsections.

Materiality in Relation to Financial Statements

600.5 A3 Subsections 601 to 610 refer to materiality in relation to an audit client"s
financial statements. The concept of materiality nrelation to
an audit is addressed in SA 320, Materiality in Planning and
Performing an Audit, and in relation to a review in SRE 2400
(Revised),  Engagements  to  Review Historical Financial
Statements. The determination of materiality involves the
exercise of professional judgment and is impacted by both
quantitative and qualitative factors. Itis also affected by
perceptions of the financial information needs of users.

Multiple Non-assurance Services Provided to the Same Audit Client

600.5 A4 A firm or network firm might provide multiple non-assurance services
to an audit client. In these circumstances the consideration of the
combined effect of threats created by providing those services is
relevant to the firm“s evaluationd  threats.

Addressing Threats

600.6 A1 Subsections 601 to 610 include examples of actions, including
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safeguards, that might address threats to independence created by
providing those non-assurance services when threats are not at an
acceptable level. Those examples are not exhaustive.

600.6 A2 Some of the subsections include requirements that expressly prohibit
a firm or network firm from providing certain services to an audit
client in certain circumstances because the threats created cannot
be addressed by applying safeguards.

600.6 A3 Paragraph 120.10 A2 includes a description of safeguards. In relation
to providing non- assurance services to audit clients, safeguards
are actions, individually or in combination, that the firm takes that
effectively reduce threats to independence to an acceptable level.
In some situations, when a threat is created by providing a non-
assurance service to an audit client, safeguards might not be
available. In such situations, the application of the conceptual
framework set out in Section 120 requires the firm to decline or end
the non-assurance service or the audit engagement.

Prohibition on Assuming Management Responsibilities

R600.7 A firm or a network firm shall not assume a management responsibility
for an audit client. Further, under Section 144 of the Companies
Act, 2013, where applicable, the restriction also applies to the
holding company and subsidiary company of such audit client.

600.7 A1 Management responsibilities involve controlling, leading and
directing an entity, including making decisions regarding the
acquisition, deployment and control of human, financial,
technological, physical and intangible resources.

600.7 A2 Providing a non-assurance service to an audit client creates self-review
and self-interest threats if the firm or network firm assumes a
management responsibility when performing the service. Assuming
a management responsibility also creates a familiarity threat and
might create an advocacy threat because the firm or network firm
becomes too closely aligned with the views and interests of
management.

600.7 A3 Determining whether an activity is a management responsibility
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depends on the circumstances and requires the exercise of
professional judgment. Examples of activities that would be
considered a management responsibility include:

. Setting policies and strategic direction.

. Hiring or dismissing employees.

. Directing and taking responsibility for the actions of
employees in relation to the employees” work for teentity.

. Authorizing transactions.

. Controlling or managing bank accounts or investments.

. Deciding which recommendations of the firm or network
firm or other third parties to implement.

. Reporting to those charged with governance on behalf of
management.

. Taking responsibility for:

o The preparation and fair presentation of the
financial statements in accordance with the
applicable financial reporting framework.

o Designing, implementing, monitoring or
maintaining internal control.

600.7 A4 Providing advice and recommendations to assist the management
of an audit client in discharging its responsibilities is not assuming
a management responsibility. (Ref: Para. R600.7 to 600.7 A3).

R600.8 Subject to applicable restrictions under Companies Act, 2013, to avoid
assuming a management responsibility when providing any non-
assurance service to an audit client, the firm shall be satisfied that
client management makes all judgments and decisions that are the
proper responsibility of management. This includes ensuring that
the client”s management:

(a) Designates an individual who possesses suitable skill,
knowledge and experience to be responsible at all times for
the client”s decisions and to oversee the services.
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Such an individual, preferably  within  senior
management, would understand:

(i) The objectives, nature and results of the
services; and

(i) The respective client and firm or network firm
responsibilities.

However, the individual is not required to possess the
expertise to perform or re-perform the services.

(b) Provides oversight of the services and evaluates the
adequacy of the results of the service performed for the
client”s purpose.

(c)  Accepts responsibility for the actions, if any, to be taken
arising from the results of the services.

Providing Non-Assurance Services to an Audit Client that Later Becomes a Public
Interest Entity

R600.9 A non-assurance service provided, either currently or previously,
by a firm or a network firm to an audit client compromises the firm"s
independence when the client becomes a public interest entity
unless:

(@  The previous non-assurance service complies with the
provisions of this section that relate to audit clients that are
not public interest entities;

(b)  Non-assurance services currently in progress that are not
permitted under this section for audit clients that are public
interest entities are ended before, or as soon as practicable
after, the client becomes a public interest entity; and

()  The firm addresses threats that are created that are not at
an acceptable level.

Considerations for Certain Related Entities

R600.10 This section includes requirements that prohibit firms and network
firms from assuming management responsibilities or providing
certain non-assurance services to audit clients. As an
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exception to those requirements, a firm or network firm may assume
management responsibilities or provide certain non- assurance
services that would otherwise be prohibited to the following related
entities of the client on whose financial statements the firm will
express an opinion:

(a)

(b)

(c)

An entity that has direct or indirect control over the client
(other than an engagement to which Companies Act, 2013
applies);

An entity with a direct financial interest in the client if that
entity has significant influence over the client and the
interest in the client is material to such entity; or

An entity which is under common control with the client,
provided that all of the following conditions are met:

(1)

(i)

(i)

(iv)

The firm or a network firm does not express an
opinion on the financial statements of the related
entity;

The firm or a network firm does not assume a
management responsibility, directly or indirectly,
for the entity on whose financial statements the firm
will express an opinion;

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

The firm addresses other threats created by
providing such services that are not at an
acceptable level.

SUBSECTION 601 - ACCOUNTING AND BOOKKEEPING

SERVICES

Introduction

601.1 Providing accounting and bookkeeping services to an audit
client might create a self-review threat.

601.2 In addition to the specific requirements and application material
in this subsection, the requirements and application material in
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paragraphs 600.1 to R600.8 are relevant to applying the
conceptual framework when providing an audit client with
accounting and bookkeeping services. This subsection includes
requirements that prohibit firms and network firms from providing
certain accounting and bookkeeping services to audit clients in
some circumstances because the threats created cannot be
addressed by applying safeguards.

Requirements and Application Material

601.3 A1

601.3 A2

601.3 A3

Accounting and bookkeeping services comprise a broad range
of services including:

. Preparing accounting records and financial statements.
. Recording transactions.
. Payroll services.

Management is responsible for the preparation and fair
presentation of the financial statements in accordance with the
applicable financial reporting framework. These responsibilities
include:

. Determining accounting policies and the accounting
treatment in accordance with those policies.

. Preparing or changing source documents or originating
data, in electronic or other form, evidencing the
occurrence of a transaction. Examples include:

o Purchase orders
o Payroll time records
o Customer orders
. Originating or changing journal entries.

. Determining or approving the account classifications of
transactions

The audit process necessitates dialogue between the firm and
the management of the audit client, which might involve:
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. Applying accounting standards or policies and financial
statement disclosure requirements.

. Assessing the appropriateness of financial andaccounting
control and the methods used in determining the stated
amounts of assets and liabilities.

. Proposing adjusting journal entries.

These activities are considered to be a normal part of the audit
process and do not usually create threats as long as the client is
responsible for making decisions in the preparation of accounting
records and financial statements.

601.3 A4 Similarly, the client might request technical assistance on matters
such as resolving account reconciliation problems or analyzing and
accumulating information for regulatory reporting. In addition, the
client might request technical advice on accounting issues such as
the conversion of existing financial statements from one financial
reporting framework to another. Examples include:

. Complying with group accounting policies.

. Transitioning to a different financial reporting framework
such as International Financial Reporting Standards.

Such services do not usually create threats provided neither the firm
nor network firm assumes a management responsibility for the client.

Accounting and Bookkeeping Services that are Routine or Mechanical

601.4 A1 Accounting and bookkeeping services that are routine or mechanical
in nature require little or no professional judgment. Some examples
of these services are:

. Preparing payroll calculations or reports based on client-
originated data for approval and payment by the client.

. Recording recurring transactions for which amounts are
easily determinable from source documents or originating
data, such as a utility bill where the client has
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determined or approved the appropriate account
classification.

Calculating depreciation on fixed assets when the client
determines the accounting policy and estimates of useful
life and residual values.

Posting transactions coded by the client to the general
ledger.

Posting client-approved entries to the trial balance.

Preparing financial statements based on information inthe
client-approved trial balance and preparing related notes
based on client-approved records.

Audit Clients that are Public Interest Entities

R601.5 Subject to paragraph R601.6, a firm or a network firm shall not provide
to an audit client that is a public interest entity accounting and
bookkeeping services including preparing financial statements on
which the firm will express an opinion or financial information which
forms the basis of such financial statements.

R601.6 Subject to paragraph R601.7, as an exception to paragraph R601.5,
a firm or network firm may provide accounting and bookkeeping
services of a routine or mechanical nature for related entities of an
audit client that is a public interest entity if the personnel providing
the services are not audit team members and:

(a)

(b)

The related entities for which the service is provided are
collectively immaterial to the financial statements on which
the firm will express an opinion; or

The service relates to matters that are collectively
immaterial to the financial statements of the division or
related entity.

R601.7 As per the provisions of the Guidance Note on Independence of Auditors,
it is not permitted to do the book keeping work of the auditee client.
Further, under Companies Act, 2013, where
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applicable, the restriction also applies to the subsidiary
company or holding Company of the audit client.

SUBSECTION 602 — ADMINISTRATIVE SERVICES

Introduction

602.1 Providing administrative services to an audit client does not usually
create a threat.

602.2 In addition to the specific application material in this subsection, the
requirements and application material in paragraphs 600.1 to
R600.10 are relevant to applying the conceptual framework when
providing administrative services.

Application Material
All Audit Clients

602.3 A1 Administrative services involve assisting clients with their routine
or mechanical tasks within the normal course of operations. Such
services require little to no professional judgment and are clerical
in nature.

602.3 A2 Examples of administrative services include:

. Word processing services.

. Preparing administrative or statutory forms for client
approval.

. Submitting such forms as instructed by the client.

. Monitoring statutory filing dates, and advising an audit

client of those dates.
SUBSECTION 603 — VALUATION SERVICES

Introduction

603.1 Providing valuation services to an audit client might create a self-
review or advocacy threat.

603.2 In addition to the specific requirements and application material in
this subsection, the requirements and application material in
paragraphs 600.1 to R600.10 are relevant to applying the
conceptual framework when providing valuation services to an
audit client. This subsection includes requirements that prohibit
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firms and network firms from providing certain valuation services to
audit clients in some circumstances because the threats created
cannot be addressed by applying safeguards.

Requirements and Application Material
All Audit Clients

603.3 A1 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.

603.3 A2 If a firm or network firmis requested to perform a valuation to assist
an audit 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 application material set out
in paragraphs 604.9 A1 to 604.9 A5, relating to such services,
applies.

603.3 A3 Factors that are relevant in evaluating the level of self-review or
advocacy threats created by providing valuation services to an
audit client include:

. The use and purpose of the valuation report.
. Whether the valuation report will be made public.
. The extent of the clients involvement in determining al

approving the valuation methodology and other significant
matters of judgment.

. The degree of subjectivity inherent in the item forvaluations
involving standard or established methodologies.

. Whether the valuation will have a material effect on the
financial statements.

. The extent and clarity of the disclosures related to the
valuation in the financial statements.

. The degree of dependence on future events of a nature that
might create significant volatility inherent in the amounts
involved.
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603.3 A4 Examples of actions that might be safeguards to address threats

include:

. Using professionals who are not audit team members b
perform the service might address self-review or advocacy
threats.

. Having an appropriate reviewer who was not involved i

providing the service review the audit work or service
performed might address a self-review threat.

Audit Clients that are Not Public Interest Entities

R603.4 A firm or a network firm shall not provide a valuation service to  an
audit client that is not a public interest entity if:

(@)  The valuation involves a significant degree of subjectivity;
and

(b)  The valuation will have a material effect on the financial
statements on which the firm will express an opinion.

603.4 A1 Certain valuations do not involve a significant degree of subjectivity.
This is likely to be the case when 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.

Audit Clients that are Public Interest Entities

R603.5 A firm or a network firm shall not provide a valuation service to  an
audit client that is a public interest entity if the valuation service
would have a material effect, individually or in the aggregate, on
the financial statements on which the firm will express an opinion.

SUBSECTION 604 — TAX SERVICES
Introduction

604.1 Providing tax services to an audit client might create a self-
review or advocacy threat.
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604.2

In addition to the specific requirements and application material in
this subsection, the requirements and application material in
paragraphs 600.1 to R600.10 are relevant to applying the
conceptual framework when providing a tax service to an audit
client. This subsection includes requirements that prohibit firms and
network firms from providing certain tax services to audit clients in
some circumstances because the threats created cannot be
addressed by applying safeguards.

Requirements and Application Material
All Audit Clients
604.3 A1 Tax services comprise a broad range of services, including activities

such as:

. Tax return preparation.

. Tax calculations for the purpose of preparing the
accounting entries.

. Tax planning and other tax advisory services.

. Tax services involving valuations.

. Assistance in the resolution of tax disputes.

While this subsection deals with each type of tax service listed
above under separate headings, in practice, the activities involved
in providing tax services are often inter-related.

604.3 A2 Factors that are relevant in evaluating the level of threats created

by providing any tax service to an audit client include:

. The particular characteristics of the engagement.
. The level of tax expertise of the client“s employees.
. The system by which the tax authorities assess and

administer the tax in question and the role of the firm or
network firm in that process.

. The complexity of the relevant tax regime and the degree
of judgment necessary in applying it.
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Tax Return Preparation
All Audit Clients

604.4 A1 Providing tax return preparation services does not usually create
a threat.

604.4 A2 Tax return preparation services involve:

. Assisting clients with their tax reporting obligations by
drafting and compiling information, including the amount of
tax due (usually on standardized forms) required to be
submitted to the applicable tax authorities.

. Advising on the tax return treatment of past transactions
and responding on behalf of the audit client to the tax
authorities" requests for additional information athnalysis
(for example, providing explanations of and technical
support for the approach being taken).

604.4 A3 Tax return preparation services are usually based on historical
information and principally involve analysis and presentation of
such historical information under existing tax law, including
precedents and established practice. Further, the tax returns are
subject to whatever review or approval process the tax authority
considers appropriate.

Tax Calculations for the Purpose of Preparing Accounting Entries
All Audit Clients

604.5 A1 Preparing calculations of current and deferred tax liabilities (or
assets) for an audit client for the purpose of preparing accounting
entries that will be subsequently audited by the firm creates a self-
review threat.

604.5 A2 In addition to the factors in paragraph 604.3 A2, a factor that is relevant
in evaluating the level of the threat created when preparing such
calculations for an audit client is whether the calculation might have
a material effect on the financial statements on which the firm will
express an opinion.

Audit Clients that are Not Public Interest Entities

604.5 A3 Examples of actions that might be safeguards to address such a self-
review threat when the audit client is not a public interest
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entity include:

. Using professionals who are not audit team members to
perform the service.

. Having an appropriate reviewer who was not involved in
providing the service review the audit work or service
performed.

Audit Clients that are Public Interest Entities

R604.6 A firm or a network firm shall not prepare tax calculations of current
and deferred tax liabilities (or assets) for an audit client that is a
public interest entity for the purpose of preparing accounting entries
that are material to the financial statements on which the firm will
express an opinion. However, the professional accountant may
review the tax calculation prepared by the client and provide
recommendations.

604.6 A1 The examples of actions that might be safeguards in paragraph
604.5 A3 to address self-review threats are also applicable when
preparing tax calculations of current and deferred tax liabilities (or
assets) to an audit client that is a public interest entity that are
immaterial to the financial statements on which the firm will
express an opinion.

Tax Planning and Other Tax Advisory Services
All Audit Clients

604.7 A1 Providing tax planning and other tax advisory services might create
a self-review or advocacy threat.

604.7 A2 Tax planning or other tax 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.

604.7 A3 In addition to paragraph 604.3 A2, factors that are relevant in
evaluating the level of self-review or advocacy threats created by
providing tax planning and other tax advisory services to audit
clients include:

. The degree of subjectivity involved in determining the
appropriate treatment for the tax advice in the financial
statements.
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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, whether the advice provided as a result of the
tax planning and other tax advisory services:

o Is clearly supported by a tax authority or other
precedent.

o Is an established practice.

o Has a basis in tax law that is likely to prevail.

The extent to which the outcome of the tax advice will have
a material effect on the financial statements.

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.

604.7 A4 Examples of actions that might be safeguards to address such threats
include:

R604.8

Using professionals who are not audit team members to
perform the service might address self-review or advocacy
threats.

Having an appropriate reviewer, who was not involved in
providing the service review the audit work or service
performed might address a self-review threat.

Obtaining pre-clearance from the tax authorities might
address self-review or advocacy threats.

When Effectiveness of Tax Advice Is Dependent on a Particular
Accounting Treatment or Presentation

A firm or a network firm shall not provide tax planning and other  tax
advisory services to an audit client when the effectiveness of the
tax advice depends on a particular accounting treatment or
presentation in the financial statements and:
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(a)

(b)

The audit team has reasonable doubt as to the
appropriateness of the related accounting treatment or
presentation under the relevant financial reporting
framework; and

The outcome or consequences of the tax advice will have
a material effect on the financial statements on which the
firm will express an opinion.

Tax Services Involving Valuations

All Audit Clients

604.9 A1 Providing tax valuation services to an audit client might create a self-
review or advocacy threat.

604.9 A2 A firm or a network firm might perform a valuation for tax purposes
only, where the result of the valuation will not have a direct effect
on the financial statements (that is, the financial statements are
only affected through accounting entries related to tax). This would
not usually create threats if the effect on the financial statements is
immaterial or the valuation is subject to external review by a tax
authority or similar regulatory authority.

604.9 A3 If the valuation thatis performed for tax purposes is not subject to
an external review and the effect is material to the financial
statements, in addition to paragraph 604.3 A2, the following factors
are relevant in evaluating the level of self-review or advocacy
threats created by providing those services to an audit client:

The extent to which the valuation methodology is supported
by tax law or regulation, other precedent or established
practice.

The degree of subjectivity inherent in the valuation.
The reliability and extent of the underlying data.

604.9 A4 Examples of actions that might be safeguards to address threats

include:

Using professionals who are not audit team members to
perform the service might address self-review or advocacy
threats.
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Having an appropriate reviewer who was not involved in
providing the service review the audit work or service
performed might address a self-review threat.

Obtaining pre-clearance from the tax authorities might
address self-review or advocacy threats.

604.9 A5 A firm or network firm might also perform a tax valuation to assist
an audit 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. In such situations, the requirements
and application material set out in Subsection 603 relating to
valuation services apply.

Assistance in the Resolution of Tax Disputes

All Audit Clients

604.10 A1 Providing assistance in the resolution of tax disputes to an audit client
might create a self- review or advocacy threat.

604.10 A2 A tax dispute might reach a point when the tax authorities have notified
an audit client that arguments on a particular issue have been
rejected and either the tax authority or the client refers the matter for
determination in a formal proceeding, for example, before a court.

604.10 A3 In addition to paragraph 604.3 A2, factors that are relevant in
evaluating the level of self-review or advocacy threats created by
assisting an audit client in the resolution of tax disputes include:

The role management plays in the resolution of the dispute.

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.

Whether the advice that was provided is the subject of the
tax dispute.

The extent to which the matter is supported by tax law or
regulation, other precedent, or established practice.

Whether the proceedings are conducted in public.
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604.10 A4 Examples of actions that might be safeguards to address threats

include:

. Using professionals who are not audit team members to
perform the service might address self-review or advocacy
threats.

. Having an appropriate reviewer who was not involved in

providing the service review the audit work or the service
performed might address a self-review threat.

Resolution of Tax Matters Involving Acting as An Advocate

R604.11 A firm or a network firm shall not provide tax services that involve
assisting in the resolution of tax disputes to an audit client if:

(@)  The services involve acting as an advocate for the audit
client before a court in the resolution of a tax matter; and

(b)  The amounts involved are material to the financial
statements on which the firm will express an opinion.

604.11 A1 Paragraph R604.11 does not preclude a firm or network firm from
having a continuing advisory role in relation to the matter that is
being heard before a court, for example:

. Responding to specific requests for information.

. Providing factual accounts or testimony about the work
performed.

. Assisting the client in analyzing the tax issues related to the
matter.

604.11 A2 What constitutes a “Court” depends on how tax proceedings are heard
in India.

SUBSECTION 605 - INTERNAL AUDIT SERVICES

Requirements and Application Material
All Audit Clients

605.1 A1 Internal audit services involve assisting the audit client in the
performance of its internal audit activities. Internal audit
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activities might include:

. Monitoring of internal control — reviewing controls,
monitoring  their  operation and  recommending
improvements to them.

. Examining financial and operating information by:

o Reviewing the means used to identify, measure,
classify and report financial and operating
information.

o Inquiring specifically into individual items including
detailed testing of transactions, balances and
procedures.

. Reviewing the economy, efficiency and effectiveness of
operating activities including non-financial activities of an
entity.

. Reviewing compliance with:

o Laws, regulations and other external requirements.

o Management policies, directives and other internal

requirements.

605.2 A2 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.

R605.3 A statutory auditor of an entity cannot be its internal auditor as it will
not be possible for him to give an independent and objective
opinion. Further, under Companies Act, 2013, where applicable,
the restriction also applies to the subsidiary company or holding
Company of the audit client.

SUBSECTION 606 — INFORMATION TECHNOLOGY SYSTEMS
SERVICES

Introduction

606.1 Providing information technology (IT) systems services to an
audit client might create a self- review threat.
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606.2

In addition to the specific requirements and application material in
this subsection, the requirements and application material in
paragraphs 600.1 to R600.10 are relevant to applying the
conceptual framework when providing an IT systems service to an
audit client. This subsection includes requirements that prohibit
firms and network firms from providing certain IT systems services
to audit clients in some circumstances because the threats
created cannot be addressed by applying safeguards.

The provisions stated below are subject to the restrictions under
Companies Act, 2013, where applicable, which prohibit services
related to design and implementation of any financial information
system to the Company, its holding company and subsidiary
company.

Requirements and Application Material
All Audit Clients

606.3 A1

606.3 A2

Services related to IT systems include the design or
implementation of hardware or software systems. The IT systems
might:

(@)  Aggregate source data;

(b) Form part of the internal control over financial reporting;
or

(c) Generate information that affects the accounting records
or financial statements, including related disclosures.

However, the IT systems might also involve matters that are
unrelated to the audit client“s accounting records or the internal
control over financial reporting or financial statements.

Paragraph R600.7 precludes a firm or a network firm from
assuming a management responsibility. Providing the following 1T
systems services to an audit client does not usually create a threat
as long as personnel of the firm or network firm do not assume a
management responsibility:

(a) Designing or implementing IT systems that are unrelated
to internal control over financial reporting;
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Designing or implementing IT systems that do not generate
information forming a significant part of the accounting
records or financial statements;

Implementing  “off-the-shelf” accounting or financial
information reporting software that was not developed by
the firm or network firm, if the customization required to
meet the client”s needs is not significant; and

Evaluating and making recommendations with respect to
an IT system designed, implemented or operated by
another service provider or the client.

R606.4 When providing IT systems services to an audit client the firm or network
firm shall be satisfied that:

(a)

(b)

(c)

(d)

(e)

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 for the data it uses or
generates.

606.4 A1 Factors that are relevant in evaluating the level of a self-review threat
created by providing IT systems services to an audit client include:

The nature of the service.

The nature of IT systems and the extent to which they
impact or interact with the client"s accounting records @
financial statements.
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. The degree of reliance that will be placed on the particular
IT systems as part of the audit.

606.4 A2 Anexample of an action that might be a safeguard to address such
a self-review threat is using professionals who are not audit team
members to perform the service.

Audit Clients that are Public Interest Entities

R606.5 A firm or a network firm shall not provide IT systems servicesto an
audit client that is a public interest entity if the services involve
designing or implementing IT systems that:

(a) Form a significant part of the internal control over financial
reporting; or

(b) Generate information that is significant to the dient's
accounting records or financial statements on which the
firm will express an opinion.

SUBSECTION 607 - LITIGATION SUPPORT SERVICES

Introduction

607.1 Providing certain litigation support services to an audit client might
create a self-review or advocacy threat.

607.2 In addition to the specific application material in this subsection, the
requirements and application material in paragraphs 600.1 to
R600.10 are relevant to applying the conceptual framework when
providing a litigation support service to an audit client.

Application Material

All Audit Clients

607.3 A1 Litigation support services might include activities such as:

. Assisting with document management and retrieval.
. Acting as a witness, including an expert witness.
. Calculating estimated damages or other amounts that

might become receivable or payable as the result of
litigation or other legal dispute.
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607.3 A2 Factors that are relevant in evaluating the level of self-review or
advocacy threats created by providing litigation support services to
an audit client include:

. The legal and regulatory environment in which the service
is provided, for example, whether an expert witness is
chosen and appointed by a court.

' The nature and characteristics of the service.

. The extent to which the outcome of the litigation support
service will have a material effect on the financial
statements on which the firm will express an opinion.

607.3 A3 An example of an action that might be a safeguard to address such
a self-review or advocacy threat is using a professional who was
not an audit team member to perform the service.

607.3 A4 If afirm or a network firm provides a litigation support service to  an
audit client and the service involves estimating damages or other
amounts that affect the financial statements on which the firm will
express an opinion, the requirements and application material set
out in Subsection 603 related to valuation services apply.

SUBSECTION 608 - LEGAL SERVICES

Introduction

608.1 Providing legal services to an audit client might create a self- review
or advocacy threat.

608.2 In addition to the specific requirements and application material in
this subsection, the requirements and application material in
paragraphs 600.1 to R600.10 are relevant to applying the
conceptual framework when providing a legal service to an audit
client. This subsection includes requirements that prohibit firms and
network firms from providing certain legal services to audit clients
in some circumstances because the threats cannot be addressed
by applying safeguards.
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Requirements and Application Material
All Audit Clients

608.3 A1 Legal services are defined as any services for which the
individual providing the services must either:

(a) Have the required legal training to practice law; or
(b) Be admitted to practice law before the courts of India.
Acting in an Advisory Role

608.4 A1 Legal advisory services might include a wide and diversified range
of service areas including both corporate and commercial services
to audit clients, such as:

. Contract support.

. Supporting an audit client in executing a transaction.

. Mergers and acquisitions.

. Supporting and assisting an audit client"s internal legd
department.

. Legal due diligence and restructuring.

608.4 A2 Factors that are relevant in evaluating the level of self-review or
advocacy threats created by providing legal advisory services to an
audit client include:

. The materiality of the specific matter in relation to the
client”s financial statements.

. The complexity of the legal matter and the degree of
judgment necessary to provide the service.

608.4 A3 Examples of actions that might be safeguards to address threats
include:

. Using professionals who are not audit team members to
perform the service might address a self-review or
advocacy threat.

. Having an appropriate reviewer who was not involved in
providing the service review the audit work or the service
performed might address a self-review threat.
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Acting as General Counsel

R608.5 A partner or employee of the firm or the network firm shall not serve
as General Counsel for legal affairs of an audit client.

608.5 A1 The position of General Counsel is usually a senior management
position with broad responsibility for the legal affairs of a company.

Acting in an Advocacy Role

R608.6 A firm or a network firm shall not act in an advocacy role foran  audit
client in resolving a dispute or litigation when the amounts involved
are material to the financial statements on which the firm will
express an opinion.

608.6 A1 Examples of actions that might be safeguards to address a self-
review threat created when acting in an advocacy role for an audit
client when the amounts involved are not material to the financial
statements on which the firm will express an opinion include:

. Using professionals who are not audit team members to
perform the service.

. Having an appropriate reviewer who was not involved in
providing the service review the audit work or the service
performed.

SUBSECTION 609 - RECRUITING SERVICES

Introduction

609.1 Providing recruiting services to an audit client might create a self-
interest, familiarity or intimidation threat.

609.2 In addition to the specific requirements and application material in

this subsection, the requirements and application material in
paragraphs 600.1 to R600.10 are relevant to applying the
conceptual framework when providing a recruiting service to an
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audit client. This subsection includes requirements that prohibit firms
and network firms from providing certain types of recruiting services
to audit clients in some circumstances because the threats created
cannot be addressed by applying safeguards.

Requirements and Application Material
All Audit Clients
609.3 A1 Recruiting services might include activities such as:

. Developing a job description.

. Developing a process for identifying and selecting
potential candidates.

. Searching for or seeking out candidates.

. Screening potential candidates for the role by:
o Reviewing the professional qualifications or

competence of applicants and determining their
suitability for the position.

o Undertaking reference checks of prospective
candidates.
o Interviewing and selecting suitable candidates and

advising on candidates" competence.

. Determining employment terms and negotiating details,
such as salary, hours and other compensation.

609.3 A2 Paragraph R600.7 precludes a firm or a network firm from assuming
a management responsibility. Providing the following services does
not usually create a threat as long as personnel of the firm or
network firm does not assume a management responsibility:

. Reviewing the professional qualifications of a number of
applicants and providing advice on their suitability for the
position.

. Interviewing candidates and advising on a candidate”s

competence for financial accounting, administrative or
control positions.
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R609.4 When a firm or network firm provides recruiting services to an audit
client, the firm shall be satisfied that:

(a) The client assigns the responsibility to make all
management decisions with respect to hiring the candidate
for the position to a competent employee, preferably within
senior management; and

(b) The client makes all management decisions with respect to
the hiring process, including:

. Determining the suitability of prospective
candidates and selecting suitable candidates for
the position.

. Determining employment terms and negotiating
details, such as salary, hours and other
compensation.

609.5 A1 Factors that are relevant in evaluating the level of self-interest,
familiarity or intimidation threats created by providing recruiting
services to an audit client include:

. The nature of the requested assistance.

. The role of the individual to be recruited.

. Any conflicts of interest or relationships that might exist
between the candidates and the firm providing the advice
or service.

609.5 A2 Anexample of an action that might be a safeguard to address such
a self-interest, familiarity or intimidation threat is using
professionals who are not audit team members to perform the
service.

Recruiting Services that are Prohibited

R609.6  When providing recruiting services to an audit client, the firmor  the
network firm shall not act as a negotiator on the dient's behalf.

R609.7 A firm or a network firm shall not provide a recruiting service to an
audit client if the service relates to:

(@)  Searching for or seeking out candidates; or
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(b) Undertaking reference checks of prospective candidates,
with respect to the following positions:

(i) A director or officer of the entity; or

(i) A member of senior management 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.

SUBSECTION 610 - CORPORATE FINANCE SERVICES

Introduction

610.1 Providing corporate finance services to an audit client might create
a self-review or advocacy threat.

610.2 In addition to the specific requirements and application material in
this subsection, the requirements and application material in
paragraphs 600.1 to R600.10 are relevant to applying the
conceptual framework when providing a corporate finance service
to an audit client. This subsection includes requirements that
prohibit firms and network firms from providing certain corporate
finance services in some circumstances to audit clients because
the threats created cannot be addressed by applying safeguards.

The provisions stated below are subject to restrictions under
Companies Act, 2013, where applicable, which apply to the
Company including its holding company and subsidiary company.
Requirements and Application Material
All Audit Clients

610.3 A1 Examples of corporate finance services that might create a self-
review or advocacy threat include:

. Assisting an audit client in developing corporate
strategies.

. Identifying possible targets for the audit client to acquire.

. Advising on disposal transactions.
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Assisting in finance raising transactions.
Providing structuring advice.

Providing 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 express an opinion.

610.3 A2 Factors that are relevant in evaluating the level of such threats
created by providing corporate finance services to an audit client
include:

The degree of subjectivity involved in determining the
appropriate treatment for the outcome or consequences of
the corporate finance advice in the financial statements.

The extent to which:

o The outcome of the corporate finance advice will
directly affect amounts recorded in the financial
statements.

o The amounts are material to the financial
statements.

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.

610.3 A3 Examples of actions that might be safeguards to address threats

include:

Using professionals who are not audit team members to
perform the service might address self-review or advocacy
threats.

Having an appropriate reviewer who was not involved in
providing the service review the audit work or service
performed might address a self-review threat.
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