
 
 

August 26, 2008 
 
 
International Federation of Accountants 
545 Fifth Avenue – 14th Floor 
New York, NY 10017 
 
By mail and e-mail to: edcomments@ifac.org 
 
RE: Exposure Draft – Section 290 of the Code of Ethics: Independence-Audit and Review 

Engagements (May 2008) 
 
To the Members of the International Ethics Standards Board for Accountants: 
 
We appreciate the opportunity to offer comments to the International Ethics Standards Board for 
Accountants (IESBA) on the “Exposure Draft -Independence-Audit and Review Engagements” 
(the Exposure Draft).  The National Association of State Boards of Accountancy’s (NASBA) 
mission is to enhance the effectiveness of state boards of accountancy.  In furtherance of that 
mission, NASBA offers the following comments. 
 
Question #1of the Exposure Draft asks for comments on whether the proposed restriction 
on providing internal audit services to public interest audit clients is appropriate.   
 
Without commenting on which entities should be considered “public interest” audit clients in a 
particular jurisdiction, NASBA believes that the proposed restriction is appropriate. 
 
Question #2 asks for comments on whether there should be an exception for immaterial 
internal audit services provided to an audit client that is a public interest entity.  
 
 NASBA believes that an exception for non-recurring immaterial internal audit services is 
acceptable.   
 
A series of “immaterial internal audit services’ could constitute more than “immaterial services” 
when considered as a whole.  NASBA believes that the Board should include the thought in 
Section 290.201 that “non-recurring” refers to the service provided and not to a particular 
question, and that provision of such immaterial services would be expected to be unusual. 
 
Question #3 asks for comments on the appropriateness of the required frequency of the 
application of the safeguard and the requirement to determine whether a pre-issuance 
review is required in those instances when the total fees significantly exceed 15%.   
 
NASBA believes that the proposal as written is not appropriate. 
NASBA believes that it is not in the public interest to provide for a “grace period” before the 
requirement for notification to those charged with governance becomes effective.   The “too 
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significant self-interest threat” arises as soon as the 15% amount of fees is exceeded.  
Accordingly, at the commencement of a particular engagement, the provision for notification 
should be required if the fees for the client are expected to exceed 15% of the total fees expected 
to be received by the firm.   In addition, notification should be required in all proposals for new 
clients if the fees for the prospective client are expected to exceed 15% of the total fees expected 
to be received by the firm. 
 
The IESBA uses a bright line 15%  for the threshold for notification, but uses the phrase 
“significantly exceeds 15%” before requiring the firm to consider whether a pre-issuance review, 
rather than a post issuance review, is required.  NASBA believes that the IESBA should choose a 
specific bright line percentage in place of the “significantly exceeds” concept, which is subject to 
wide interpretation.   
 
NASBA recommends that the IESBA reconsider whether a post-issuance review mitigates the 
“too significant self-interest threat” because it is after the fact.  NASBA further recommends that 
the IESBA require a second partner review for all pubic interest entities which meet the IESBA’s 
15% threshold. 
 
NASBA notes that one “safeguard” in Section 290.214 is completely ineffective in certain 
circumstances.  If audit fees from a client constitute a” large proportion of the revenue of an 
individual office of the firm, the remedy of  “Having an additional professional accountant 
review the work or otherwise advise as necessary” will be completely ineffective if the 
professional accountant practices in the same office.  The IESBA may wish to clarify the second 
“safeguard” by stating that the professional accountant must practice in a different accounting 
firm or must practice in another office of the same firm. 
 
We appreciate the opportunity to comment on the International Ethics Standards Board for 
Accountants’ Exposure Draft -Independence-Audit and Review Engagements 
 
Sincerely, 

  
Samuel K. Cotterell, CPA 
NASBA Chair  
 

 
David A. Costello, CPA 
NASBA President & CEO 


