Technical Services Department

Brief on NOCLAR

Introduction
The Institute’s members are required to comply with the ethical requirements contained in the
Institute’s Code of Ethics for Chartered Accountants (Institute Code). The Institute’s Code was last
revised in April 2015 and aligned with the Code of Ethics for Professional Accountants issued by
IESBA (IESBA Code), as of July 2014, subject to some changes. These changes are not in conflict
with the requirements of IESBA Code; rather make Institute’s Code more stringent and principally
arising out of the requirements of the ICAP’s Chartered Accountants Ordinance, 1961 (CA
Ordinance, 1961).
New ethics standard on ‘Responding to Non-Compliance with Laws and Regulations (NOCLAR
Standard)’ is included in the 2016 edition of the Handbook of the IESBA’s Code of Ethics through
section 225 and section 360. These two new sections provide a framework and guidance to the
Professional Accountants (PAs) which includes PAs in Public Practice (PAPPs) and PAs in Business
(PAIBs) in deciding how best to act in the public interest when they become aware of noncompliance or suspected NOCLAR committed by a client or employer.
NOCLAR standard has become effective from July 15, 2017 as per IESBA issued standard.
Background
NOCLAR standard is the result of an extensive six-year consultative process, including two
Exposure Drafts (E.D) ‘Responding to Suspected Illegal Act’ and ‘Responding to Non-Compliance
with Laws and Regulations’ issued in 2012 and May 2015 respectively, three global roundtables in
Hong Kong, Brussels, and Washington, DC, and extensive outreach to the global regulatory
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community, international policy-making organizations, investors, preparers, corporate governance
community, national standard setters, accounting firms, professional accountancy organizations,
and other stakeholders. In developing the standard, the IESBA also liaised closely with IAASB so
that the new standard and the IAASB’s ISAs are aligned.
IESBA issued the final pronouncement on NOCLAR in July 2016 including consequential and
conforming amendments to other sections of the IESBA Code.
What is NOCLAR?

“NOCLAR is deﬁned as any act of omission or commission, intentional or
unintentional, committed by a client or employer, including by management or
by others working for or under the direction of the client or employer, which is
contrary to prevailing laws or regulations.”
NOCLAR Standard places renewed emphasis on the role of PAs in creating a culture of sound
corporate governance and in global fight against NOCLAR, such as financial fraud, money
laundering, and corruption. This is the first time PAs have been permitted to set aside the duty of
confidentiality in order to disclose NOCLAR to the appropriate public authorities.
The PA’s objective is to alert management and, where applicable, those charged with governance
(TCWG) about the matter to seek to enable them to take appropriate action to rectify, remediate
or mitigate the consequences of the identiﬁed or suspected non-compliance, or deter the
commission of the non-compliance where it has not yet occurred. It is important to note that it is,
and remains, the responsibility of the audit client’s or the employing organisation’s management,
with the oversight of TCWG, to ensure compliance with relevant laws and regulations. PAs cannot
disclose NOCLAR to an appropriate authority if doing so would be contrary to law or regulation.
The PA is also required to determine, in the circumstances, whether further action is needed in
the public interest. Further action could include, among other actions, the reporting of a matter
to an appropriate authority under the appropriate circumstances, despite the absence of a legal
obligation to do so, and without being limited by the ethical duty of conﬁdentiality.
Disclosing a matter to an appropriate authority would be at the end stage of the process in
relation to serious identiﬁed or suspected NOCLAR, after consideration of a range of factors,
including the appropriateness of the response of management and, where applicable, TCWG.
If PA decides that disclosure of NOCLAR to an appropriate authority is the right course of action in
the circumstances, then such a disclosure will not be considered a breach of confidentiality
subject to the condition that he/she act in good faith and exercise caution.
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Scope of laws and regulations
The approach to be taken by PAs who encounters or made aware of NOCLAR:
Laws and regulations that have a direct effect on the determination of material amounts and
disclosures in the financial statements;
Other laws and regulations, compliance with which may be fundamental to the entity’s
business and operations, or to avoid material penalties.

•
•

Clearly inconsequential matters, personal misconduct and non-compliance by persons other than
above are outside the scope of NOCLAR standard.
Examples of the range of laws and regulations given in NOCLAR standard are:
•
•
•
•
•
•
•

Fraud, corruption and bribery
Money Laundering and terrorist financing
Securities market trading
Banking & financial products and services
Environmental protection
Public Health and Safety
Data protection

Varied Roles of Professional Accountant
Responsibilities to respond to NOCLAR vary with the role of PA. The standard applies to all PAs
including:
•
•
•
•

Auditors;
PAs in public practice other than auditors;
PAIBs who are at senior positions e.g. directors, officers, or senior employees;
PAIBs other than Senior PAIBs.

Those to whom PAs may raise NOCLAR matters will also be directly affected including those in
management positions or on boards of directors, and regulators or other public authorities.
All of the above persons are expected, after obtaining a thorough understanding of the matter, to
discuss it with the appropriate level of management, or directors if necessary, to enable them to
take appropriate action.
Depending on the accountant’s assessment of the adequacy of the response by management or
directors after reporting to them, further action may include:
•

Disclosing the matter to an appropriate authority (even if not required by law)

•

Resigning or otherwise withdrawing from the relationship

•

If withdrawing, inform a successor accountant accordingly.
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These steps are obviously not taken lightly and will depend on many factors,
harm to any stakeholders and other legislation that may even prohibit
confidentiality requirement plays a role, but Section 225.33 and 360.28
clarifies that disclosure of the matter to an appropriate authority would be
is contrary to laws or regulations.

including evidence of
disclosure. The PA’s
of NOCLAR standard
precluded if doing so

In exceptional circumstances, PAs may immediately disclose the matter to an appropriate
authority if imminent breach of a law or regulation that would cause substantial harm to
stakeholders. Such disclosure will not be considered as breach of confidentiality under section 140
of the IESBA Code.
NOCLAR & its linkage with ISAs
In response to NOCLAR requirements in the IESBA Code, the International Auditing and Assurance
Standards Board (IAASB) has made limited amendments to ISA 250 (Revised) to align it with revised
IESBA Code.
These amendments particularly include the definition of non-compliance and the examples of laws
and regulations. It clarifies the auditor’s determination of whether to report identified or
suspected NOCLAR to an appropriate authority outside the entity, auditor’s duty of
confidentiality, highlights auditor’s additional responsibilities under law & regulation or relevant
ethical requirements to enhance the consideration of the implications of NOCLAR on the audit.
With the revision of ISA 250, certain conforming amendments have been made in different ISAs
including ISA 210, ‘Agreeing the Terms of Audit Engagements’, ISA 240, ‘Auditor’s Responsibilities
Relating to Fraud in an Audit of Financial Statements’, ISA 220, ‘Quality Control for an Audit of
Financial Statements’, ISAE 3000 (Revised), ‘Assurance Engagements Other than Audits or Reviews
of Historical Financial Information’, ISRS 4410 (Revised), ‘Compilation Engagements’, ISRE 2400
(Revised), ‘Engagements to Review Historical Financial Statements’, ISAE 3402, ‘Assurance Reports
on Controls at a Service Organization’.
ISA 250 (Revised) with other conforming amendments is effective for audits of financial
statements for periods beginning on or after December 15, 2017.

The complete text of NOCLAR standard along with additional supportive material can be accessed from
the IESBA website at the following link: http://www.ethicsboard.org/responding-non-compliancelaws-and-regulations
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