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by a new version. The feature-enhanced new version of the AICPA Code of Professional Conduct that is
effective as of December 15, 2014, is accessible at http://pub.aicpa.org/codeofconduct/Ethics.aspx.
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Code of Professional Conduct
INTRODUCTION

As Adopted January 12, 1988, unless otherwise indicated.
Composition, Applicability, and Compliance

The Code of Professional Conduct of the American Institute of Certified Public Accountants consists
of two sections—(1) the Principles and (2) the Rules. The Principles provide the framework for the
Rules, which govern the performance of professional services by members. The Council of the Ameri-
can Institute of Certified Public Accountants is authorized to designate bodies to promulgate technical
standards under the Rules, and the bylaws require adherence to those Rules and standards.

The Code of Professional Conduct was adopted by the membership to provide guidance and rules to
all members—those in public practice, in industry, in government, and in education—in the performance
of their professional responsibilities.

Compliance with the Code of Professional Conduct, as with all standards in an open society, de-
pends primarily on members' understanding and voluntary actions, secondarily on reinforcement by
peers and public opinion, and ultimately on disciplinary proceedings, when necessary, against members
who fail to comply with the Rules.

Other Guidance

Interpretations of Rules of Conduct consist of interpretations which have been adopted, after expo-
sure to state societies, state boards, practice units and other interested parties, by the professional ethics
division's executive committee to provide guidelines as to the scope and application of the Rules but are
not intended to limit such scope or application. A member who departs from such guidelines shall have
the burden of justifying such departure in any disciplinary hearing. Interpretations which existed before
the adoption of the Code of Professional Conduct on January 12, 1988, will remain in effect until further
action is deemed necessary by the appropriate senior technical committee.

Ethics Rulings consist of formal rulings made by the professional ethics division's executive commit-
tee after exposure to state societies, state boards, practice units and other interested parties. These rulings
summarize the application of Rules of Conduct and Interpretations to a particular set of factual circum-
stances. Members who depart from such rulings in similar circumstances will be requested to justify
such departures. Ethics Rulings which existed before the adoption of the Code of Professional Conduct
on January 12, 1988, will remain in effect until further action is deemed necessary by the appropriate
senior technical committee.

Publication of an Interpretation or Ethics Ruling in The Journal of Accountancy constitutes notice to
members. Hence, the effective date of the pronouncement is the last day of the month in which the pro-
nouncement is published in The Journal of Accountancy. The professional ethics division will take into
consideration the time that would have been reasonable for the member to comply with the pronounce-
ment.

A member should also consult, if applicable, the ethical standards of his or her state CPA society,
state board of accountancy, the Securities and Exchange Commission, and any other governmental
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agency, which may regulate his or her client's business or use his or her report to evaluate the client's
compliance with applicable laws and related regulations.
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ET Section 50
PRINCIPLES OF PROFESSIONAL CONDUCT
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ET Section 51

Preamble

.01 Membership in the American Institute of Certified Public Accountants is voluntary. By accepting mem-
bership, a certified public accountant assumes an obligation of self-discipline above and beyond the re-
quirements of laws and regulations.

.02  These Principles of the Code of Professional Conduct of the American Institute of Certified Public Ac-
countants express the profession’s recognition of its responsibilities to the public, to clients, and to col-
leagues. They guide members in the performance of their professional responsibilities and express the
basic tenets of ethical and professional conduct. The Principles call for an unswerving commitment to
honorable behavior, even at the sacrifice of personal advantage.
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ET Section 52

Article I—Responsibilities

.01

In carrying out their responsibilities as professionals, members should
exercise sensitive professional and moral judgments in all their activities.

As professionals, certified public accountants perform an essential role in society. Consistent with that
role, members of the American Institute of Certified Public Accountants have responsibilities to all
those who use their professional services. Members also have a continuing responsibility to cooperate
with each other to improve the art of accounting, maintain the public's confidence, and carry out the pro-
fession's special responsibilities for self-governance. The collective efforts of all members are required
to maintain and enhance the traditions of the profession.
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ET Section 53

Article 11—The Public Interest

.01

.02

.03

.04

Members should accept the obligation to act in a way that
will serve the public interest, honor the public trust, and
demonstrate commitment to professionalism.

A distinguishing mark of a profession is acceptance of its responsibility to the public. The accounting
profession's public consists of clients, credit grantors, governments, employers, investors, the business
and financial community, and others who rely on the objectivity and integrity of certified public ac-
countants to maintain the orderly functioning of commerce. This reliance imposes a public interest re-
sponsibility on certified public accountants. The public interest is defined as the collective well-being of
the community of people and institutions the profession serves.

In discharging their professional responsibilities, members may encounter conflicting pressures from
among each of those groups. In resolving those conflicts, members should act with integrity, guided by
the precept that when members fulfill their responsibility to the public, clients' and employers' interests
are best served.

Those who rely on certified public accountants expect them to discharge their responsibilities with integ-
rity, objectivity, due professional care, and a genuine interest in serving the public. They are expected to
provide quality services, enter into fee arrangements, and offer a range of services—all in a manner that
demonstrates a level of professionalism consistent with these Principles of the Code of Professional
Conduct.

All who accept membership in the American Institute of Certified Public Accountants commit them-
selves to honor the public trust. In return for the faith that the public reposes in them, members should
seek continually to demonstrate their dedication to professional excellence.
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ET Section 54

Article Il1—Integrity

.01

.02

.03

.04

To maintain and broaden public confidence, members should perform
all professional responsibilities with the highest sense of integrity.

Integrity is an element of character fundamental to professional recognition. It is the quality from which
the public trust derives and the benchmark against which a member must ultimately test all decisions.

Integrity requires a member to be, among other things, honest and candid within the constraints of client
confidentiality. Service and the public trust should not be subordinated to personal gain and advantage.
Integrity can accommodate the inadvertent error and the honest difference of opinion; it cannot accom-
modate deceit or subordination of principle.

Integrity is measured in terms of what is right and just. In the absence of specific rules, standards, or
guidance, or in the face of conflicting opinions, a member should test decisions and deeds by asking:
"Am | doing what a person of integrity would do? Have | retained my integrity?" Integrity requires a
member to observe both the form and the spirit of technical and ethical standards; circumvention of
those standards constitutes subordination of judgment.

Integrity also requires a member to observe the principles of objectivity and independence and of due
care.
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ET Section 55

Article IV—OQObijectivity and Independence

01

.02

.03

.04

A member should maintain objectivity and be free of conflicts of

interest in discharging professional responsibilities. A member

in public practice should be independent in fact and appearance
when providing auditing and other attestation services.

Objectivity is a state of mind, a quality that lends value to a member's services. It is a distinguishing fea-
ture of the profession. The principle of objectivity imposes the obligation to be impartial, intellectually
honest, and free of conflicts of interest. Independence precludes relationships that may appear to impair
a member's objectivity in rendering attestation services.

Members often serve multiple interests in many different capacities and must demonstrate their objectiv-
ity in varying circumstances. Members in public practice render attest, tax, and management advisory
services. Other members prepare financial statements in the employment of others, perform internal au-
diting services, and serve in financial and management capacities in industry, education, and govern-
ment. They also educate and train those who aspire to admission into the profession. Regardless of ser-
vice or capacity, members should protect the integrity of their work, maintain objectivity, and avoid any
subordination of their judgment.

For a member in public practice, the maintenance of objectivity and independence requires a continuing
assessment of client relationships and public responsibility. Such a member who provides auditing and
other attestation services should be independent in fact and appearance. In providing all other services, a
member should maintain objectivity and avoid conflicts of interest.

Although members not in public practice cannot maintain the appearance of independence, they never-
theless have the responsibility to maintain objectivity in rendering professional services. Members em-
ployed by others to prepare financial statements or to perform auditing, tax, or consulting services are
charged with the same responsibility for objectivity as members in public practice and must be scrupu-
lous in their application of generally accepted accounting principles and candid in all their dealings with
members in public practice.
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ET Section 56

Article V—Due Care

.01

.02

.03

.04

.05

A member should observe the profession's technical and ethical standards,
strive continually to improve competence and the quality of services, and
discharge professional responsibility to the best of the member's ability.

The quest for excellence is the essence of due care. Due care requires a member to discharge profession-
al responsibilities with competence and diligence. It imposes the obligation to perform professional ser-
vices to the best of a member's ability with concern for the best interest of those for whom the services
are performed and consistent with the profession's responsibility to the public.

Competence is derived from a synthesis of education and experience. It begins with a mastery of the
common body of knowledge required for designation as a certified public accountant. The maintenance
of competence requires a commitment to learning and professional improvement that must continue
throughout a member's professional life. It is a member's individual responsibility. In all engagements
and in all responsibilities, each member should undertake to achieve a level of competence that will as-
sure that the quality of the member's services meets the high level of professionalism required by these
Principles.

Competence represents the attainment and maintenance of a level of understanding and knowledge that
enables a member to render services with facility and acumen. It also establishes the limitations of a
member's capabilities by dictating that consultation or referral may be required when a professional en-
gagement exceeds the personal competence of a member or a member's firm. Each member is responsi-
ble for assessing his or her own competence—of evaluating whether education, experience, and judg-
ment are adequate for the responsibility to be assumed.

Members should be diligent in discharging responsibilities to clients, employers, and the public. Dili-
gence imposes the responsibility to render services promptly and carefully, to be thorough, and to ob-
serve applicable technical and ethical standards.

Due care requires a member to plan and supervise adequately any professional activity for which he or
she is responsible.
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ET Section 57

Article VI—Scope and Nature of Services

.01

.02

.03

A member in public practice should observe the Principles
of the Code of Professional Conduct in determining the
scope and nature of services to be provided.

The public interest aspect of certified public accountants' services requires that such services be con-
sistent with acceptable professional behavior for certified public accountants. Integrity requires that ser-
vice and the public trust not be subordinated to personal gain and advantage. Objectivity and independ-
ence require that members be free from conflicts of interest in discharging professional responsibilities.
Due care requires that services be provided with competence and diligence.

Each of these Principles should be considered by members in determining whether or not to provide
specific services in individual circumstances. In some instances, they may represent an overall constraint
on the nonaudit services that might be offered to a specific client. No hard-and-fast rules can be devel-
oped to help members reach these judgments, but they must be satisfied that they are meeting the spirit
of the Principles in this regard.

In order to accomplish this, members should

e Practice in firms that have in place internal quality-control procedures to ensure that services are
competently delivered and adequately supervised.

e Determine, in their individual judgments, whether the scope and nature of other services provid-
ed to an audit client would create a conflict of interest in the performance of the audit function
for that client.

e Assess, in their individual judgments, whether an activity is consistent with their role as profes-
sionals.

[Revised May 15, 2000.]
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ET Section 90
RULES: APPLICABILITY AND DEFINITIONS
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ET Section 91

Applicability
As adopted
January 12, 1988,
unless otherwise
indicated
.01 The bylaws of the AICPA require that members adhere to the rules of the Code of Professional Conduct.

.02

Members must be prepared to justify departures from these rules.

Interpretation addressing the applicability of the AICPA Code of Professional Conduct. For purposes of
the applicability section of the code, a member is a member, an associated member, or an international
associate of the AICPA [sec. 92 par. .21].

1. The rules of conduct that follow apply to all professional services performed except

a. when the wording of the rule indicates otherwise.

b.

that a member who is practicing outside the United States will not be considered in viola-
tion of a particular rule for departing from any of the rules stated herein as long as the
member's conduct is in accord with the rules of the organized accounting profession in
the country in which he or she is practicing. However, when a member is associated with
financial statements under circumstances that would lead the reader to assume that U.S.
practices were followed, the member must comply with the requirements of Rules 202,
Compliance With Standards [sec. 202 par. .01], and 203, Accounting Principles [sec. 203
par. .01].

a member who is a member of a group engagement team (see the clarified SAS Special
Considerations—Audits of Group Financial Statements [Including the Work of Compo-
nent Auditors]) will not be considered in violation of a particular rule if a foreign compo-
nent auditor (accountant) departed from any of the ethics requirements stated herein with
respect to the audit or review of group financial statements or other attest engagement, as
long as the foreign component auditor’s (accountant’s) conduct, at a minimum, is in ac-
cordance with the ethics and independence requirements set forth in the International Eth-
ics Standards Board for Accountants’ (IESBA’s) Code of Ethics for Professional Ac-
countants, and the members of the group engagement team are in compliance with the
rules stated herein.

the independence of the member’s firm will not be considered impaired if another firm or
entity located outside the United States that is within the member firm’s network depart-
ed from any of the rules stated herein, as long as the other firm or entity’s conduct, at a
minimum, is in accordance with the independence requirements set forth in the IESBA’s
Code of Ethics for Professional Accountants.

2. A member shall not knowingly permit a person, whom the member has the authority or capacity
to control, to carry out on his or her behalf, either with or without compensation, acts that, if car-
ried out by the member, would place the member in violation of the rules. Further, a member
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may be held responsible for the acts of all persons associated with him or her in public practice
whom the member has the authority or capacity to control.

3. A member (as defined in paragraph .21 of section 92) or a covered member (as defined in para-
graph .07 of section 92) may be considered to have his or her independence impaired, with re-
spect to a client, as the result of the actions or relationships of certain persons or entities, as de-
scribed in Rule 101, Independence [sec. 101 par. .01], and its interpretations and rulings, whom
the member or covered member does not have the authority or capacity to control. Therefore,
nothing in this section should lead one to conclude that the member’s or covered member's inde-
pendence is not impaired solely because of his or her inability to control the actions or relation-
ships of such persons or entities.

[Revised September 2011, effective November 30, 2011. Paragraph added August 1989, effective No-
vember 30, 1989. Revised December 1998. Revised July 2002 to reflect conforming changes necessary
due to the revision of Interpretation 101-1. Revised March 2013, revisions effective May 31, 2013. Re-
vised June 2014, effective September 30, 2014.]
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ET Section 92

Definitions

As adopted,
January 12, 1988,
unless otherwise
indicated

[Pursuant to its authority under the bylaws (BL § 3.6.2.2) to
interpret the Code of Professional Conduct, the Professional Ethics
Executive Committee has issued the following definitions of terms
appearing in the code effective November 30, 1989.]

.01  Attest engagement. An attest engagement is an engagement that requires independence as defined in
AICPA Professional Standards.

[Revised November 2001.]

.02  Attest engagement team. The attest engagement team consists of individuals participating in the attest
engagement, including those who perform concurring and second partner reviews. The attest engage-
ment team includes all employees and contractors retained by the firm who participate in the attest en-
gagement, irrespective of their functional classification (for example, audit, tax, or management consult-
ing services). The attest engagement team excludes specialists as discussed in AU-C section 620], Using
the Work of an Auditor’s Specialist, and individuals who perform only routine clerical functions, such as
word processing and photocopying.

[Revised November 2001. Revised May 2013, revisions effective June 30, 2013.]

.03 Client. A client is any person or entity, other than the member’s employer, that engages a member or a
member’s firm to perform professional services or a person or entity with respect to which professional
services are performed. For purposes of this paragraph, the term employer does not include the follow-
ing:

a. Entities engaged in public practice.

b. Federal, state, and local governments or component units thereof provided the member perform-
ing professional services with respect to those entities is

i. directly elected by voters of the government or component unit thereof with respect to
which professional services are performed;

ii. an individual who is (1) appointed by a legislative body and (2) subject to removal by
a legislative body; or

iii. appointed by someone other than the legislative body, so long as the appointment is
confirmed by the legislative body and removal is subject to oversight or approval by
the legislative body.

[Revised December 1998. Revised March 2013, revisions effective May 31, 2013.]
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.04

.05

.06

.07

Close relative. A close relative is a parent, sibling, or nondependent child.
[Revised November 2001.]

Confidential client information. Confidential client information is any information obtained from the
client that is not available to the public. Information that is available to the public includes, but is not
limited to, information

e inabook, periodical, newspaper, or similar publication;

e inaclient document that has been released by the client to the public or that has otherwise be-
come a matter of public knowledge;

e on publicly accessible websites, databases, online discussion forums, or other electronic media
by which members of the public can access the information;

e released or disclosed by the client or other third parties in media interviews, speeches, testimony
in a public forum, presentations made at seminars or trade association meetings, panel discus-
sions, earnings press release calls, investor calls, analyst sessions, investor conference presenta-
tions, or a similar public forum;

e maintained by, or filed with, regulatory or governmental bodies that is available to the public; or
e obtained from other public sources.

Unless the particular client information is available to the public, such information should be considered
confidential client information.

Members are advised that federal, state, or local statutes, rules, or regulations concerning confidentiality
of client information may be more restrictive than the requirements contained in the Code of Profession-
al Conduct.

[Effective November 30, 2011.]
Council. The council of the AICPA.
[Paragraph renumbered September 2011.]
Covered member. A covered member is
a. anindividual on the attest engagement team;
b. anindividual in a position to influence the attest engagement;

c. apartner, partner equivalent, or manager who provides nonattest services to the attest client be-
ginning once he or she provides 10 hours of nonattest services to the client within any fiscal year
and ending on the later of the date (i) the firm signs the report on the financial statements for the
fiscal year during which those services were provided or (ii) he or she no longer expects to pro-
vide 10 or more hours of nonattest services to the attest client on a recurring basis;
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[.08]
09

10

A1

[12]

d. apartner or partner equivalent in the office in which the lead attest engagement partner or partner
equivalent primarily practices in connection with the attest engagement;

e. the firm, including the firm’s employee benefit plans; or

f. an entity whose operating, financial, or accounting policies can be controlled (as defined in Fi-
nancial Accounting Standards Board [FASB] Accounting Standards Codification [ASC] 810,
Consolidation) by any of the individuals or entities described in (a)—(e) or by two or more such
individuals or entities if they act together.

[Revised November 2001. Revised March 2011, by the Professional Ethics Executive Committee, effec-
tive May 31, 2011. Paragraph renumbered September 2011. Revised March 2013, revisions effective for
engagements covering periods beginning on or after December 15, 2014.]

Enterprise. [Paragraph renumbered September 2011. Revised November 2001.]

Financial institution. A financial institution is considered to be an entity that, as part of its normal
business operations, makes loans or extends credit to the general public. In addition, for automobile
leases addressed under Interpretation 101-5, “Loans From Financial Institution Clients” under Rule 101,
Independence [sec. 101 par. .07], an entity would be considered a financial institution if it leases auto-
mobiles to the general public.

[Revised November 2002 and September 2003. Paragraph renumbered September 2011.]

Financial statements. A presentation of financial data, including accompanying notes, if any, intended
to communicate an entity’s economic resources obligations, or both, at a point in time or the changes
therein for a period of time, in accordance with generally accepted accounting principles or a compre-
hensive basis of accounting other than generally accepted accounting principles.

Incidental financial data to support recommendations to a client or in documents for which the reporting
is governed by Statements on Standards for Attestation Engagements and tax returns and supporting
schedules do not, for this purpose, constitute financial statements. The statement, affidavit, or signature
of preparers required on tax returns neither constitutes an opinion on financial statements nor requires a
disclaimer of such opinion.

[Paragraph renumbered September 2011.]

Firm. A firm is a form of organization permitted by law or regulation whose characteristics conform to
resolutions of the council of the AICPA and that is engaged in public practice. Firm includes the indi-
vidual partners thereof except for purposes of applying Rule 101 [sec. 101 par. .01]. For purposes of ap-
plying Rule 101, firm includes a network firm when the engagement is either a financial statement audit
or review engagement, and the audit or review report is not restricted, as defined by professional stand-
ards.

[Revised November 2001. Revised May 2010, effective for engagements covering periods beginning on
or after July 1, 2011. Paragraph renumbered September 2011. Revised March 2013, revisions effective
May 31, 2013.]

Holding out. [Deleted March 2013, effective May 31, 2013.]
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13

14

15

.16

A7

18

Immediate family. Immediate family is a spouse, spousal equivalent, or dependent (whether or not re-
lated).

[Revised November 2001. Paragraph renumbered September 2011.]

Individual in a position to influence the attest engagement. An individual in a position to influence
the attest engagement is one who

a. evaluates the performance or recommends the compensation of the attest engagement partner;

b. directly supervises or manages the attest engagement partner, including all successively senior
levels above that individual through the firm’s chief executive;

c. consults with the attest engagement team regarding technical or industry-related issues specific
to the attest engagement; or

d. participates in or oversees, at all successively senior levels, quality control activities, including
internal monitoring, with respect to the specific attest engagement.

[Revised November 2001. Paragraph renumbered September 2011.]
Institute. The American Institute of Certified Public Accountants.
[Paragraph renumbered September 2011.]

Interpretations of rules of conduct. Pronouncements issued by the division of professional ethics to
provide guidelines concerning the scope and application of the rules of conduct.

[Paragraph renumbered September 2011.]

Joint closely held investment. A joint closely held investment is an investment in an entity or property
by the member and the client (or the client's officers or directors, or any owner who has the ability to ex-
ercise significant influence over the client) that enables them to control (as defined in FASB ASC 810)
the entity or property.

[Revised November 2001. Revised March 2011, by the Professional Ethics Executive Committee, effec-
tive May 31, 2011. Paragraph renumbered September 2011.]

Key position. A key position is a position in which an individual

a. has primary responsibility for significant accounting functions that support material components
of the financial statements;

b. has primary responsibility for the preparation of the financial statements; or

c. has the ability to exercise influence over the contents of the financial statements, including when
the individual is a member of the board of directors or similar governing body, chief executive
officer, president, chief financial officer, chief operating officer, general counsel, chief account-
ing officer, controller, director of internal audit, director of financial reporting, treasurer, or any
equivalent position.
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19

.20

21

22

.23

For purposes of attest engagements not involving a client’s financial statements, a key position is one in
which an individual is primarily responsible for, or able to influence, the subject matter of the attest en-
gagement, as previously described.

[Revised November 2001. Paragraph renumbered September 2011.]

Loan. A loan is a financial transaction, the characteristics of which generally include, but are not limited
to, an agreement that provides for repayment terms and a rate of interest. A loan includes, but is not lim-
ited to, a guarantee of a loan, a letter of credit, a line of credit, or a loan commitment.

[Revised November 2001. Paragraph renumbered September 2011.]

Manager. A manager is a professional employee of the firm who has responsibility for the planning and
supervision of engagements for specified clients.

[Revised November 2001. Paragraph renumbered September 2011. Revised March 2013, effective May
31, 2013.]

Member. A member, associate member, or international associate of the AICPA.
[Paragraph renumbered September 2011.]

Member in business. A member employed or engaged on a contractual or volunteer basis in an execu-
tive, a staff, a governance, an advisory, or an administrative capacity in such areas as industry, the public
sector, education, the not-for-profit sector, or regulatory or professional bodies. This does not include a
member while engaged in public practice.

[Effective November 30, 2011. Revised March 2013, effective May 31, 2013.]

Network. For purposes of Interpretation No. 101-17, “Networks and network firms,” of Rule 101 [sec.
101 par. .19], a network is an association of entities that includes one or more firms that (a) cooperate
for the purpose of enhancing the firms’ capabilities to provide professional services and (b) share one or
more of the following characteristics:

1. The use of a common brand name (including common initials) as part of the firm name

2. Common control (as defined in FASB ASC 810) among the firms through ownership, manage-
ment, or other means

3. Profits or costs, excluding the following:
a. Costs of operating the association
b. Costs of developing audit methodologies, manuals, and training courses
c. Other costs that are immaterial to the firm

4. Common business strategy that involves ongoing collaboration amongst the firms whereby the
firms are responsible for implementing the association's strategy and are held accountable for
performance pursuant to that strategy
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24

.25

.26

5. Significant part of professional resources

6. Common quality control policies and procedures that firms are required to implement and that
are monitored by the association

A network may comprise a subset of entities within an association if only that subset of entities cooper-
ates and shares one or more of the characteristics set forth in the preceding list.

[Paragraph added May 2010, effective for engagements covering periods beginning on or after July 1,
2011. Revised March 2011, by the Professional Ethics Executive Committee, effective May 31, 2011.
Paragraph renumbered September 2011.]

Network firm. A network firm is a firm or other entity that belongs to a network, as defined in para-
graph .23. This includes any entity (including another firm) that the network firm, by itself or through
one or more of its owners, controls (as defined in FASB ASC 810), is controlled by, or is under common
control with.

[Paragraph added May 2010, effective for engagements covering periods beginning on or after July 1,
2011. Revised March 2011, by the Professional Ethics Executive Committee, effective May 31, 2011.
Paragraph renumbered September 2011.]

Normal lending procedures, terms, and requirements. Normal lending procedures, terms, and re-
quirements relating to a covered member's loan from a financial institution are defined as lending proce-
dures, terms, and requirements that are reasonably comparable with those relating to loans of a similar
character committed to other borrowers during the period in which the loan to the covered member is
committed. Accordingly, in making such comparison and in evaluating whether a loan was made under
normal lending procedures, terms, and requirements, the covered member should consider all the cir-
cumstances under which the loan was granted, including the following:

a. The amount of the loan in relation to the value of the collateral pledged as security and the credit
standing of the covered member.

b. Repayment terms.

c. Interest rate, including "points."

d. Closing costs.

e. General availability of such loans to the public.

Related prohibitions that may be more restrictive are prescribed by certain state and federal agencies
having regulatory authority over such financial institutions. Broker-dealers, for example, are subject to
regulation by the Securities and Exchange Commission.

[Revised November 2002. Paragraph renumbered May 2010. Paragraph renumbered September 2011.]

Office. An office is a reasonably distinct subgroup within a firm, whether constituted by formal organi-
zation or informal practice, where personnel who make up the subgroup generally serve the same group
of clients or work on the same categories of matters. Substance should govern the office classification.
For example, the expected regular personnel interactions and assigned reporting channels of an individ-
ual may well be more important than an individual’s physical location.
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27

.28

29

.30

31

[Revised November 2001. Paragraph renumbered May 2010. Paragraph renumbered September 2011.]

Partner. A partner is a proprietor, shareholder, equity or non-equity partner or any individual who as-
sumes the risks and benefits of firm ownership or who is otherwise held out by the firm to be the equiva-
lent of any of the aforementioned.

[Revised November 2001. Paragraph renumbered May 2010. Paragraph renumbered September 2011.]

Partner equivalent. A partner equivalent is a professional employee who is not a partner of the firm as
defined in paragraph .27, but who

a. has the authority to bind the firm to conduct an attest engagement without partner approval (for
example, the professional employee has the authority to sign or affix the firm’s name to an attest
engagement letter or contract to conduct an attest engagement without partner approval); or

b. has the ultimate responsibility for the conduct of an attest engagement, including the authority to
sign or affix the firm’s name to an attest report or issue, or authorize others to issue, an attest re-
port on behalf of the firm without partner approval.

Firms may use different titles to refer to professional employees with this authority, although a title is
not determinative of a partner equivalent. For purposes of this definition, partner approval does not in-
clude any partner approvals that are part of the firm’s normal approval and quality control review proce-
dures applicable to a partner.

This definition is solely for the purpose of applying Rule 101 [sec. 101 par. .01] and its interpretations
and rulings and should not be used or relied upon in any other context, including the determination of
whether the partner equivalent is an owner of the firm.

[Paragraph added March 2013, effective for engagements covering periods beginning on or after De-
cember 15, 2014.]

Period of the professional engagement. The period of the professional engagement begins when a
member either signs an initial engagement letter or other agreement to perform attest services or begins
to perform an attest engagement for a client, whichever is earlier. The period lasts for the entire duration
of the professional relationship (which could cover many periods) and ends with the formal or informal
notification, either by the member or the client, of the termination of the professional relationship or by
the issuance of a report, whichever is later. Accordingly, the period does not end with the issuance of a
report and recommence with the beginning of the following year's attest engagement.

[Revised November 2001. Paragraph renumbered May 2010. Paragraph renumbered September 2011.
Paragraph renumbered March 2013.]

Public practice. Public practice consists of the performance of professional services for a client by a
member or a member’s firm.

[Paragraph renumbered May 2010. Revised June 2009. Paragraph renumbered September 2011. Revised
and renumbered March 2013, effective May 31, 2013.]

Professional services. Professional services include all services performed by a member for a client, an
employer, or on a volunteer basis, requiring accountancy or related skills, including but not limited to,
accounting, audit and other attest services, tax, bookkeeping, management consulting, financial man-
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.33

agement, corporate governance, personal financial planning, business valuation, litigation support, edu-
cational, and those services for which standards are promulgated by bodies designated by council.

[Paragraph renumbered May 2010. Paragraph renumbered September 2011. Revised and renumbered
March 2013, effective May 31, 2013.]

Significant influence. The term significant influence is as defined in FASB ASC 323-10-15.

[Revised November 2001 and June 2009. Paragraph renumbered May 2010. Paragraph renumbered Sep-
tember 2011. Paragraph renumbered March 2013.]

Those charged with governance. The person(s) or organization(s) (for example, a corporate trustee)
with responsibility for overseeing the strategic direction of the entity and the obligations related to the
accountability of the entity. This includes overseeing the financial reporting process. Those charged with
governance may include management personnel (for example, executive members of a governance
board or an owner-manager).

When an interpretation requires communicating with those charged with governance, the member
should determine the appropriate person(s) within the entity's governance structure with whom to com-
municate, based on the nature and importance of the particular circumstances and matter to be commu-
nicated,. If the member communicates with a subgroup of those charged with governance (for example,
an audit committee or an individual), the member should determine whether communication with all of
those charged with governance is also necessary, so that they are adequately informed.

[Paragraph added April 2014, effective April 30, 2014.]
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ET Section 100
INDEPENDENCE, INTEGRITY, AND OBJECTIVITY
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ET Section 100-1

Conceptual Framework for AICPA Independence Standards

Introduction

01

.02

.03

.04

.05

This conceptual framework describes the risk-based approach to analyzing independence matters that is
used by the Professional Ethics Executive Committee (PEEC) of the AICPA when it develops independ-
ence standards. Under that approach, a member’s relationship with a client is evaluated to determine
whether it poses an unacceptable risk to the member’s independence. Risk is unacceptable if the rela-
tionship would compromise (or would be perceived as compromising by an informed third party having
knowledge of all relevant information) the member’s professional judgment when rendering an attest
service to the client. Key to that evaluation is identifying and assessing the extent to which a threat to the
member’s independence exists and, if it does, whether it would be reasonable to expect that the threat
would compromise the member’s professional judgment and, if so, whether it can be effectively mitigat-
ed or eliminated. Under the risk-based approach, steps are taken to prevent circumstances that threaten
independence from compromising the professional judgments required in the performance of an attest
engagement.

Professional standards of the AICPA require independence for all attest engagements. The PEEC bases
its independence interpretations and rulings under section 100 on the concepts in this framework. How-
ever, in certain circumstances the PEEC has determined that it is appropriate to prohibit or restrict cer-
tain relationships notwithstanding the fact that the risk may be at an acceptable level. For example, the
PEEC has determined that a covered member should not own even an immaterial direct financial interest
in an attest client.

Because this conceptual framework describes the concepts upon which the AICPA’s independence in-
terpretations and rulings are based, it may assist AICPA members and others in understanding those in-
terpretations and rulings. In addition, this conceptual framework should be used by members when mak-
ing decisions on independence matters that are not explicitly addressed by the Code of Professional
Conduct. Under no circumstances, however, may the framework be used to overcome prohibitions or
requirements contained in the independence interpretations and rulings.

The risk-based approach entails evaluating the risk that the member would not be independent or would
be perceived by a reasonable and informed third party having knowledge of all relevant information as
not being independent. That risk must be reduced to an acceptable level to conclude that a member is in-
dependent under the concepts in this framework. Risk is at an acceptable level when threats are at an ac-
ceptable level, either because of the types of threats and their potential effect, or because safeguards
have sufficiently mitigated or eliminated the threats. Threats are at an acceptable level when it is not rea-
sonable to expect that the threat would compromise professional judgment.

The risk-based approach involves the following steps.

a. ldentifying and evaluating threats to independence—Identify and evaluate threats, both individu-
ally and in the aggregate, because threats can have a cumulative effect on a member’s independ-
ence. Where threats are identified but, due to the types of threats and their potential effects, such
threats are considered to be at an acceptable level (that is, it is not reasonable to expect that the
threats would compromise professional judgment), the consideration of safeguards is not re-
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C.
Definitions
.06
a.
b.
.07
.08

quired. If identified threats are not considered to be at an acceptable level, safeguards should be
considered as described in paragraph .05b.

Determining whether safeguards already eliminate or sufficiently mitigate identified threats and
whether threats that have not yet been mitigated can be eliminated or sufficiently mitigated by
safeguards—Different safeguards can mitigate or eliminate different types of threats, and one
safeguard can mitigate or eliminate several types of threats simultaneously. When threats are suf-
ficiently mitigated by safeguards, the threats’ potential to compromise professional judgment is
reduced to an acceptable level. A threat has been sufficiently mitigated by safeguards if, after
application of the safeguards, it is not reasonable to expect that the threat would compromise
professional judgment. ™*

If no safeguards are available to eliminate an unacceptable threat or reduce it to an acceptable
level, independence would be considered impaired.

Independence is defined as:

Independence of mind—The state of mind that permits the performance of an attest service with-
out being affected by influences that compromise professional judgment, thereby allowing an in-
dividual to act with integrity and exercise objectivity and professional skepticism.

Independence in appearance—The avoidance of circumstances that would cause a reasonable
and informed third party, having knowledge of all relevant information, including safeguards ™2
applied, to reasonably conclude that the integrity, objectivity, or professional skepticism of a
firm or a member of the attest engagement team had been compromised.

This definition reflects the longstanding professional requirement that members who provide services to
entities for which independence is required be independent both in fact and in appearance. ™® The state
of mind of a member who is independent “in fact” assists the member in performing an attest engage-
ment in an objective manner. Accordingly, independence of mind reflects the longstanding requirement
that members be independent in fact.

This definition is used as part of the risk-based approach to analyze independence. Because the risk-
based approach requires judgment, the definition should not be interpreted as an absolute. For example,
the phrase “without being affected by influences that compromise professional judgment” is not intend-
ed to convey that the member must be free of any and all influences that might compromise objective
judgment. Instead, a determination must be made about whether such influences, if present, create an

M1 |n cases where threats to independence are not at an acceptable level, thereby requiring the application of safeguards, the threats
identified and the safeguards applied to eliminate the threats or reduce them to an acceptable level should be documented as required
under “Other Considerations” of Interpretation 101-1, Interpretation of Rule 101 [section 101.02].

M2 The term safeguards is defined in paragraph .20.

M3 Section 55, Article IV—Objectivity and Independence, states, “A member in public practice should be independent in fact and
appearance when providing auditing and other attestation services.”
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.16

unacceptable risk that a member would not act with integrity and exercise objectivity and professional
skepticism in the conduct of a particular engagement, or would be perceived as not being able to do so
by a reasonable and informed third party that has knowledge of all relevant information.

Impair—For purposes of this framework, impair means to effectively extinguish (independence). When
a member’s independence is impaired, the member is not independent.

Threats—Threats to independence are circumstances that could impair independence. Whether inde-
pendence is impaired depends on the nature of the threat, whether it would be reasonable to expect that
the threat would compromise the member’s professional judgment and, if so, the specific safeguards ap-
plied to reduce or eliminate the threat, and the effectiveness of those safeguards as described in para-
graph .21.

Threats might not involve violations of existing interpretations or rulings. For example, the circumstance
described in paragraph .18b of this framework is permissible in limited instances under current AICPA
independence interpretations and rulings.

Many different circumstances (or combinations of circumstances) can create threats to independence. It
is impossible to identify every situation that creates a threat. However, seven broad categories of threats
should always be evaluated when threats to independence are being identified and assessed. They are
self-review, advocacy, adverse interest, familiarity, undue influence, financial self-interest, and man-
agement participation threats The following paragraphs define and provide examples, which are not all-
inclusive, of each of these threat categories. Some of these examples are the subject of independence in-
terpretations and rulings contained in the Code of Professional Conduct.

Self-review threat—Members reviewing as part of an attest engagement evidence that results from their
own, or their firm’s, nonattest work such as, preparing source documents used to generate the client’s fi-
nancial statements

Advocacy threat—Actions promoting an attest client’s interests or position. ™*

a. Promoting the client’s securities as part of an initial public offering

b. Representing a client in U.S. tax court
Adverse interest threat—Actions or interests between the member and the client that are in opposition,
such as, commencing, or the expressed intention to commence, litigation by either the client or the

member against the other.

Familiarity threat—Members having a close or longstanding relationship with an attest client or know-
ing individuals or entities (including by reputation) who performed nonattest services for the client.

a. A member of the attest engagement team whose spouse is in a key position at the client, such as
the client’s CEO

M4 This threat does not arise from testifying as a fact witness or defending the results of a professional service that the member per-
formed for the client.
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d.

e.

A partner or partner equivalent of the firm who has provided the client with attest services for a
prolonged period

A member who performs insufficient audit procedures when reviewing the results of a nonattest
service because the service was performed by the member’s firm

A member of the firm having recently been a director or an officer of the client

A member of the attest engagement team whose close friend is in a key position at the client

.17 Undue influence threat—Attempts by an attest client’s management or other interested parties to coerce
the member or exercise excessive influence over the member.

a.

C.

A threat to replace the member or the member’s firm over a disagreement with client manage-
ment on the application of an accounting principle

Pressure from the client to reduce necessary audit procedures for the purpose of reducing audit
fees

A gift from the client to the member that is other than clearly insignificant to the member

.18 Financial self-interest threat—Potential benefit to a member from a financial interest in, or from some
other financial relationship with, an attest client.

a.

b.

C.

d.

Having a direct financial interest or material indirect financial interest in the client

Having a loan from the client, from an officer or director of the client, or from an individual who
owns 10 percent or more of the client’s outstanding equity securities

Excessive reliance on revenue from a single attest client

Having a material joint venture or other material joint business arrangement with the client

19 Management participation threat—Taking on the role of client management or otherwise performing
management functions on behalf of an attest client.

a.
b.

C.

Serving as an officer or director of the client
Establishing and maintaining internal controls for the client

Hiring, supervising, or terminating the client’s employees

.20 Safeguards—Controls that eliminate or reduce threats to independence. Safeguards range from partial to
complete prohibitions of the threatening circumstance to procedures that counteract the potential influ-
ence of a threat. The nature and extent of the safeguards to be applied depend on many factors, including
the size of the firm and whether the client is a public interest entity. To be effective, safeguards should
eliminate or reduce the threat to an acceptable level.
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Solely for the purpose of this conceptual framework, the following entities are considered to be public
interest entities: (a) all listed entities™® and (b) any entity for which an audit is required by regulation or
legislation to be conducted in compliance with the same independence requirements that apply to an au-
dit of listed entities (for example, requirements of the Securities and Exchange Commission, the Public
Company Accounting Oversight Board, or other similar regulators or standard setters). fné 7

The effectiveness of a safeguard depends on many factors, including those listed here:
a. The facts and circumstances specific to a particular situation
b. The proper identification of threats
c. Whether the safeguard is suitably designed to meet its objectives
d. The party or parties that will be subject to the safeguard
e. How the safeguard is applied
f.  The consistency with which the safeguard is applied
g. Who applies the safeguard

There are three broad categories of safeguards. The relative importance of a safeguard depends on its
appropriateness in light of the facts and circumstances.

a. Safeguards created by the profession, legislation, or regulation
b. Safeguards implemented by the attest client

c. Safeguards implemented by the firm, including policies and procedures to implement profession-
al and regulatory requirements

Examples of various safeguards within each category are presented in the following paragraphs. The ex-
amples are not intended to be all-inclusive and, conversely, the examples of safeguards implemented by
the attest client and within the firm’s own systems and procedures may not all be present in each in-
stance. In addition, threats may be sufficiently mitigated through the application of other safeguards not
specifically identified herein.

M5 Including entities that are outside the United States whose shares, stock, or debt are quoted or listed on a recognized stock ex-
change or marketed under the regulations of a recognized stock exchange or other equivalent body. [Footnote revised September 2011,
effective November 30, 2011.]

M8 Members may wish to consider whether additional entities should also be treated as public interest entities because they have a
large number and wide range of stakeholders. Factors to be considered may include (a) the nature of the business, such as the holding
of assets in a fiduciary capacity for a large number of stakeholders; (b) size; and (c) number of employees. [Footnote added September
2011, effective November 30, 2011.]

M7 Members should refer to the independence regulations of authoritative regulatory bodies when a member performs attest services
and is required to be independent of the client under such regulations. [Footnote added September 2011, effective November 30,

2011]

Page 28



.24 Examples of safeguards created by the profession, legislation, or regulation

a.
b.
C.
d.

e.

f.

Education and training requirements on independence and ethics rules for new professionals
Continuing education requirements on independence and ethics

Professional standards and monitoring and disciplinary processes

External review of a firm’s quality control system

Legislation governing the independence requirements of the firm

Competency and experience requirements for professional licensure

.25  Examples of safeguards implemented by the attest client that would operate in combination with other
safeguards

a.

The attest client has personnel with suitable skill, knowledge, and/or experience who make man-
agerial decisions with respect to the delivery of nonattest services by the member to the attest
client

A tone at the top that emphasizes the attest client’s commitment to fair financial reporting
Policies and procedures that are designed to achieve fair financial reporting

A governance structure, such as an active audit committee, that is designed to ensure appropriate
decision making, oversight, and communications regarding a firm’s services

Policies that dictate the types of services that the entity can hire the audit firm to provide without
causing the firm’s independence to be considered impaired

.26 Examples of safeguards implemented by the firm

a.

Firm leadership that stresses the importance of independence and the expectation that members
of attest engagement teams will act in the public interest

Policies and procedures that are designed to implement and monitor quality control in attest en-
gagements

Documented independence policies regarding the identification of threats to independence, the
evaluation of the significance of those threats, and the identification and application of safe-
guards that can eliminate the threats or reduce them to an acceptable level

Internal policies and procedures that are designed to monitor compliance with the firm’s inde-
pendence policies and procedures

Policies and procedures that are designed to identify interests or relationships between the firm
or its partners and professional staff and attest clients
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The use of different partners, partner equivalents, and engagement teams that have separate re-
porting lines in the delivery of permitted nonattest services to an attest client, particularly when
the separation between reporting lines is significant

Training on, and timely communication of, a firm’s policies and procedures, and any changes to
them, for all partners and professional staff

Policies and procedures that are designed to monitor the firm’s, partner’s, or partner equivalent’s
reliance on revenue from a single client and, if necessary, cause action to be taken to address ex-
cessive reliance

Designating someone from senior management as the person who is responsible for overseeing
the adequate functioning of the firm’s quality control system

A means of informing partners and professional staff of attest clients and related entities from
which they must be independent

A disciplinary mechanism that is designed to promote compliance with policies and procedures

Policies and procedures that are designed to empower staff to communicate to senior members of
the firm any engagement issues that concern them without fear of retribution

. Policies and procedures relating to independence communications with audit committees or oth-
ers charged with client governance

Discussing independence issues with the audit committee or others responsible for the client’s
governance

Disclosures to the audit committee (or others responsible for the client’s governance) regarding
the nature of the services that are or will be provided and the extent of the fees charged or to be
charged

The involvement of another professional accountant who (i) reviews the work that is done for an
attest client or (ii) otherwise advises the attest engagement team (This individual could be some-
one from outside the firm or someone from within the firm who is not otherwise associated with
the attest engagement.)

Consultation on engagement issues with an interested third party, such as a committee of inde-
pendent directors, a professional regulatory body, or another professional accountant

Rotation of senior personnel who are part of the attest engagement team

Policies and procedures that are designed to ensure that members of the attest engagement team
do not make or assume responsibility for management decisions for the attest client

The involvement of another firm to perform part of the attest engagement

The involvement of another firm to reperform a nonattest service to the extent necessary to ena-
ble it to take responsibility for that service
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v. The removal of an individual from an attest engagement team when that individual’s financial in-
terests or relationships pose a threat to independence

w. A consultation function that is staffed with experts in accounting, auditing, independence, and
reporting matters who can help attest engagement teams (i) assess issues when guidance is un-
clear or when the issues are highly technical or require a great deal of judgment and (ii) resist
undue pressure from a client when the engagement team disagrees with the client about such is-
sues

X. Client acceptance and continuation policies that are designed to prevent association with clients
that pose an unacceptable threat to the member’s independence

y. Policies that preclude audit partners or partner equivalents from being directly compensated for
selling nonattest services to the audit client

[Issued April 2006, effective April 30, 2007, with earlier application encouraged, by the Professional
Ethics Executive Committee. Revised September 2011, effective November 30, 2011. Revised March
2013, revisions effective for engagements covering periods beginning on or after December 15, 2014.]
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ET Section 101

Independence

.01  Rule 101—Independence A member in public practice shall be independent in the performance of
professional services as required by standards promulgated by bodies designated by council.

[As adopted January 12, 1988.]
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Interpretations under Rule 101

—Independence

In performing an attest engagement, a member should consult the rules of his or her state board of accountan-
cy, his or her state CPA society, the Public Company Accounting Oversight Board and the U.S. Securities and
Exchange Commission (SEC) if the member's report will be filed with the SEC, the U.S. Department of Labor
(DOL) if the member's report will be filed with the DOL, the Government Accountability Office (GAO) if law,

regulation, agreement, policy or contract requires the member's report to be filed under GAO regulations, and
any organization that issues or enforces standards of independence that would apply to the member's engage-

ment. Such organizations may have independence requirements or rulings that differ from (for example, may be

more restrictive than) those of the AICPA.

.02 101-1—Interpretation of Rule 101
Independence shall be considered to be impaired if:
A. During the period of the professional engagement ™" a covered member

1. Had or was committed to acquire any direct or material indirect financial interest in the
client.

2. Was a trustee of any trust or executor or administrator of any estate if such trust or estate
had or was committed to acquire any direct or material indirect financial interest in the

client and

(i) The covered member (individually or with others) had the authority to make in-
vestment decisions for the trust or estate; or

(i) The trust or estate owned or was committed to acquire more than 10 percent of
the client's outstanding equity securities or other ownership interests; or

(iii)The value of the trust's or estate's holdings in the client exceeded 10 percent of the
total assets of the trust or estate.

3. Had a joint closely held investment that was material to the covered member.

4. Except as specifically permitted in Interpretation No. 101-5, “Loans From Financial Insti-
tution Clients and Related Terminology” [sec. 101 par. .07], had any loan to or from the
client, any officer or director of the client, or any individual owning 10 percent or more
of the client’s outstanding equity securities or other ownership interests.

f* Terms shown in boldface type upon first usage in this interpretation are defined in section 92, Definitions. [Footnote added, July
2002, to reflect conforming changes necessary due to the revision of Interpretation No. 101-1.]
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B. During the period of the professional engagement, a partner or professional employee of the
firm, his or her immediate family, or any group of such persons acting together owned more
than 5 percent of a client’s outstanding equity securities or other ownership interests.

C. During the period covered by the financial statements or during the period of the professional
engagement, a firm, or partner or professional employee of the firm was simultaneously associ-
ated with the client as a(n)

1. Director, officer, or employee, or in any capacity equivalent to that of a member of man-
agement;

2. Promoter, underwriter, or voting trustee; or
3. Trustee for any pension or profit-sharing trust of the client.
Transition Period for Certain Business and Employment Relationships

A business or employment relationship with a client that impairs independence under Interpretation No.
101-1, “Interpretation of Rule 101” [sec. 101 par. .02(C)], and that existed as of November 2001, will
not be deemed to impair independence provided such relationship was permitted under Rule 101 [sec.
101 par. .01], and its interpretations and rulings as of November 2001, and the individual severed that
relationship on or before May 31, 2002.

Application of the Independence Rules to Covered Members Formerly Employed by a Client or
Otherwise Associated With a Client

A firm’s independence would be impaired if a covered member who was formerly ™* (a) employed by a

client or (b) associated with a client as a(n) officer, director, promoter, underwriter, voting trustee, or
trustee for a pension or profit sharing trust of the client

a. fails to disassociate himself or herself from the client prior to becoming a covered member. Dis-
association includes the following:

i. Ceasing to participate in all employee health and welfare plans sponsored by the client,
unless the client is legally required to allow the covered member to participate in the plan
(for example, Consolidated Omnibus Budget Reconciliation Act (COBRA)) and the cov-
ered member pays 100 percent of his or her portion of the cost of participation on a cur-
rent basis.

ii. Ceasing to participate in all other employee benefit plans by liquidating or transferring all
vested benefits in the client’s defined benefit plans, defined contribution plans, share-

M1 This provision applies once the individual has terminated his or her relationship with the client and is no longer employed by, or
otherwise associated with, the client. See item (C) of Interpretation No. 101-1, “Interpretation of Rule 101” [par. .02], for matters in-
volving a partner or professional employee who is simultaneously employed by, or otherwise associated with, the client and the firm.
[Footnote moved and revised by the Professional Ethics Executive Committee, March 2010.]
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based compensation arrangements, ™2 deferred compensation plans, and other similar ar-
rangements at the earliest date permitted under the plan.™?

When the covered member does not participate on the attest engagement team or is not in
a position to influence the attest engagement, he or she is not required to liquidate or
transfer any vested benefits if such an action is not permitted under the terms of the plan
or if a penalty ™* significant to the benefits is imposed upon such liquidation or transfer.

iii. Disposing of any direct or material indirect financial interests in the client.

iv. Collecting or repaying any loans to or from the client, except for loans specifically per-
mitted or grandfathered under Interpretation No. 101-5 [par. .07].

v. Assessing other relationships with the client to determine if such relationships create
threats to independence that would require the application of safeguards to reduce the
threats to an acceptable level.

b. participates on the attest engagement team or is an individual in a position to influence the attest
engagement for the client when the attest engagement covers any period that includes his or her
former employment or association with that client.

Effective Date

The revisions to the section “Application of the Independence Rules to Covered Members Formerly
Employed by a Client or Otherwise Associated With a Client” of Interpretation No. 101-1 [par. .02] will
be effective on June 1, 2011. Early application is permitted.

Application of the Independence Rules to a Covered Member’s Immediate Family

A covered member’s immediate family is subject to Rule 101 [par. .01] and its interpretations and rul-
ings. When materiality of a financial interest is identified as a factor affecting independence in these in-
terpretations and rulings, the immediate family member and the covered member’s interests should be
combined.

M2 As defined in the Financial Accounting Standards Board Accounting Standards Codification glossary under the term share-based
payment arrangements. [Footnote moved and revised by the Professional Ethics Executive Committee, March 2010.]

M3 \When the member is a former employee of a governmental unit that is one of the sponsors of an employee benefit plan, the mem-
ber may continue to participate in the governmental plan if his or her current employer is also one of the sponsors of the plan. In such
circumstances, a covered member’s participation in the plan will not impair independence, provided that the plan is offered to all em-
ployees in comparable employment positions and the covered member has no influence or control over the investment strategy, bene-
fits, or other management activities associated with the plan and is required to continue his or her participation in the plan as a condi-

tion of employment. See Ethics Ruling No. 107, “Participation in Health and Welfare Plan Sponsored by Client,” of section 191, Eth-
ics Rulings on Independence, Integrity, and Objectivity [sec. 191 par. .214-.215], for further information. [Footnote added by the Pro-
fessional Ethics Executive Committee, March 2010.]

f4 A penalty includes an early withdrawal penalty levied under the tax law but excludes other income taxes that would be owed, or
market losses that may be incurred, as a result of the liquidation or transfer. [Footnote added by the Professional Ethics Executive
Committee, March 2010.]
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The following exceptions address situations in which independence will not be considered impaired.
Notwithstanding the following exceptions, the independence requirement in Interpretation No. 101-1
[par. .02(B)] applies.

Permitted Employment

An individual in a covered member’s immediate family may be employed by an attest client in a posi-
tion other than a key position.

Employee Benefit Plans Other Than Certain Share-Based Arrangements or Nonqualified Deferred
Compensation Plans

As a result of his or her permitted employment, an immediate family member of a covered member may
participate in a plan that is an attest client or that is sponsored by an attest client, other than a client’s
share-based compensation arrangement or nonqualified deferred compensation plan, provided that

a. the plan is offered to all employees in comparable employment positions;

b. the immediate family member does not serve in a position of governance (for example, board of
trustees) for the plan; and

c. the immediate family member does not have the ability to supervise or participate in the plan’s
investment decisions or in the selection of the investment options that will be made available to
plan participants.

An immediate family member of a covered member may hold a direct or material indirect financial in-
terest in an attest client through participation in a plan,™*® provided that

1. the covered member neither participates on the attest engagement team nor is in a position to in-
fluence the attest engagement;

2. such investment is an unavoidable consequence ™® of such participation; and

3. inthe event that a plan option to invest in a nonattest client becomes available, the immediate
family member selects such option and disposes of any direct or material indirect financial inter-
ests in thefattest client as soon as practicable but no later than 30 days after such option becomes
available. ™’

M5 Excluding share-based compensation arrangements and nonqualified deferred compensation plans. [Footnote added by the Pro-
fessional Ethics Executive Committee, March 2010.]

M6 Unavoidable consequence means that the immediate family member has no investment options available for selection, including
money market or invested cash options, other than in an attest client. [Footnote added by the Professional Ethics Executive Commit-
tee, March 2010.]

M7 When legal or other similar restrictions exist on a person’s right to dispose of a financial interest at a particular time, the person
need not dispose of the interest until the restrictions have lapsed. For example, a person does not have to dispose of a financial interest
in an attest client if doing so would violate an employer’s policies on insider trading. On the other hand, waiting for more advanta-
geous market conditions to dispose of the interest would not fall within this exception. [Footnote added by the Professional Ethics
Executive Committee, March 2010.]

Page 36



Share-Based Compensation Arrangements

Share-Based Compensation Arrangements Resulting in Beneficial Financial Interests™® in Attest Cli-
ents

As a result of his or her permitted employment, an immediate family member of a covered member may
participate in a share-based compensation arrangement, such as an employee stock ownership plan
(ESOP), that results in his or her holding a beneficial financial interest in an attest client, provided that

1. the covered member neither participates on the attest engagement team nor is in a position to in-
fluence the attest engagement.

2. the immediate family member does not serve as a trustee for the share-based compensation ar-
rangement and does not have the ability to supervise or participate in the selection of the invest-
ment options, if any, that are available to participants.

3. when the beneficial financial interests are distributed or the immediate family member has the
right to dispose of the shares, the immediate family member

a. disposes of the shares as soon as practicable but no later than 30 days after he or she has
the right to dispose of the shares or

b. exercises his or her put option to require the employer to repurchase the beneficial finan-
cial interests as soon as permitted by the terms of the share-based compensation arrange-
ment.™® Any repurchase obligation due to the immediate family member arising from
exercise of the put option that is outstanding for more than 30 days would need to be im-
material to the covered member during the payout period.

4. benefits payable from the share-based compensation arrangement to the immediate family mem-
ber upon termination of employment, whether through retirement, death, disability, or voluntary
or involuntary termination, are funded by investment options other than the employer’s financial
interests, and any unfunded benefits payable are immaterial to the covered member at all times
during the payout period.

Share-Based Compensation Arrangements Resulting in Rights to Acquire Shares in an Attest Client

As a result of his or her permitted employment, an immediate family member of a covered member may
participate in a share-based compensation arrangement resulting in a right to acquire shares in an attest
client, such as an employee stock option plan™*° or restricted stock rights plan, provided that

M8 See Interpretation No. 101-15, “Financial Relationships™ [par. .17], for an explanation of when a financial interest is beneficial-
ly owned. [Footnote added by the Professional Ethics Executive Committee, March 2010.]

M9 See footnote 7. [Footnote added by the Professional Ethics Executive Committee, March 2010.]
M10 See Interpretation No. 101-15 [par. .17] for guidance on stock option plans. [Footnote added by the Professional Ethics Executive

Committee, March 2010.]
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1. the covered member neither participates on the attest engagement team nor is in a position to in-
fluence the attest engagement and

2. the immediate family member exercises or forfeits these rights once he or she is vested and the
closing market price of the underlying stock equals or exceeds the exercise price for 10 consecu-
tive days (market period). The exercise or forfeiture should occur as soon as practicable but no
later than 30 days after the end of the market period. In addition, if the immediate family mem-
ber exercises his or her right to acquire the shares, he or she should dispose of the shares as soon
as practicable but no later than 30 days after the exercise date.™** If the employer repurchases
the shares, any employer repurchase obligation due to the immediate family member that is out-
standing for more than 30 days would need to be immaterial to the covered member during the
payout period.

Share-Based Compensation Arrangements Based Upon Stock Appreciation

As a result of his or her permitted employment, an immediate family member of a covered member may
participate in a share-based compensation arrangement based on the appreciation of an attest client’s un-
derlying shares, provided that

1. the share-based compensation arrangement (for example, a stock appreciation or phantom stock
plan) does not provide for the issuance of rights to acquire the employer’s financial interests.

2. the covered member neither participates on the attest engagement team nor is in a position to in-
fluence the attest engagement.

3. the immediate family member exercises or forfeits his or her vested compensation rights if the
underlying price of the employer’s shares equals or exceeds the exercise price for 10 consecutive
days (market period). Exercise or forfeiture should occur as soon as practicable but no later than
30 days after the end of the market period.

4. any resulting compensation payable to the immediate family member that is outstanding for
more than 30 days is immaterial to the covered member during the payout period.

Nonqualified Deferred Compensation Plan

As a result of his or her permitted employment at an attest client, an immediate family member of a cov-
ered member may participate in a nonqualified deferred compensation plan, provided that

1. the covered member neither participates on the attest engagement team nor is in a position to in-
fluence the attest engagement;

2. the amount of the deferred compensation payable to the immediate family member is funded
through life insurance, an annuity, a trust, or similar vehicle and any unfunded portion is immate-
rial to the covered member; and

3. any funding of the deferred compensation does not include financial interests in the attest client.

M1l See footnote 7. [Footnote added by the Professional Ethics Executive Committee, March 2010.]
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Effective Date

The revisions to the “Application of the Independence Rules to a Covered Member’s Immediate Family”
section of Interpretation No. 101-1 [par. .02] will be effective on June 1, 2011. Early application is per-
mitted.

Application of the Independence Rules to Close Relatives
Independence would be considered to be impaired if
1. anindividual participating on the attest engagement team has a close relative who had
a. akey position with the client or
b. a financial interest in the client that
(i) the individual knows or has reason to believe was material to the close relative or
(i) enabled the close relative to exercise significant influence over the client.

2. anindividual in a position to influence the attest engagement or any partner or partner equivalent
in the office in which the lead attest engagement partner or partner equivalent primarily practices
in connection with the attest engagement has a close relative who had

a. akey position with the client or
b. a financial interest in the client that

(i) the individual, partner, or partner equivalent knows or has reason to believe was
material to the close relative and

(i) enabled the close relative to exercise significant influence over the client.
Grandfathered Employment Relationships

Employment relationships of a covered member’s immediate family and close relatives with an existing
attest client that impair independence under this interpretation and existed as of November 2001, will
not be deemed to impair independence provided such relationships were permitted under preexisting re-
quirements of Rule 101 [sec. 101 par. .01], and its interpretations and rulings.

Employment relationships of a partner equivalent’s immediate family and close relatives with an exist-
ing attest client that impair independence under this interpretation and existed as of May 31, 2013, will
not be deemed to impair independence provided such employment relationships were permitted under
preexisting requirements of Rule 101 [sec. 101 par. .01], and its interpretations and rulings.
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[.03]

.04

Other Considerations ™8

It is impossible to enumerate all circumstances in which the appearance of independence might be ques-
tioned. In the absence of an independence interpretation or ruling under Rule 101, Independence [sec.
101 par. .01] that addresses a particular circumstance, a member should evaluate whether that circum-
stance would lead a reasonable person aware of all the relevant facts to conclude that there is an unac-
ceptable threat to the member's and the firm’s independence. When making that evaluation, members
should refer to the risk-based approach described in the Conceptual Framework for AICPA Independ-
ence Standards [see section 100-1]. If the threats to independence are not at an acceptable level, safe-
guards should be applied to eliminate the threats or reduce them to an acceptable level. In cases where
threats to independence are not at an acceptable level, thereby requiring the application of safeguards,
the threats identified and the safeguards applied to eliminate the threats or reduce them to an acceptable
level should be documented. ™ *2

[Paragraph added by adoption of the Code of Professional Conduct on January 12, 1988. Revised, effec-
tive June 30, 1990, by the Professional Ethics Executive Committee. Revised, November 1991, effective
January 1, 1992, with earlier application encouraged, by the Professional Ethics Executive Committee.
Revised, effective February 28, 1998, by the Professional Ethics Executive Committee. Revised, No-
vember 2001, effective May 31, 2002, with earlier application encouraged, by the Professional Ethics
Executive Committee. Revised, effective July 31, 2002, by the Professional Ethics Executive Commit-
tee. Revised, effective March 31, 2003, by the Professional Ethics Executive Committee. Revised, effec-
tive April 30, 2003, by the Professional Ethics Executive Committee. Revised, April 2006, effective
April 30, 2007, with earlier application encouraged, by the Professional Ethics Executive Committee.
Revised, August 2009, effective October 31, 2009, by the Professional Ethics Executive Committee.
Revised, March 2010, effective June 1, 2011, by the Professional Ethics Executive Committee. Revised
March 2013, revisions effective for engagements covering periods beginning on or after December 15,
2014.]

[101-1][Formerly paragraph .02 renumbered by adoption of the Code of Professional Conduct on Janu-
ary 12, 1988. Formerly Interpretation No. 101-1, renumbered as 101-4 and moved to paragraph .06,
April 1992.]

101-2—Employment or association with attest clients. A firm's independence will be considered to
be impaired with respect to a client if a partner or professional employee leaves the firm and is subse-
quently employed by or associated with that client in a key position unless all the following conditions
are met:

fS 1n April 2006, the Professional Ethics Executive Committee (PEEC) of the AICPA issued the Conceptual Framework for AICPA
Independence Standards (Conceptual Framework) [section 100-1], which describes the risk-based approach to analyzing independ-
ence matters that is used by PEEC when it develops independence standards. Consequently, this interpretation has been revised in the
"Other Considerations" section to reflect the issuance of the Conceptual Framework. Because the Conceptual Framework [section
100-1] is effective April 30, 2007, with earlier application encouraged, the revisions made in the “Other Considerations” section of
this interpretation are also effective April 30, 2007, with earlier application encouraged.

M12° A failure to prepare the required documentation would be considered a violation of Rule 202, Compliance With Standards [sec.
202 par. .01], of the AICPA Code of Professional Conduct. Independence would not be considered to be impaired provided the mem-
ber can demonstrate that he or she did apply safeguards to eliminate unacceptable threats or reduce them to an acceptable level. [Foot-
note added, effective April 30, 2006, by the Professional Ethics Executive Committee. Footnote renumbered by the revision of Inter-
pretation No. 101-1, March 2010.]
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1. Amounts due to the former partner or professional employee for his or her previous interest in
the firm and for unfunded, vested retirement benefits are not material to the firm, and the under-
lying formula used to calculate the payments remains fixed during the payout period. Retirement
benefits may also be adjusted for inflation and interest may be paid on amounts due.

2. The former partner or professional employee is not in a position to influence the accounting
firm's operations or financial policies.

3. The former partner or professional employee does not participate or appear to participate in, and
is not associated with the firm, whether or not compensated for such participation or association,
once employment or association with the client begins. An appearance of participation or associ-
ation results from such actions as:

e The individual provides consultation to the firm.

e The firm provides the individual with an office and related amenities (for example, secre-
tarial and telephone services).

e The individual's name is included in the firm's office directory.

e The individual's name is included as a member of the firm in other membership lists of
business, professional, or civic organizations, unless the individual is clearly designated
as retired.

4. The ongoing attest engagement team considers the appropriateness or necessity of modifying the
engagement procedures to adjust for the risk that, by virtue of the former partner or professional
employee's prior knowledge of the audit plan, audit effectiveness could be reduced.

5. The firm assesses whether existing attest engagement team members have the appropriate expe-
rience and stature to effectively deal with the former partner or professional employee and his or
her work, when that person will have significant interaction with the attest engagement team.

6. The subsequent attest engagement is reviewed to determine whether the engagement team mem-
bers maintained the appropriate level of skepticism when evaluating the representations and
work of the former partner or professional employee, when the person joins the client in a key
position within one year of disassociating from the firm and has significant interaction with the
attest engagement team. The review should be performed by a professional with appropriate stat-
ure, expertise, and objectivity and should be tailored based on the position that the person as-
sumed at the client, the position he or she held at the firm, the nature of the services he or she
provided to the client, and other relevant facts and circumstances. Appropriate actions, as
deemed necessary, should be taken based on the results of the review.

Responsible members within the firm should implement procedures for compliance with the preceding
conditions when firm professionals are employed or associated with attest clients.

With respect to conditions 4, 5, and 6, the procedures adopted will depend on several factors, including
whether the former partner or professional employee served as a member of the engagement team, the
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positions he or she held at the firm and has accepted at the client, the length of time that has elapsed
since the professional left the firm, and the circumstances of his or her departure. ™3

Considering Employment or Association With the Client

When a member of the attest engagement team or an individual in a position to influence the attest en-
gagement intends to seek or discuss potential employment or association with an attest client, or is in re-
ceipt of a specific offer of employment from an attest client, independence will be impaired with respect
to the client unless the person promptly reports such consideration or offer to an appropriate person in
the firm, and removes himself or herself from the engagement until the employment offer is rejected or
employment is no longer being sought. When a covered member becomes aware that a member of the
attest engagement team or an individual in a position to influence the attest engagement is considering
employment or association with a client, the covered member should notify an appropriate person in the
firm.

The appropriate person should consider what additional procedures may be necessary to provide reason-
able assurance that any work performed for the client by that person was performed with objectivity and
integrity as required under Rule 102 [sec. 102 par. .01]. Additional procedures, such as reperformance
of work already done, will depend on the nature of the engagement and the individual involved.

[Replaces previous Interpretation No. 101-2, Retired Partners and Firm Independence, August, 1989,
effective August 31, 1989. Revised, effective December 31, 1998, by the Professional Ethics Executive
Committee. Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpre-
tation No. 101-1. Revised, effective April 30, 2003, by the Professional Ethics Executive Committee.]

101-3—Nonattest Services. Before a member or his or her firm (member) performs nonattest services
(for example, tax or consulting services) for an attest client,™** the member should determine that the
requirements described in this interpretation have been met. In cases where the requirements of this in-
terpretation have not been met during the period of the professional engagement or the period covered
by the financial statements, the member's independence would be impaired, except as noted in the fol-
lowing paragraph.

A member’s independence would not be impaired if the member performed nonattest services that
would have impaired independence during the period covered by the financial statements, provided that
all the following conditions exist:

a. The nonattest services were provided prior to the period of the professional engagement.

f13 An inadvertent and isolated failure to meet conditions 4, 5, and 6 would not impair independence provided that the required pro-
cedures are performed promptly upon discovery of the failure to do so, and all other provisions of the interpretation are met. [Footnote
added, effective April 30, 2003, by the Professional Ethics Executive Committee. Footnote renumbered by the revision of Interpreta-
tion No. 101-1, April 2006. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March 2010.]

f14 A member who performs a compilation engagement for a client should modify the compilation report to indicate a lack of inde-
pendence if the member does not meet all of the conditions set out in this interpretation when providing a nonattest service to that cli-
ent (see Statement on Standards for Accounting and Review Services No. 19, Compilation and Review Engagements [paragraph .21 of
AR section 80]). [Footnote added, effective December 31, 2003, by the Professional Ethics Executive Committee. Footnote renum-
bered by the revision of Interpretation No. 101-1, April 2006. Footnote subsequently renumbered by the revision of Interpretation No.
101-1, March 2010. Footnote revised March 2013.]
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b. The nonattest services related to periods prior to the period covered by the financial statements.

c. The financial statements for the period to which the nonattest services relate were audited by an-
other firm (or in the case of a review engagement, reviewed or audited by another firm).

Cumulative Effect on Independence When Providing Nonattest Services

This interpretation includes various examples of nonattest services that individually would not impair
independence because the safeguards contained in the general requirements of this interpretation reduce
the self-review and management participation threats to an acceptable level. However, performing mul-
tiple nonattest services can increase the significance of these threats as well as other threats to independ-
ence.

Before agreeing to perform nonattest services, the member should evaluate whether the performance of
multiple nonattest services in the aggregate creates a significant threat to the member’s independence
that cannot be reduced to an acceptable level by the application of the safeguards contained in the gen-
eral requirements of this interpretation.

In situations where a member determines that threats are not at an acceptable level, safeguards in addi-
tion to the general requirements of this interpretation should be applied to eliminate the threats or reduce
them to an acceptable level. If no safeguards are available to eliminate or reduce the threats to an ac-
ceptable level, independence would be impaired.

For purposes of this interpretation, the member is not required to consider the possible threats created
due to the provision of nonattest services by other network firms within the member’s firm’s network.

[This section, “Cumulative Effect on Independence When Providing Nonattest Services,” is effective for
engagements covering periods beginning on or after December 15, 2014.]

Activities Related to Attest Services

Performing attest services often involves communication between the member and client management
regarding (a) the client’s selection and application of accounting standards or policies and financial
statement disclosure requirements, (b) the appropriateness of the client’s methods used in determining
the accounting and financial reporting, (c) adjusting journal entries that the member has prepared or pro-
posed for client management consideration, and (d) the form or content of the financial statements.
These communications are considered a normal part of the attest engagement and would not constitute
performing a nonattest service subject to this interpretation.

However, the member should exercise judgment in determining whether his or her involvement has be-
come so extensive that it would constitute performing a separate service that would be subject to the in-
terpretation’s “General Requirements for Performing Nonattest Services” section. For example, activi-
ties such as financial statement preparation, cash-to-accrual conversions, and reconciliations are consid-
ered outside the scope of the attest engagement and, therefore, constitute a nonattest service. Such activi-
ties would not impair independence provided the requirements of this interpretation are met.

[The revisions to the “Activities Related to Attest Services” section that require activities such as finan-
cial statement preparation, cash-to-accrual conversions, and reconciliations to be subject to this interpre-
tation are effective for engagements covering periods beginning on or after December 15, 2014.]
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Engagements Subject to Independence Rules of Certain Regulatory Bodies

This interpretation requires compliance with independence regulations of authoritative regulatory bodies
(such as the SEC, the GAO, the DOL, the Public Company Accounting Oversight Board [PCAOB], and
state boards of accountancy) when a member performs nonattest services for an attest client and is re-
quired to be independent of the client under the regulations of the applicable regulatory body. Accord-
ingly, failure to comply with the nonattest services provisions contained in the independence rules of the
applicable regulatory body that are more restrictive than the provisions of this interpretation would con-
stitute a violation of this interpretation.

General Requirements for Performing Nonattest Services
1. The member should not assume management responsibilities for the attest client.
2. Before performing nonattest services, the member should determine that the client has agreed to
a. Assume all management responsibilities

b. Oversee the service, by designating an individual, preferably within senior management,
who possesses suitable skill, knowledge, and/or experience. The member should assess
and be satisfied that such individual understands the services to be performed sufficiently
to oversee them. However, the individual is not required to possess the expertise to per-
form or reperform the services.

c. Evaluate the adequacy and results of the services performed.
d. Accept responsibility for the results of the services.

To avoid assuming management responsibilities when providing nonattest services to the client, the
member should be satisfied that management will be able to meet all these criteria, make an informed
judgment on the results of the member's nonattest services, and be responsible for making the significant
judgments and decisions that are the proper responsibility of management. In cases in which the client is
unable or unwilling to assume these responsibilities (for example, the client cannot oversee the nonattest
services provided, or is unwilling to carry out such responsibilities due to lack of time or desire), the
member's provision of these services would impair independence.

3. Before performing nonattest services, the member should establish and document in writing ™ *°
his or her understanding with the client (board of directors, audit committee, or management, as
appropriate in the circumstances) regarding the following:

a. Objectives of the engagement

b. Services to be performed

M 15 A failure to prepare the required documentation would not impair independence, but would be considered a violation of Rule 202
[sec. 202 par. .01], provided that the member did establish the understanding with the client. [Footnote added, effective December 31,
2003, by the Professional Ethics Executive Committee. Footnote revised, January 2005, by the Professional Ethics Executive Commit-
tee. Footnote renumbered by the revision of Interpretation No. 101-1, April 2006. Footnote subsequently renumbered by the revision
of Interpretation No. 101-1, March 2010.]
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c. Client's acceptance of its responsibilities
d. Member's responsibilities
e. Any limitations of the engagement

The documentation requirement does not apply to nonattest services performed prior to the client be-
coming an attest client. ™ ¢

The preceding general requirements 2—3 do not apply to certain routine activities performed by the
member such as providing advice and responding to the client's questions as part of the client-member
relationship.

Management Responsibilities

If a member were to assume a management responsibility for an attest client, the management participa-
tion threat created would be so significant that no safeguards could reduce the threat to an acceptable
level. It is not possible to specify every activity that is a management responsibility. However, manage-
ment responsibilities involve leading and directing an entity, including making significant decisions re-
garding the acquisition, deployment, and control of human, financial, physical, and intangible resources.

Whether an activity is a management responsibility depends on the circumstances and requires the exer-
cise of judgment. Examples of activities that would be considered a management responsibility and
would, therefore, impair independence if performed for an attest client include

e setting policies or strategic direction for the client.

e directing or accepting responsibility for the actions of the client’s employees except to the extent
permitted when using internal auditors to provide assistance for services performed under audit-
ing or attestation standards.

e authorizing, executing or consummating transactions or otherwise exercising authority on behalf
of a client or having the authority to do so.

e preparing source documents ™’

action.

in electronic or other form evidencing the occurrence of a trans-

M16 However, upon the acceptance of an attest engagement, the member should prepare written documentation demonstrating his or
her compliance with the other general requirements during the period covered by the financial statements, including the requirement to
establish an understanding with the client. [Footnote added, effective October 31, 2004, by the Professional Ethics Executive Commit-
tee. Footnote renumbered by the revision of Interpretation No. 101-1, April 2006. Footnote subsequently renumbered by the revision
of Interpretation No. 101-1, March 2010.]

M 17 Source documents are the documents upon which evidence of an accounting transaction are initially recorded. Source documents
are often followed by the creation of many additional records and reports, which do not, however, qualify as initial recordings. Exam-
ples of source documents are purchase orders, payroll time cards, and customer orders. [Footnote renumbered by the revision of Inter-
pretation No. 101-2, April 2003. Footnote subsequently renumbered and revised, September 2003, by the Professional Ethics Execu-
tive Committee. Footnote subsequently renumbered by the Professional Ethics Executive Committee, July 2004. Footnote subsequent-
ly renumbered by the revision of Interpretation No. 101-1, April 2006. Footnote subsequently renumbered by the revision of Interpre-
tation No. 101-1, March 2010.]
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e having custody of client assets.

e deciding which recommendations of the member or other third parties to implement or prioritize.
e reporting to those in charge of governance on behalf of management.

e serving as a client’s stock transfer or escrow agent, registrar, general counsel, or its equivalent.

e accepting responsibility for the management of a client’s project.

e accepting responsibility for the preparation and fair presentation of the client’s financial state-
ments in accordance with the applicable financial reporting framework.

e accepting responsibility for designing, implementing, or maintaining internal control. ™ €]

e performing ongoing evaluations of the client’s internal control as part of its monitoring activities.
Specific Examples of Nonattest Services

The examples in the following table identify the effect that performance of certain nonattest services for
an attest client can have on a member’s independence. These examples presume that the general re-
quirements in the previous section "General Requirements for Performing Nonattest Services" have been
met and are not intended to be all-inclusive of the types of nonattest services performed by members.

Impact on Independence of Performance of Nonattest Services

Type of Nonattest Service Independence Would Not Be Impaired Independence Would Be Impaired

Bookkeeping

Record transactions for which
management has determined or
approved the appropriate ac-
count classification, or post
coded transactions to a client’s
general ledger.

Prepare financial statements
based on information in the tri-
al balance.

Post client-approved entries to
a client’s trial balance.

Prepare a reconciliation (for
example, bank, accounts re-

Determine or change journal
entries, account codings or
classification for transactions,
or other accounting records
without obtaining client ap-
proval.

Authorize or approve transac-
tions.

Prepare source documents.

Make changes to source doc-
uments without client approv-
al.

™ 18] [Footnote added, effective July 31, 2007, by the Professional Ethics Executive Committee. Footnote renumbered by the revision
of Interpretation No. 101-1, March 2010. Footnote deleted, effective August 31, 2012, by the Professional Ethics Executive Commit-
tee.]
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Nontax disbursement

Benefit plan administration
fn 20

ceivable, and so forth) that
identifies reconciling items for
the client’s evaluation.

Propose standard, adjusting, or
correcting journal entries or
other changes affecting the fi-
nancial statements to the client
provided the client reviews the
entries and the member is satis-
fied that management under-
stands the nature of the pro-
posed entries and the impact
the entries have on the financial
statements.

Using payroll time records pro-
vided and approved by the cli-
ent, generate unsigned checks,
or process client’s payroll.

Transmit client-approved pay-
roll or other disbursement in-
formation to a financial institu-
tion provided the client has au-
thorized the member to make
the transmission and has made
arrangements for the financial
institution to limit the corre-
sponding individual payments
as to amount and payee. In ad-
dition, once transmitted, the
client must authorize the finan-
cial institution to process the

information, (™ °

Communicate summary plan
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Accept responsibility to au-
thorize payment of client
funds, electronically or other-
wise, except as specifically
provided for with respect to
electronic payroll tax pay-
ments.

Accept responsibility to sign
or cosign client checks, even if
only in emergency situations.

Maintain a client’s bank ac-
count or otherwise have custo-
dy of a client’s funds or make
credit or banking decisions for
the client.

Approve vendor invoices for
payment

Make policy decisions on be-

[ 91rEgotnote renumbered by the revision of Interpretation No. 101-2, April 2003. Footnote subsequently renumbered by the Profes-
sional Ethics Executive Committee, September, 2003. Footnote subsequently renumbered by the Professional Ethics Executive Com-
mittee, July 2004. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, April 2006. Footnote deleted by the
Professional Ethics Executive Committee, February 2007. Footnote subsequently renumbered by the Professional Ethics Executive
Committee, July 2007. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March 2010.]

™20 \When auditing plans subject to the Employee Retirement Income Security Act, Department of Labor regulations, which may be
more restrictive, must be followed. [Footnote renumbered by the revision of Interpretation No. 101-2, April 2003. Footnote subse-
quently renumbered by the Professional Ethics Executive Committee, September 2003. Footnote subsequently renumbered by the Pro-
fessional Ethics Executive Committee, July 2004. Footnote subsequently renumbered by the revision of Interpretation No. 101-1,
April 2006. Footnote subsequently renumbered by the Professional Ethics Executive Committee, July 2007. Footnote subsequently
renumbered by the revision of Interpretation No. 101-1, March 2010.]



Investment—advisory or
management

data to plan trustee.

Advise client management re-
garding the application or im-
pact of provisions of the plan

document.

Process transactions (e.g., in-
vestment/benefit elections or
increase/decrease contributions
to the plan; data entry; partici-
pant confirmations; and pro-
cessing of distributions and
loans) initiated by plan partici-
pants through the member’s
electronic medium, such as an
interactive voice response sys-
tem or Internet connection or
other media.

Prepare account valuations for
plan participants using data col-
lected through the member’s
electronic or other media.

Prepare and transmit participant
statements to plan participants
based on data collected through
the member’s electronic or oth-
er medium.

Recommend the allocation of
funds that a client should invest
in various asset classes, de-
pending upon the client’s de-
sired rate of return, risk toler-
ance, etc.

Perform recordkeeping and re-
porting of client’s portfolio
balances including providing a
comparative analysis of the cli-
ent’s investments to third-party
benchmarks.

Review the manner in which a
client’s portfolio is being man-
aged by investment account
managers, including determin-
ing whether the managers are
(1) following the guidelines of
the client’s investment policy
statement; (2) meeting the cli-
ent’s investment objectives;
and (3) conforming to the cli-
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half of client management.

When dealing with plan partic-
ipants, interpret the plan doc-
ument on behalf of manage-
ment without first obtaining
management’s concurrence.

Make disbursements on behalf
of the plan.

Have custody of assets of a
plan.

Serve a plan as a fiduciary as
defined by ERISA.

Make investment decisions on
behalf of client management or
otherwise have discretionary
authority over a client’s in-
vestments.

Execute a transaction to buy or
sell a client’s investment.

Have custody of client assets,

such as taking temporary pos-
session of securities purchased
by a client.



Corporate finance—
consulting or advisory

Executive or employee
search

Business risk consulting

ent’s stated investment styles.

Transmit a client’s investment
selection to a broker-dealer or
equivalent provided the client
has authorized the broker-
dealer or equivalent to execute
the transaction.

Assist in developing corporate
strategies.

Assist in identifying or intro-
ducing the client to possible
sources of capital that meet the
client’s specifications or crite-
ria.

Assist in analyzing the effects
of proposed transactions in-
cluding providing advice to a
client during negotiations with
potential buyers, sellers, or cap-
ital sources.

Assist in drafting an offering
document or memorandum.

Participate in transaction nego-
tiations in an advisory capacity.

Be named as a financial adviser
in a client's private placement
memoranda or offering docu-
ments.

Recommend a position descrip-
tion or candidate specifications.

Solicit and perform screening
of candidates and recommend
qualified candidates to a client
based on the client-approved
criteria (e.g., required skills and
experience).

Participate in employee hiring
or compensation discussions in
an advisory capacity.

Provide assistance in assessing
the client’s business risks and

Page 49

Commit the client to the terms
of a transaction or consum-
mate a transaction on behalf of
the client.

Act as a promoter, underwrit-

er, broker-dealer, or guarantor
of client securities, or distribu-
tor of private placement mem-
oranda or offering documents.

Maintain custody of client se-
curities.

Commit the client to employee
compensation or benefit ar-
rangements.

Hire or terminate client em-
ployees.

Make or approve business risk
decisions.



Information systems—
design, installation or inte-
gration

Tax Compliance Services

Tax compliance services addressed by this interpretation are preparation of a tax return,
of a tax return and transmittal of any related tax payment to the taxing authority, signing and filing a tax
return, and authorized representation of clients in administrative proceedings before a taxing authority.

control processes.

Recommend a plan for making
improvements to a client’s con-
trol processes and assist in im-
plementing these improve-
ments.

Install or integrate a client’s fi-
nancial information system that
was not designed or developed
by the member (for example,
an off-the-shelf accounting
package).

Assist in setting up the client's
chart of accounts and financial
statement format with respect
to the client's financial infor-
mation system.

Design, develop, install, or in-
tegrate a client's information
system that is unrelated to the
client's financial statements or
accounting records.

Provide training and instruction
to client employees on an in-
formation and control system.

Perform network maintenance,
such as updating virus protec-
tion, applying routine updates
and patches, or configuring us-
er settings, consistent with
management’s request.
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Present business risk consider-
ations to the board or others on
behalf of management.

Design or develop a client's fi-
nancial information system.

Make other than insignificant
modifications to source code
underlying a client's existing
financial information system.

Supervise client personnel in
the daily operation of a client’s
information system.

Operate a client’s local area
network system.

fn 21

M2L For purposes of this interpretation, a tax return includes informational tax forms (for example, estimated tax vouchers, extension
forms, and Forms 990, 5500, 1099, and W-2) filed with a taxing authority or other regulatory agencies. [Footnote added, effective
February 28, 2007, by the Professional Ethics Executive Committee. Footnote renumbered by the Professional Ethics Executive
Committee, July 2007. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March 2010.]
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Preparing a tax return and transmitting the tax return and related tax payment to a taxing authority, in
paper or electronic form, would not impair a member’s independence provided the member does not
have custody or control ™22 over the client’s funds and the individual designated by the client to oversee
the tax services:

e Reviews and approves the tax return and related tax payment; and,

e If required for filing, signs the tax return prior to the member transmitting the return to the taxing
authority.

However, signing and filing a tax return on behalf of client management would impair independence,
unless the member has the legal authority to do so and:

a. The taxing authority has prescribed procedures in place for a client to permit a member to sign
and file a tax return on behalf of the client (for example, Form 8879 or 8453), and such proce-
dures meet, at the minimum, standards for electronic return originators and officers outlined in
I.R.S. Form 8879; or

b. An individual in client management who is authorized to sign and file the client’s tax return pro-
vides the member with a signed statement that clearly identifies the return being filed and repre-
sents that:

1. Such individual is authorized to sign and file the tax return;

2. Such individual has reviewed the tax return, including accompanying schedules and
statements, and it is true, correct and complete to the best of his or her knowledge and be-
lief; and

3. Such individual authorizes the member or another named individual in the member’s firm
to sign and file the tax return on behalf of the client.

Authorized representation of a client in administrative proceedings before a taxing authority would not
impair a member’s independence provided the member obtains client agreement prior to committing the
client to a specific resolution with the taxing authority. However, representing a client in a court ™ to
resolve a tax dispute would impair a member’s independence.

Transition

Independence would not be impaired as a result of the more restrictive requirements of the tax compli-
ance services provisions provided such services are pursuant to engagements commenced prior to Feb-

M22 Making electronic tax payments under a taxing authority’s specified criteria or remitting a check payable to the taxing authority
and signed by the client would not be considered having custody or control over a client’s funds. [Footnote added, effective February
28, 2007, by the Professional Ethics Executive Committee. Footnote renumbered by the Professional Ethics Executive Committee,
July 2007. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March 2010.]

M2 The term court encompasses a tax, district, or federal court of claims, and the equivalent state, local, or foreign forums. [Footnote
added, effective July 31, 2007, by the Professional Ethics Executive Committee. Footnote renumbered by the revision of Interpretation
No. 101-1, March 2010.]
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ruary 28, 2007, and completed prior to January 1, 2008, and the member complied with all applicable
independence interpretations and rulings in effect on February 28, 2007.

Appraisal, Valuation, and Actuarial Services

Independence would be impaired if a member performs an appraisal, valuation, or actuarial service for
an attest client where the results of the service, individually or in the aggregate, would be material to the
financial statements and the appraisal, valuation, or actuarial service involves a significant degree of
subjectivity.

Valuations performed in connection with, for example, ESOPs, business combinations, or appraisals of
assets or liabilities generally involve a significant degree of subjectivity. Accordingly, if these services
produce results that are material to the financial statements, independence would be impaired.

An actuarial valuation of a client's pension or postemployment benefit liabilities generally produces rea-
sonably consistent results because the valuation does not require a significant degree of subjectivity.
Therefore, such services would not impair independence. In addition, appraisal, valuation, and actuarial
services performed for nonfinancial statement purposes would not impair independence. ™ However,
in performing such services, all other requirements of this interpretation should be met, including that all
significant assumptions and matters of judgment are determined or approved by the client and the client
IS in a position to have an informed judgment on, and accepts responsibility for, the results of the ser-
vice.

Forensic Accounting Services

For purposes of this interpretation, forensic accounting services ™ are nonattest services that involve

the application of special skills in accounting, auditing, finance, quantitative methods and certain areas
of the law, and research, and investigative skills to collect, analyze, and evaluate evidential matter and to
interpret and communicate findings and consist of:

e Litigation services; and
e Investigative services.
Litigation services recognize the role of the member as an expert or consultant and consist of providing

assistance for actual or potential legal or regulatory proceedings before a trier of fact in connection with
the resolution of disputes between parties. Litigation services consist of the following services:

f24 Examples of such services may include appraisal, valuation, and actuarial services performed for tax planning or tax compliance,
estate and gift taxation, and divorce proceedings. [Footnote added, effective December 31, 2003, by the Professional Ethics Executive
Committee. Footnote renumbered by the Professional Ethics Executive Committee, July 2004. Footnote subsequently renumbered by
the revision of Interpretation No. 101-1, April 2006. Footnote subsequently renumbered by the Professional Ethics Executive Commit-
tee, February and July 2007. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March 2010.]

™25 The definitions of the specific services identified in this interpretation are solely for purposes of this interpretation and are not
intended to be used for any other purpose. [Footnote added, effective February 28, 2007, by the Professional Ethics Executive Com-
mittee. Footnote renumbered by the Professional Ethics Executive Committee, July 2007. Footnote subsequently renumbered by the
revision of Interpretation No. 101-1, March 2010.]
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a. Expert witness services ™ are those litigation services where a member is engaged to render an

opinion before a trier of fact as to the matter(s) in dispute based on the member’s expertise, ra-
ther than his or her direct knowledge of the disputed facts or events.

Expert witness services create the appearance that a member is advocating or promoting a cli-
ent’s position. ™" Accordingly, if a member conditionally or unconditionally agrees to provide
expert witness testimony for a client,™?® independence would be considered to be impaired.

However, independence would not be considered impaired if a member provides expert witness
services for a large group of plaintiffs or defendants that includes one or more attest clients of the
firm provided that at the outset of the engagement: (1) the member’s attest clients constitute less
than 20 percent of (i) the members of the group (ii) the voting interests of the group, and (iii) the
claim; (2) no attest client within the group is designated as the “lead” plaintiff or defendant of the
group; and (3) no attest client has the sole decision-making power to select or approve the expert
witness.

While testifying as a fact witness, ™% a member may be questioned by the trier of fact or coun-
sel as to his or her opinions pertaining to matters within the member’s area of expertise. Answer-
ing such questions would not impair the member’s independence.

b. Litigation consulting services are those litigation services where a member provides advice about
the facts, issues, and strategy of a matter. The consultant does not testify as an expert witness be-
fore a trier of fact.

The performance of litigation consulting services would not impair independence provided the

M2 1n determining whether the member’s services are considered to be expert witness services or fact witness testimony, members
should refer to the Federal Rules of Evidence, Article VII, Opinions and Expert Testimony (Rules 701, 702, and 703), and other appli-
cable laws, regulations, and rules. [Footnote added, effective February 28, 2007, by the Professional Ethics Executive Committee.
Footnote renumbered by the Professional Ethics Executive Committee, July 2007. Footnote subsequently renumbered by the revision
of Interpretation No. 101-1, March 2010.]

™27 See advocacy threat as defined in the Conceptual Framework for AICPA Independence Standards (section 100-1). However, even
though there is an appearance of advocacy, when providing expert witness services, a member must comply with Rule 102, Integrity
and Objectivity, which requires that a member maintain objectivity and integrity and not subordinate his or her judgment to others.
[Footnote added, effective February 28, 2007, by the Professional Ethics Executive Committee. Footnote renumbered by the Profes-
sional Ethics Executive Committee, July 2007. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March
2010.]

M28 The client in this case refers to the party to the litigation on whose behalf the member is providing testimony and not to the law
firm that engaged the member on the client's behalf. If the law firm that engaged the member on behalf of the client is also an attest
client of the member, the member should consider the applicability of Interpretation No. 101-12, “Independence and Cooperative Ar-
rangements with Clients” [par. .14]. [Footnote added, effective July 31, 2007, by the Professional Ethics Executive Committee. Foot-
note renumbered by the revision of Interpretation No. 101-1, March 2010.]

M29° A fact witness is also referred to as a percipient witness or a sensory witness. Fact witness testimony is based on the member’s
direct knowledge of the facts or events in dispute. A fact witness may have obtained his or her direct knowledge of the facts or events
in dispute from the performance of prior professional services for the client. As a fact witness, the member’s role is to provide factual
testimony to the trier of fact. [Footnote added, effective February 28, 2007, by the Professional Ethics Executive Committee. Footnote
renumbered by the Professional Ethics Executive Committee, July 2007. Footnote subsequently renumbered by the revision of Inter-
pretation No. 101-1, March 2010.]
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member complies with the general requirements set forth under this interpretation. ™ > However,
if the member subsequently agrees to serve as an expert witness, independence would be consid-
ered to be impaired.

c. Other services are those litigation services where a member serves as a trier of fact, special mas-
ter, court-appointed expert, or arbitrator (including serving on an arbitration panel), in a matter
involving a client. These other services create the appearance that the member is not independ-
ent. Accordingly, if a member serves in such a role, independence would be considered to be im-
paired. However, independence would not be considered impaired if a member serves as a medi-
ator or any similar role in a matter involving a client provided the member is not making any de-
cisions on behalf of the parties, but rather is acting as a facilitator by assisting the parties in
reaching their own agreement. ™%

Investigative services include all forensic services not involving actual or threatened litigation such as
performing analyses or investigations that may require the same skills as used in litigation services. Such
services would not impair independence provided the member complies with the general requirements
set forth under this interpretation.

Transition

Independence would not be impaired as a result of the more restrictive requirements of the forensic ac-
counting services provisions, provided such services are pursuant to engagements commenced prior to
February 28, 2007, and the member complied with all applicable independence interpretations and rul-
ings in existence on February 28, 2007.

Internal Audit Assistance Services

Internal audit services involve assisting the client in the performance of its internal audit activities,
sometimes referred to as internal audit outsourcing. In evaluating whether independence would be im-
paired with respect to an attest client, the nature of the service needs to be considered.

Assisting the client in performing financial and operational ™ ** internal audit activities would impair in-
dependence, unless the member takes appropriate steps to be satisfied that the client accepts its respon-

™30 For purposes of complying with general requirement 2, the client may designate its attorney to oversee the litigation consulting
services. [Footnote added, effective February 28, 2007, by the Professional Ethics Executive Committee. Footnote renumbered by the
Professional Ethics Executive Committee, July 2007. Footnote subsequently renumbered by the revision of Interpretation No. 101-1,
March 2010.]

f3L However, the member should consider the requirements of Interpretation No. 102-2, “Conflicts of Interests” [sec. 102 par. .03].
[Footnote added, effective February 28, 2007, by the Professional Ethics Executive Committee. Footnote renumbered by the Profes-
sional Ethics Executive Committee, July 2007. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March
2010.]

M32 For example, a member may assess whether performance is in compliance with management's policies and procedures, to identify
opportunities for improvement, and to develop recommendations for improvement or further action for management consideration and
decision making. [Footnote added, effective December 31, 2003, by the Professional Ethics Executive Committee. Footnote renum-
bered by the Professional Ethics Executive Committee, July 2004. Footnote subsequently renumbered by the revision of Interpretation
No. 101-1, April 2006. Footnote subsequently renumbered by the Professional Ethics Executive Committee, February and July 2007.
Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March 2010.]
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sibility for ™% designing, implementing, and maintaining internal control and directing the internal au-
dit function, including the management thereof. Accordingly, any outsourcing of the internal audit func-
tion to the member whereby the member in effect manages the internal audit activities of the client
would impair independence.

Designing, implementing, or maintaining the client’s monitoring activities are management responsibili-
ties. Accordingly, independence would be impaired if a member accepts responsibility for performing
such activities. Monitoring activities are procedures performed to assess whether components of internal
control are present and functioning. Monitoring can be done through ongoing evaluations, or separate
evaluations, or some combination of the two. Ongoing evaluations are generally defined, routine opera-
tions built in to the client’s business processes and performed on a real-time basis. Ongoing evaluations,
including managerial activities and everyday supervision of employees, monitor the presence and func-
tioning of the components of internal control in the ordinary course of managing the business. A mem-
ber who performs such activities for a client would be considered to be accepting responsibility for
maintaining the client’s internal control. Accordingly, the management participation threat created by a
member performing ongoing evaluations is so significant that no safeguards could reduce the threat to
an acceptable level.

Separate evaluations are conducted periodically and generally not ingrained within the business but can
be useful in taking a fresh look at whether internal controls are present and functioning. Such evalua-
tions include observations, inquiries, reviews, and other examinations, as appropriate, to ascertain
whether controls are designed, implemented, and conducted. The scope and frequency of separate evalu-
ations is a matter of judgment and vary depending on assessment of risks, effectiveness of ongoing eval-
uations, and other considerations. Because separate evaluations are not built into the client’s business
process, separate evaluations generally do not create a significant management participation threat to in-
dependence.

Members should refer to the Committee of Sponsoring Organizations of the Treadway Commission’s
Internal Control—Integrated Framework, for additional guidance on monitoring activities and distin-
guishing between ongoing and separate evaluations.

Members should use judgment in determining whether otherwise permitted internal audit services per-
formed may result in a significant management participation threat to independence, considering factors
such as the significance of the controls being tested, the scope or extent of the controls being tested in
relation to the overall financial statements of the client, as well as the frequency of the internal audit ser-
vices. If the threat to independence is considered significant, the member should apply safeguards to
eliminate or reduce the threat to an acceptable level. If no safeguards could reduce the threat to an ac-
ceptable level, then independence would be impaired.

To reduce the threat of assuming a management responsibility, in addition to the general requirements of
this interpretation, the member should be satisfied that client management

M [ Footnote added, effective December 31, 2003, by the Professional Ethics Executive Committee. Footnote renumbered by the
Professional Ethics Executive Committee, July 2004. Footnote subsequently renumbered by the revision of Interpretation No. 101-1,
April 2006. Footnote subsequently renumbered by the Professional Ethics Executive Committee, July 2007. Footnote deleted and sub-
sequently renumbered by the Professional Ethics Executive Committee, July 2007. Footnote subsequently renumbered by the revision
of Interpretation No. 101-1, March 2010.]
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designates an ™ 3% individual or individuals, who possess suitable skill, knowledge, and/or expe-
rience, preferably within senior management, to be responsible for the internal audit function.

determines the scope, risk, and frequency of internal audit activities, including those to be per-
formed by the member providing internal audit assistance services.

evaluates the findings and results arising from the internal audit activities, including those per-
formed by the member providing internal audit assistance services.

evaluates the adequacy of the audit procedures performed and the findings resulting from the
performance of those procedures.

The member may assist the individual responsible for the internal audit function when performing pre-
liminary audit risk assessments, preparing audit plans, and recommending audit priorities. The member
should also be satisfied that those charged with governance are informed about the member's and man-
agement's respective roles and responsibilities in connection with the engagement. Such information
should provide those charged with governance a basis for developing guidelines for management and the
member to follow in carrying out these responsibilities and monitoring how well the respective respon-
sibilities have been met.

The following are examples of activities (in addition to those listed in the "Management Responsibili-
ties" section of this interpretation) that, if performed as part of an internal audit assistance engagement,
would impair independence:

Performing ongoing monitoring activities or control activities (for example, reviewing loan orig-
inations as part of the client's approval process or reviewing customer credit information as part
of the customer's sales authorization process) that affect the execution of transactions or ensure
that transactions are properly executed, accounted for, or both, and performing routine activities
in connection with the client's operating or production processes that are equivalent to those of
an ongoing compliance or quality control function

Performing separate evaluations on the effectiveness of a significant control such that the mem-
ber is, in effect, performing routine operations that are built into the client’s business process

Having client management rely on the member’s work as the primary basis for the client’s asser-
tions on the design or operating effectiveness of internal controls

Determining which, if any, recommendations for improving the internal control system should be
implemented

Reporting to the board of directors or audit committee on behalf of management or the individual
responsible for the internal audit function

M 3] Footnote deleted by the Professional Ethics Executive Committee, January 2005. Footnote renumbered by the revision of Inter-
pretation No. 101-1, April 2006. Footnote subsequently renumbered by the Professional Ethics Executive Committee, February and
July 2007. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March 2010.]
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e Approving or being responsible for the overall internal audit work plan including the determina-
tion of the internal audit risk and scope, project priorities, and frequency of performance of audit
procedures

e Being connected with the client as an employee or in any capacity equivalent to a member of cli-
ent management (for example, being listed as an employee in client directories or other client
publications, permitting himself or herself to be referred to by title or description as supervising
or being in charge of the client's internal audit function, or using the client's letterhead or internal
correspondence forms in communications)

The foregoing list is not intended to be all-inclusive.
Attest-Related Services

Services involving an extension of the procedures that are generally of the type considered to be exten-
sions of the member's audit scope applied in the audit of the client's financial statements, such as con-
firming of accounts receivable and analyzing fluctuations in account balances, are not considered inter-
nal audit assistance services and would not impair independence even if the extent of such testing ex-
ceeds that required by generally accepted auditing standards. In addition, engagements performed under
the attestation standards would not be considered internal audit assistance services and therefore would
not impair independence.

When a member performs internal audit services that would not impair independence under this inter-
pretation and is subsequently engaged to perform an attestation engagement to report on management’s
assertion regarding the effectiveness of its internal control, independence would not be considered im-
paired, provided the member is satisfied that client management does not rely on the member’s work as
the primary basis for its assertion.

[The revisions to the “Internal Audit Services” section made in March 2013 are effective for engage-
ments covering periods beginning on or after December 15, 2013. Early implementation is allowed.]

Transition

Independence would not be impaired as a result of the more restrictive requirements of this interpreta-
tion provided the provision of any such nonattest services are pursuant to arrangements in existence on
December 31, 2003, and are completed by December 31, 2004, and the member was in compliance with
the preexisting requirements of this interpretation.

[Formerly paragraph .04, renumbered by adoption of the Code of Professional Conduct on January 12,
1988. Revised, effective June 30, 1990, by the Professional Ethics Executive Committee. Revised, effec-
tive May 31, 1999, by the Professional Ethics Executive Committee. Revised, effective April 30, 2000,
by the Professional Ethics Executive Committee. Revised, July 2002, to reflect conforming changes
necessary due to the revision of Interpretation No. 101-1. Revised, effective December 31, 2003 (except
for the documentation requirement, which takes effect for any new engagements that begin after De-
cember 31, 2004), with earlier application permitted, by the Professional Ethics Executive Committee.
Revised, effective October 31, 2004, by the Professional Ethics Executive Committee. Revised, effec-
tive January 27, 2005, by the Professional Ethics Executive Committee. Revised, effective February 28,
2007, by the Professional Ethics Executive Committee. Revised, effective July 31, 2007, by the Profes-
sional Ethics Executive Committee. Revised, effective August 31, 2012, by the Professional Ethics Ex-
ecutive Committee. Revised March 2013, revisions effective May 31, 2013 (except for the revisions
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made to the “Activities Related to Attest Services” and “Internal Audit Services” sections, which are ef-
fective as described in the respective sections).]

.06 101-4—Honorary directorships and trusteeships of not-for-profit organization. Partners or profes-
sional employees of a firm (individual) may be asked to lend the prestige of their names to not-for-profit
organizations that limit their activities to those of a charitable, religious, civic, or similar nature by being
named as a director or a trustee. An individual who permits his or her name to be used in this manner
would not be considered to impair independence under Rule 101 [sec. 101 par. .01] provided his or her
position is clearly honorary, and he or she cannot vote or otherwise participate in board or management
functions. If the individual is named in letterheads and externally circulated materials, he or she must be
identified as an honorary director or honorary trustee. [Formerly paragraph .05, renumbered by adoption
of the Code of Professional Conduct on January 12, 1988. Formerly Interpretation No. 101-1. Revised,
effective June 30, 1990, by the Professional Ethics Executive Committee. Renumbered as Interpretation
No. 101-4 and moved from paragraph .03, April, 1992. Revised, July 2002, to reflect conforming chang-
es necessary due to the revision of Interpretation No. 101-1.]

.07 101-5—Loans from financial institution clients and related terminology. Item (A)(4) of Interpreta-
tion No. 101-1 of Rule 101 [sec. 101 par. .02] provides that, except as permitted in this interpretation,
independence shall be considered to be impaired if a covered member ™" has any loan to or from a cli-
ent, any officer or director of the client, or any individual owning 10 percent or more of the client's out-
standing equity securities or other ownership interests. This interpretation describes the conditions a
covered member (or his or her immediate family) must meet in order to apply an exception for a
"Grandfathered Loan" or "Other Permitted Loan."

Grandfathered Loans

Unsecured loans that are not material to the covered member's net worth, home mortgages, ™ * and oth-
er secured loans ™ are grandfathered if

1. they were obtained from a financial institution under that institution's normal lending proce-
dures, terms, and requirements,

2. after becoming a covered member they are kept current as to all terms at all times and those
terms do not change in any manner not provided for in the original loan agreement, ™*® and

T Terms shown in boldface type upon first usage in this interpretation are defined in section 92.

M35 The value of the collateral securing a home mortgage or other secured loan should equal or exceed the remaining balance of the
grandfathered loan during the term of the loan. If the value of the collateral is less than the remaining balance of the grandfathered
loan, the portion of the loan that exceeds the value of the collateral must not be material to the covered member's net worth. [Footnote
added, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No. 101-1. Footnote renumbered by the
revision of Interpretation No. 101-2, April 2003. Footnote subsequently renumbered by the revision of Interpretation No. 101-3, Sep-
tember 2003. Footnote subsequently renumbered by the revision of Interpretation No. 101-3, July 2004. Footnote subsequently re-
numbered by the revision of Interpretation No. 101-1, April 2006. Footnote subsequently renumbered by the revision of Interpretation
No. 101-3, February 2007 and July 2007. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March
2010.]

™38 Changes in the terms of the loan include, but are not limited to, a new or extended maturity date, a new interest rate or formula,

revised collateral, or revised or waived covenants. [Footnote added, July 2002, to reflect conforming changes necessary due to the
revision of Interpretation No. 101-1. Footnote renumbered by the revision of Interpretation No. 101-2, April 2003. Footnote subse-
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3.

they were

a. obtained from the financial institution prior to its becoming a client requiring independ-
ence; or

b. obtained from a financial institution for which independence was not required and were
later sold to a client for which independence is required; or

c. obtained prior to February 5, 2001, and met the requirements of previous provisions of
this interpretation covering grandfathered loans; or

d. obtained between February 5, 2001, and May 31, 2002, and the covered member was in
compliance with the applicable independence requirements of the SEC during that peri-
od; or

(e.) obtained after May 31, 2002, from a financial institution client requiring independence by
a borrower prior to his or her becoming a covered member with respect to that client.

In determining when a loan was obtained, the date a loan commitment or line of credit is granted must
be used, rather than the date a transaction closes or funds are obtained.

For purposes of applying the grandfathered loans provision when the covered member is a partner in a
partnership

a loan to a limited partnership (or similar type of entity) or a general partnership would be as-
cribed to each covered member who is a partner in the partnership on the basis of their legal lia-
bility as a limited or general partner if

— the covered member's interest in the limited partnership, either individually or combined
with the interest of 1 or more covered members, exceeds 50 percent of the total limited
partnership interest; or

— the covered member, either individually or together with one or more covered members,
can control (as defined in Financial Accounting Standards Board [FASB] Accounting
Standards Codification [ASC] 810, Consolidation) the general partnership.

even if no amount of a partnership loan is ascribed to the covered member(s) identified above,
independence is considered to be impaired if the partnership renegotiates the loan or enters into a
new loan that is not one of the permitted loans described subsequently.

Other Permitted Loans

This interpretation permits only the following new loans and leases to be obtained from a financial insti-
tution client for which independence is required. These loans and leases must be obtained under the in-

quently renumbered by the revision of Interpretation No. 101-3, September 2003. Footnote subsequently renumbered by the revision
of Interpretation No. 101-3, July 2004. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, April 2006.
Footnote subsequently renumbered by the revision of Interpretation No. 101-3, February 2007 and July 2007. Footnote subsequently
renumbered by the revision of Interpretation No. 101-1, March 2010.]
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.08

stitution's normal lending procedures, terms, and requirements and must, at all times, be kept current as
to all terms.

1. Automobile loans and leases collateralized by the automobile
2. Loans fully collateralized by the cash surrender value of an insurance policy

3. Loans fully collateralized by cash deposits at the same financial institution (for example, "pass-
book loans™)

4. Aggregate outstanding balances from credit cards and overdraft reserve accounts that are reduced
to $10,000 or less on a current basis taking into consideration the payment due date and any
available grace period

Related prohibitions that may be more restrictive are prescribed by certain state and federal agencies
having regulatory authority over such financial institutions. Broker-dealers, for example, are subject to
regulation by the SEC.

[Revised, November 30, 1987, by the Professional Ethics Executive Committee. Formerly paragraph
.06, renumbered by adoption of the Code of Professional Conduct on January 12, 1988. References re-
vised to reflect issuance of AICPA Code of Professional Conduct on January 12, 1988. Revised, effec-
tive June 30, 1990, by the Professional Ethics Executive Committee. Revised, November 1991, effective
January 1, 1992 with earlier application encouraged, by the Professional Ethics Executive Committee.
Revised, effective February 28, 1998 by the Professional Ethics Executive Committee. Revised, July
2002, to reflect conforming changes necessary due to the revision of Interpretation No. 101-1. Revised,
November 2002, by the Professional Ethics Executive Committee. Revised, September 2003, by the
Professional Ethics Executive Committee. Revised, March 2011, by the Professional Ethics Executive
Committee, effective May 31, 2011.]

101-6—The effect of actual or threatened litigation on independence. In some circumstances, inde-
pendence may be considered to be impaired as a result of litigation or the expressed intention to com-
mence litigation as discussed below.

Litigation between client and member

The relationship between the management of the client and a covered member must be characterized by
complete candor and full disclosure regarding all aspects of the client's business operations. In addition,
there must be an absence of bias on the part of the covered member so that he or she can exercise pro-
fessional judgment on the financial reporting decisions made by the management. When the present
management of a client company commences, or expresses an intention to commence, legal action
against a covered member, the covered member and the client's management may be placed in adversar-
ial positions in which the management's willingness to make complete disclosures and the covered
member's objectivity may be affected by self-interest.

For the reasons outlined above, independence may be impaired whenever the covered member and the
covered member's client or its management are in threatened or actual positions of material adverse in-
terests by reason of threatened or actual litigation. Because of the complexity and diversity of the situa-
tions of adverse interests which may arise, however, it is difficult to prescribe precise points at which
independence may be impaired. The following criteria are offered as guidelines:
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1. The commencement of litigation by the present management alleging deficiencies in audit work
for the client would be considered to impair independence.

2. The commencement of litigation by the covered member against the present management alleg-
ing management fraud or deceit would be considered to impair independence.

3. An expressed intention by the present management to commence litigation against the covered
member alleging deficiencies in audit work for the client would be considered to impair inde-
pendence if the auditor concludes that it is probable that such a claim will be filed.

4. Litigation not related to performance of an attest engagement for the client (whether threatened
or actual) for an amount not material to the covered member's firm ™3’ or to the client company
™37 \would not generally be considered to affect the relationship in such a way as to impair inde-
pendence. Such claims may arise, for example, out of disputes as to billings for services, results
of tax or management services advice or similar matters.

Litigation by security holders

A covered member may also become involved in litigation ("primary litigation™) in which the covered
member and the client or its management are defendants. Such litigation may arise, for example, when
one or more stockholders bring a stockholders' derivative action or a so-called “class action™ against the
client or its management, its officers, directors, underwriters and covered members under the securities
laws. Such primary litigation in itself would not alter fundamental relationships between the client or its
management and the covered member and therefore would not be deemed to have an adverse impact on
independence. These situations should be examined carefully, however, since the potential for adverse
interests may exist if cross-claims are filed against the covered member alleging that the covered mem-
ber is responsible for any deficiencies or if the covered member alleges fraud or deceit by the present
management as a defense. In assessing the extent to which independence may be impaired under these
conditions, the covered member should consider the following additional guidelines:

1. The existence of cross-claims filed by the client, its management, or any of its directors to pro-
tect a right to legal redress in the event of a future adverse decision in the primary litigation (or,
in lieu of cross-claims, agreements to extend the statute of limitations) would not normally affect
the relationship between client management and the covered member in such a way as to impair
independence, unless there exists a significant risk that the cross-claim will result in a settlement
or judgment in an amount material to the covered member's firm ™ or to the client.

f37 Because of the complexities of litigation and the circumstances under which it may arise, it is not possible to prescribe meaningful
criteria for measuring materiality; accordingly, the covered member should consider the nature of the controversy underlying the liti-
gation and all other relevant factors in reaching a judgment. [Footnote renumbered and revised, July 2002, to reflect conforming
changes necessary due to the revision of Interpretation No. 101-1. Footnote subsequently renumbered by the revision of Interpretation
No. 101-2, April 2003. Footnote subsequently renumbered by the revision of Interpretation No. 101-3, September 2003. Footnote sub-
sequently renumbered by the revision of Interpretation No. 101-3, July 2004. Footnote subsequently renumbered by the revision of
Interpretation No. 101-1, April 2006. Footnote subsequently renumbered by the revision of Interpretation No. 101-3, February 2007
and July 2007. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March 2010.]

M38 See footnote 37. [Footnote renumbered, July 2002, to reflect conforming changes necessary due to the revision of Interpretation

No. 101-1. Footnote subsequently renumbered by the revision of Interpretation No. 101-2, April 2003. Footnote subsequently renum-
bered by the revision of Interpretation No. 101-3, September 2003. Footnote subsequently renumbered by the revision of Interpreta-
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2. The assertion of cross-claims against the covered member by underwriters would not generally
impair independence if no such claims are asserted by the client or the present management.

3. If any of the persons who file cross-claims against the covered member are also officers or direc-
tors of other clients of the covered member, independence with respect to such other clients
would not generally be considered to be impaired.

Other third-party litigation

Another type of third-party litigation against the covered member may be commenced by a lending insti-
tution, other creditor, security holder, or insurance company who alleges reliance on financial statements
of the client with which the covered member is associated as a basis for extending credit or insurance
coverage to the client. In some instances, an insurance company may commence litigation (under subro-
gation rights) against the covered member in the name of the client to recover losses reimbursed to the
client. These types of litigation would not normally affect independence with respect to a client who is
either not the plaintiff or is only the nominal plaintiff, since the relationship between the covered mem-
ber and client management would not be affected. They should be examined carefully, however, since
the potential for adverse interests may exist if the covered member alleges, in his or her defense, fraud,
or deceit by the present management.

If the real party in interest in the litigation (e.g., the insurance company) is also a client of the covered
member ("the plaintiff client™), independence with respect to the plaintiff client may be impaired if the
litigation involves a significant risk of a settlement or judgment in an amount which would be material
to the covered member's firm ™3° or to the plaintiff client.

Effects of impairment of independence

If the covered member believes that the circumstances would lead a reasonable person having
knowledge of the facts to conclude that the actual or intended litigation poses an unacceptable threat to
independence, the covered member should either (a) disengage himself or herself, or (b) disclaim an
opinion because of lack of independence. Such disengagement may take the form of resignation or ces-
sation of any attest engagement then in progress pending resolution of the issue between the parties.

Termination of impairment

The conditions giving rise to a lack of independence are generally eliminated when a final resolution is
reached and the matters at issue no longer affect the relationship between the covered member and cli-

tion No. 101-3, July 2004. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, April 2006. Footnote subse-
quently renumbered by the revision of Interpretation No. 101-3, February 2007 and July 2007. Footnote subsequently revised and re-
numbered by the revision of Interpretation No. 101-1, March 2010.]

™39 See footnote 37. [Footnote renumbered, July 2002, to reflect conforming changes necessary due to the revision of Interpretation
No. 101-1. Footnote subsequently renumbered by the revision of Interpretation No. 101-2, April 2003. Footnote subsequently renum-
bered by the revision of Interpretation No. 101-3, September 2003. Footnote subsequently renumbered by the revision of Interpreta-
tion No. 101-3, July 2004. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, April 2006. Footnote subse-
quently renumbered by the revision of Interpretation No. 101-3, February 2007 and July 2007. Footnote subsequently revised and re-
numbered by the revision of Interpretation No. 101-1, March 2010.]
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ent. The covered member should carefully review the conditions of such resolution to determine that all
impairments to the covered member's objectivity have been removed.

[Formerly paragraph .07, renumbered by adoption of the Code of Professional Conduct on January 12,
1988. Revised, effective June 30, 1990, by the Professional Ethics Executive Committee. Revised, effec-
tive September 30, 1995, by the Professional Ethics Executive Committee, by deletion of subhead and
paragraph and reissuance as ethics ruling No. 100, Actions Permitted When Independence is Impaired,
under Rule 101. Revised, July 2002, to reflect conforming changes necessary due to the revision of In-
terpretation No. 101-1.]

[101-7]—][Deleted] [Formerly paragraph .08, renumbered by adoption of the Code of Professional
Conduct on January 12, 1988.]

101-8—Effect on Independence of Financial Interests in Nonclients Having Investor or Investee
Relationships With a Covered Member’s Client. Introduction

Financial interests in nonclients that are related in various ways to a client may impair independence.
Situations in which the nonclient investor is a partnership are covered in other rulings [sec. 191 par.
.138-.139 and par. .162-.163].

Terminology
The following specifically identified terms are used in this interpretation as indicated:

1. Client. The term client means the person or entity with whose financial statements a covered
member is associated.

2. Significant influence. The term significant influence is as defined in FASB ASC 323-10-15.

3. Investor. The term investor means (a) a parent, (b) general partner, or (c) natural person or cor-
poration that has the ability to exercise significant influence.

4. Investee. The term investee means (a) a subsidiary or (b) an entity over which an investor has the
ability to exercise significant influence.

Interpretation

When a nonclient investee is material to a client investor, any direct or material indirect financial inter-
est of a covered member in the nonclient investee would be considered to impair independence with re-
spect to the client investor. If the nonclient investee is immaterial to the client investor, a covered mem-
ber’s material investment in the nonclient investee would cause an impairment of independence.

Page 63



No Yes
Is nonclient material

to client?
Ind d Independence
‘n epen _ence impaired if:
impaired if:
Covered member's a. Covered member
investment in has direct financial
nonclient is interest in nonclient;
material. or

b. Covered member
has material indirect
financial interest in
nonclient.

Client="“Investor”
Nonclient=*Investee”

When a client investee is material to a nonclient investor, any direct or material indirect financial inter-
est of a covered member in the nonclient investor would be considered to impair independence with re-
spect to the client investee. If the client investee is immaterial to the nonclient investor, and if a covered
member’s financial interest in the nonclient investor allows the covered member to exercise significant
influence over the actions of the nonclient investor, independence would be considered to be impaired.
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Other relationships, such as those involving brother-sister common control or client-nonclient joint ven-
tures, may affect the appearance of independence. The covered member should make a reasonable in-
quiry to determine whether such relationships exist, and if they do, careful consideration should be given
to whether the financial interests in question would lead a reasonable observer to conclude that the spec-
ified relationships pose an unacceptable threat to independence.

In general, in brother-sister common control situations, an immaterial financial interest of a covered
member in the nonclient investee would not impair independence with respect to the client investee,
provided the covered member could not exercise significant influence over the nonclient investor. How-
ever, if a covered member’s financial interest in a nonclient investee is material, the covered member
could be influenced by the nonclient investor, thereby impairing independence with respect to the client
investee. In like manner, in a joint venture situation, an immaterial financial interest of a covered mem-
ber in the nonclient investor would not impair the independence of the covered member with respect to
the client investor, provided that the covered member could not exercise significant influence over the
nonclient investor.

If a covered member does not and could not reasonably be expected to have knowledge of the financial
interests or relationship described in this interpretation, independence would not be considered to be im-
paired under this interpretation.

[Deleted effective November 30, 2011. Reestablished and effective October 31, 2012, until the earlier of
January 1, 2014, or adoption of Interpretation No. 101-18.]

[101-9]—/[Deleted]

101-10—The effect on independence of relationships with entities included in the governmental
financial statements. Except for a financial reporting entity's basic financial statements, which is
defined within the text of this interpretation, certain terminology used throughout the interpreta-
tion is specifically defined by the Governmental Accounting Standards Board. [Footnote renum-
bered, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Footnote subsequently renumbered by the revision of Interpretation No. 101-2, April 2003.
Footnote subsequently renumbered by the revision of Interpretation No. 101-3, September 2003.
Footnote subsequently renumbered by the revision of Interpretation No. 101-3, July 2004. Foot-
note subsequently renumbered by the revision of Interpretation No. 101-1, April 2006. Footnote
subsequently renumbered by the revision of Interpretation No. 101-3, February 2007 and July
2007. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March
2010.] For purposes of this interpretation, a financial reporting entity's basic financial statements, issued
in conformity with generally accepted accounting principles, include the government-wide financial
statements (consisting of the entity's governmental activities, business-type activities, and discretely pre-
sented component units), the fund financial statements (consisting of major funds, nonmajor governmen-
tal and enterprise funds, internal service funds, blended component units, and fiduciary funds) and other
entities disclosed in the notes to the basic financial statements. Entities that should be disclosed in the
notes to the basic financial statements include, but are not limited to, related organizations, joint ven-
tures, jointly governed organizations, and component units of another government with characteristics of
a joint venture or jointly governed organization.

Auditor of Financial Reporting Entity

A covered member issuing a report on the basic financial statements of the financial reporting entity
must be independent of the financial reporting entity, as defined in paragraph 1 of this interpretation.
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However, independence is not required with respect to any major or nonmajor fund, internal service
fund, fiduciary fund, or component unit or other entities disclosed in the financial statements, where the
primary auditor explicitly states reliance on other auditors reports thereon. In addition, independence is
not required with respect to an entity disclosed in the notes to the basic financial statements, if the finan-
cial reporting entity is not financially accountable for the organization and the required disclosure does
not include financial information. For example, a disclosure limited to the financial reporting entity's
ability to appoint the governing board members would not require a member to be independent of that
organization.

However, the covered member and his or her immediate family should not hold a key position with a
major fund, nonmajor fund, internal service fund, fiduciary fund, or component unit of the financial re-
porting entity or other entity that should be disclosed in the notes to the basic financial statements.

Auditor of a Major Fund, Nonmajor Fund, Internal Service Fund, Fiduciary Fund, or Component
Unit of the Financial Reporting Entity or Other Entity That Should Be Disclosed in the Notes to
the Basic Financial Statements

A covered member who is auditing the financial statements of a major fund, nonmajor fund, internal
service fund, fiduciary fund, or component unit of the financial reporting entity or an entity that should
be disclosed in the notes to the basic financial statements of the financial reporting entity, but is not au-
diting the primary government, should be independent with respect to those financial statements that the
covered member is reporting upon. The covered member is not required to be independent of the prima-
ry government or other funds or component units of the reporting entity or entities that should be dis-
closed in the notes to the basic financial statements. However, the covered member and his or her im-
mediate family should not hold a key position within the primary government. For purposes of this in-
terpretation, a covered member and immediate family member would not be considered employed by
the primary government if the exceptions provided for in paragraph .03 of section 92 are met. [ 4144

[Formerly paragraph .11, renumbered by adoption of the Code of Professional Conduct on January 12,
1988. References changed to reflect the issuance of the AICPA Code of Professional Conduct on Janu-
ary 12, 1988. Replaces previous Interpretation No. 101-10, “The Effect on Independence of Relation-
ships Proscribed by Rule 101 and its Interpretations With Nonclient Entities Included With a Member's
Client in the Financial Statements of a Governmental Reporting Entity,” April 1991, effective April 30,
1991. Replaces previous Interpretation No. 101-10, “The Effect on Independence of Relationships With
Entities Included in the Governmental Financial Statements,” January 1996, effective January 31, 1996.
Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Revised, effective March 31, 2003, by the Professional Ethics Executive Committee.]

101-11—Modified application of Rule 101 for engagements performed in accordance with State-

ments on Standards for Attestation Engagements.  Rule 101, Independence [sec. 101 par. .01], and
its interpretations and rulings apply to all attest engagements. However, the following exceptions apply
when performing engagements to issue reports in accordance with Statements on Standards for Attesta-

s 41421 [Footnotes deleted by the Professional Ethics Executive Committee, March 2003. Footnotes renumbered by the revision of
Interpretation No. 101-2, April 2003. Footnotes subsequently renumbered by the revision of Interpretation No. 101-3, September
2003. Footnotes subsequently renumbered by the revision of Interpretation No. 101-3, July 2004. Footnotes subsequently renumbered
by the revision of Interpretation No. 101-1, April 2006. Footnotes subsequently renumbered by the revision of Interpretation No. 101-
3, February and July 2007. Footnotes subsequently renumbered by the revision of Interpretation No. 101-1, March 2010.]
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tion Engagements (SSAEs) when independence is required, or the member’s compilation report does not
disclose a lack of independence:

e Covered members need to be independent with respect to the responsible party(ies). ™+ See the
following section for specific guidance for agreed-upon procedures (AUP) engagements per-
formed under SSAEs.

e In circumstances in which the individual or entity that engages the member is not the responsible
party, covered members need not be independent of that individual or entity. However, consider-
ation should be given to the requirements of Interpretation No. 102-2, “Conflicts of Interest,”
under Rule 102, Integrity and Objectivity [sec. 102 par. .03], with regard to any relationships that
may exist with the individual or entity that engages the member to perform these services.

e Nonattest services that would otherwise impair independence under Interpretation No. 101-3
[sec. 101 par. .05] may be provided to the responsible party(ies) when such services do not relate
to the specific subject matter ™** of the SSAE engagement, provided that the general require-
ments of Interpretation No. 101-3 [sec. 101 par. .05] are met.

AUP Engagements
When performing an AUP engagement under the SSAEs, only the following covered members and their

immediate families are required to be independent with respect to the responsible party(ies), in accord-
ance with Rule 101 [sec. 101 par. .01]:

e Individuals participating on the AUP engagement team
e Individuals who directly supervise or manage the AUP engagement partner or partner equivalent

e Individuals who consult with the attest engagement team regarding technical or industry-related
issues specific to the AUP engagement

In addition, independence would be impaired if the firm had a financial relationship covered by item (A)
of Interpretation No. 101-1 [sec. 101 par. .02] with the responsible party(ies) that was material to the
firm.

Independence will not be impaired if the general requirements of Interpretation No. 101-3 [sec. 101 par.
.05] are not met when the member is also providing nonattest services, unless such services relate to the
specific subject matter of the AUP engagement.

M43 For purposes of this interpretation, the term responsible party is as defined in the Statement on Standards for Attestation Engage-
ments (SSAES). [Footnote revised September 2011, effective November 30, 2011. Footnote renumbered, July 2002, to reflect con-
forming changes necessary due to the revision of Interpretation No. 101-1. Footnote subsequently renumbered by the revision of In-
terpretation No. 101-2, April 2003. Footnote subsequently renumbered by the revision of Interpretation No. 101-3, September 2003.
Footnote subsequently renumbered by the revision of Interpretation No. 101-3, July 2004. Footnote subsequently renumbered by the
revision of Interpretation No. 101-1, April 2006. Footnote subsequently renumbered by the revision of Interpretation No. 101-3, Feb-
ruary 2007 and July 2007. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March 2010.]

™44 For purposes of this interpretation, the term subject matter is as defined in the SSAES. [Footnote revised and renumbered Septem-
ber 2011, effective November 2011.]
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[.15]

[Revised, February 2012, effective April 30, 2012. Revised September 2011, effective November 30,
2011. Replaces previous Interpretation No. 101-11, “Independence and Attest Engagements,” January
1996, effective January 31, 1996. Revised, effective November 30, 2001, by the Professional Ethics Ex-
ecutive Committee. Revised March 2013, revision effective for engagements covering periods beginning
on or after December 15, 2014.]

101-12—Independence and cooperative arrangements with clients. Independence will be considered
to be impaired if, during the period of a professional engagement, a member or his or her firm had any
cooperative arrangement with the client that was material to the member's firm or to the client.

Cooperative Arrangement—A cooperative arrangement exists when a member's firm and a client jointly
participate in a business activity. The following are examples, which are not all inclusive, of cooperative
arrangements:

1. Prime/subcontractor arrangements to provide services or products to a third party
2. Joint ventures to develop or market products or services

3. Arrangements to combine one or more services or products of the firm with one or more services
or products of the client and market the package with references to both parties

4. Distribution or marketing arrangements under which the firm acts as a distributor or marketer of
the client's products or services, or the client acts as the distributor or marketer of the products or
services of the firm

Nevertheless, joint participation with a client in a business activity does not ordinarily constitute a coop-
erative arrangement when all the following conditions are present:

a. The participation of the firm and the participation of the client are governed by separate agree-
ments, arrangements, or understandings.

b. The firm assumes no responsibility for the activities or results of the client, and vice versa.
c. Neither party has the authority to act as the representative or agent of the other party.

In addition, the member's firm should consider the requirements of Rule 302 [sec. 302 par. .01] and Rule
503 [sec. 503 par. .01].

[Effective November 30, 1993. Revised, July 2002, to reflect conforming changes necessary due to the
revision of Interpretation No. 101-1.]

[101-13]—[Deleted]
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16 101-14—The effect of alternative practice structures on the applicability of independence rules.  Becaus
determine whether additional independence requirements are necessary to ensure the protection of the
public interest.

In many "nontraditional structures,” a substantial (the nonattest) portion of a member's practice is con-
ducted under public or private ownership, and the attest portion of the practice is conducted through a
separate firm owned and controlled (as defined in FASB ASC 810) by the member. All such structures
must comply with applicable laws, regulations, and Rule 505, Form of Organization and Name [sec.
505 par. .01]. In complying with laws, regulations, and Rule 505 [sec. 505 par. .01], many elements of
quality control are required to ensure that the public interest is adequately protected. For example, all
services performed by members and persons over whom they have control must comply with standards
promulgated by AICPA Council-designated bodies, and, for all other firms providing attest services, en-
rollment is required in an AICPA-approved practice-monitoring program. Finally, and importantly, the
members are responsible, financially and otherwise, for all the attest work performed. Considering the
extent of such measures, PEEC believes that the additional independence rules set forth in this interpre-
tation are sufficient to ensure that attest services can be performed with objectivity and, therefore, the
additional rules satisfactorily protect the public interest.

Rule 505 [sec. 505 par. .01] and the following independence rules for an alternative practice structure
(APS) are intended to be conceptual and applicable to all structures where the "traditional firm" engaged
in attest services is closely aligned with another organization, public or private, that performs other pro-
fessional services. The following paragraph and subsequent chart provide an example of a structure in
use at the time this interpretation was developed. Many of the references in this interpretation are to the
example. PEEC intends that the concepts expressed herein be applied, in spirit and in substance, to vari-
ations of the example structure as they develop.

The example APS in this interpretation is one where an existing CPA practice ("Oldfirm") is sold by its
owners to another (possibly public) entity ("PublicCo™). PublicCo has subsidiaries or divisions such as a
bank, insurance company, or broker-dealer, and it also has one or more professional service subsidiaries
or divisions that offer to clients nonattest professional services (for example, tax, personal financial
planning, and management consulting). The owners and employees of Oldfirm become employees of
one of PublicCo's subsidiaries or divisions and may provide those nonattest services. In addition, the
owners of Oldfirm form a new CPA firm ("Newfirm™) to provide attest services. CPAs, including the
former owners of Oldfirm, own a majority of Newfirm (as to vote and financial interests). Attest ser-
vices are performed by Newfirm and are supervised by its owners. The arrangement between Newfirm
and PublicCo (or one of its subsidiaries or divisions) includes the lease of employees, office space, and
equipment; the performance of back-office functions such as billing and collections; and advertising.
Newfirm pays a negotiated amount for these services.

APS Independence Rules for Covered Members

The term covered member in an APS includes both employed and leased individuals. The firm in such
definition would be Newfirm in the example APS. All covered members, including the firm, are subject
to Rule 101 [sec. 101 par. .01] and its interpretations and rulings in their entirety. For example, no cov-

f# Terms shown in boldface type upon first usage in this interpretation are defined in section 92. [Footnote added, November 2002,
to reflect conforming changes necessary due to the revision of Interpretation No. 101-1.]
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ered member may have, among other things, a direct financial interest in or a loan to or from an attest
client of Newfirm.

Partners of one Newfirm generally would not be considered partners of another Newfirm except in sit-
uations where those partners perform services for the other Newfirm or where there are significant
shared economic interests between partners of more than one Newfirm. If, for example, partners of
Newfirm 1 perform services in Newfirm 2, such owners would be considered to be partners of both
Newfirms for purposes of applying the independence rules.

APS Independence Rules for Persons and Entities Other Than Covered Members

As stated previously, the independence rules normally extend only to those persons and entities included
in the definition of covered member. This normally would include only the "traditional firm" (Newfirm
in the example APS), those covered members who own or are employed or leased by Newfirm, and enti-
ties controlled (as defined by FASB ASC 810) by one or more of such persons. Because of the close
alignment in many APSs between persons and entities included in covered member and other persons
and entities, to ensure the protection of the public interest, PEEC believes it appropriate to require re-
strictions in addition to those required in a traditional firm structure. Those restrictions are divided into
two groups:

1. Direct Superiors. Direct Superiors are defined to include those persons so closely associated with
a partner or manager who is a covered member, that such persons can directly control the activities of
such partner or manager. For this purpose, a person who can directly control is the immediate superior
of the partner or manager who has the power to direct the activities of that person so as to be able to di-
rectly or indirectly (for example, through another entity over which the Direct Superior can exercise sig-
nificant influence ™ ) derive a benefit from that person's activities. Examples would be the person who
has day-to-day responsibility for the activities of the partner or manager and is in a position to recom-
mend promotions and compensation levels. This group of persons is, in the view of PEEC, so closely
aligned through direct reporting relationships with such persons that their interests would seem to be in-
separable. Consequently, persons considered Direct Superiors, and entities within the APS over which
such persons can exercise significant influence ™“® are subject to Rule 101 [sec. 101 par. .01] and its
interpretations and rulings in their entirety.

™45 For purposes of this interpretation, significant influence means having the ability to exercise significant influence over the finan-
cial, operating, or accounting policies of the entity, for example by (1) being connected with the entity as a promoter, underwriter,
voting trustee, general partner, or director, (2) being in a policy-making position such as CEO, chief operating officer, CFO, or chief
accounting officer, or (3) meeting the criteria in Financial Accounting Standards Board (FASB) Accounting Standards Codification
(ASC) 323-10-15 to determine the ability of an investor to exercise such influence with respect to an entity. The foregoing examples
are not necessarily all-inclusive. [Footnote subsequently renumbered by revision of Interpretation No. 101-11, November 2011. Foot-
note added, November 2002, to reflect conforming changes necessary due to the revision of Interpretation No. 101-1. Footnote re-
numbered by the revision of Interpretation No. 101-2, April 2003. Footnote subsequently renumbered by the revision of Interpretation
No. 101-3, September 2003. Footnote subsequently renumbered by the revision of Interpretation No. 101-3, July 2004. Footnote sub-
sequently renumbered by the revision of Interpretation No. 101-1, April 2006. Footnote subsequently renumbered by the revision of
Interpretation No. 101-3, February 2007 and July 2007. Footnote revised, June 2009, to reflect conforming changes necessary due to
the issuance of FASB ASC. Footnote renumbered by the revision of Interpretation No. 101-1, March 2010.]

™48 For purposes of this interpretation, significant influence means having the ability to exercise significant influence over the finan-
cial, operating, or accounting policies of the entity, for example by (1) being connected with the entity as a promoter, underwriter,
voting trustee, general partner, or director, (2) being in a policy-making position such as CEO, chief operating officer, CFO, or chief
accounting officer, or (3) meeting the criteria in FASB ASC 323-10-15 to determine the ability of an investor to exercise such influ-

Page 70



2. Indirect Superiors and Other PublicCo Entities. Indirect Superiors are those persons who are one
or more levels above persons included in Direct Superior. Generally, this would start with persons in an
organization structure to whom Direct Superiors report and go up the line from there. PEEC believes
that certain restrictions must be placed on Indirect Superiors, but also believes that such persons are suf-
ficiently removed from partners and managers who are covered persons to permit a somewhat less re-
strictive standard. Indirect Superiors are not connected with partners and managers who are covered
members through direct reporting relationships; there always is a level in between. The PEEC also be-
lieves that, for purposes of the following, the definition of Indirect Superior also includes the immediate
family of the Indirect Superior.

PEEC carefully considered the risk that an Indirect Superior, through a Direct Superior, might attempt to
influence the decisions made during the engagement for a Newfirm attest client. PEEC believes that this
risk is reduced to a sufficiently low level by prohibiting certain relationships between Indirect Superiors
and Newfirm attest clients and by applying a materiality concept with respect to financial relationships.
If the financial relationship is not material to the Indirect Superior, PEEC believes that he or she would
not be sufficiently financially motivated to attempt such influence particularly with sufficient effort to
overcome the presumed integrity, objectivity and strength of character of individuals involved in the en-
gagement.

Similar standards also are appropriate for Other PublicCo Entities. These entities are defined to include
PublicCo and all entities consolidated in the PublicCo financial statements that are not subject to Rule
101 [sec. 101 par. .01] and its interpretations and rulings in their entirety.

The rules for Indirect Superiors and Other PublicCo Entities are as follows:

a. Indirect Superiors and Other PublicCo Entities may not have a relationship contemplated by item
(A) of Interpretation No. 101-1 [sec. 101 par. .02] (for example, investments, loans, and so on)
with an attest client of Newfirm that is material. In making the test for materiality for financial
relationships of an Indirect Superior, all the financial relationships with an attest client held by
such person should be aggregated and, to determine materiality, assessed in relation to the per-
son’s net worth. In making the materiality test for financial relationships of Other PublicCo Enti-
ties, all the financial relationships with an attest client held by such entities should be aggregated
and, to determine materiality, assessed in relation to the consolidated financial statements of
PublicCo. In addition, any Other PublicCo Entity over which an Indirect Superior has direct re-
sponsibility cannot have a financial relationship with an attest client that is material in relation to
the Other PublicCo Entity’s financial statements.

ence with respect to an entity. The foregoing examples are not necessarily all-inclusive. [Footnote subsequently renumbered by revi-
sion of Interpretation No. 101-11, November 2011. Footnote added, November 2002, to reflect conforming changes necessary due to
the revision of Interpretation No. 101-1. Footnote renumbered by the revision of Interpretation No. 101-2, April 2003. Footnote sub-
sequently renumbered by the revision of Interpretation No. 101-3, September 2003. Footnote subsequently renumbered by the revision
of Interpretation No. 101-3, July 2004. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, April 2006.
Footnote subsequently renumbered by the revision of Interpretation No. 101-3, February 2007 and July 2007. Footnote revised, June
20009, to reflect conforming changes necessary due to the issuance of FASB ASC. Footnote renumbered by the revision of Interpreta-
tion No. 101-1, March 2010.]
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b. Further, financial relationships of Indirect Superiors or Other PublicCo Entities should not allow
such persons or entities to exercise significant influence ™*’ over the attest client. In making the
test for significant influence, financial relationships of all Indirect Superiors and Other PublicCo
Entities should be aggregated.

c. Neither Other PublicCo Entities nor any of their employees may be connected with an attest cli-
ent of Newfirm as a promoter, underwriter, voting trustee, director or officer.

d. Except as noted in (c), Indirect Superiors and Other PublicCo Entities may provide services to an
attest client of Newfirm that would impair independence if performed by Newfirm. For example,
trustee and asset custodial services in the ordinary course of business by a bank subsidiary of
PublicCo would be acceptable as long as the bank was not subject to Rule 101 [sec. 101 par. .01]
and its interpretations and rulings in their entirety.

Other Matters

1. Anexample, using the following chart, of the application of the concept of Direct and Indirect
Superiors would be as follows: The chief executive of the local office of the Professional Services Sub-
sidiary (PSS), where the partners of Newfirm are employed, would be a Direct Superior. The chief ex-
ecutive of PSS itself would be an Indirect Superior, and there may be Indirect Superiors in between such
as a regional chief executive of all PSS offices within a geographic area.

2. PEEC has concluded that Newfirm (and its partners and employees) may not perform an attest
engagement for PublicCo or any of its subsidiaries or divisions.

3. PEEC has concluded that independence would be considered to be impaired with respect to an
attest client of Newfirm if such attest client holds an investment in PublicCo that is material to the attest
client or allows the attest client to exercise significant influence ™*® over PublicCo.

M47 For purposes of this interpretation, significant influence means having the ability to exercise significant influence over the finan-
cial, operating or accounting policies of the entity, for example by (1) being connected with the entity as a promoter, underwriter, vot-
ing trustee, general partner, or director, (2) being in a policy-making position such as CEO, chief operating officer, CFO, or chief ac-
counting officer, or (3) meeting the criteria in FASB ASC 323-10-15 to determine the ability of an investor to exercise such influence
with respect to an entity. The foregoing examples are not necessarily all-inclusive. [Footnote subsequently renumbered by revision of
Interpretation No. 101-11, November 2011. Footnote added, November 2002, to reflect conforming changes necessary due to the re-
vision of Interpretation No. 101-1. Footnote renumbered by the revision of Interpretation No. 101-2, April 2003. Footnote subsequent-
ly renumbered by the revision of Interpretation No. 101-3, September 2003. Footnote subsequently renumbered by the revision of In-
terpretation No. 101-3, July 2004. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, April 2006. Foot-
note subsequently renumbered by the revision of Interpretation No. 101-3, February 2007 and July 2007. Footnote revised, June 2009,
to reflect conforming changes necessary due to the issuance of FASB ASC. Footnote renumbered by the revision of Interpretation No.
101-1, March 2010.]

™48 For purposes of this interpretation, significant influence means having the ability to exercise significant influence over the finan-
cial, operating, or accounting policies of the entity, for example by (1) being connected with the entity as a promoter, underwriter,
voting trustee, general partner, or director, (2) being in a policy-making position such as CEO, chief operating officer, CFO, or chief
accounting officer, or (3) meeting the criteria in FASB ASC 323-10-15 to determine the ability of an investor to exercise such influ-
ence with respect to an entity. The foregoing examples are not necessarily all-inclusive. [Footnote subsequently renumbered by revi-
sion of Interpretation No. 101-11, November 2011. Footnote added, November 2002, to reflect conforming changes necessary due to
the revision of Interpretation No. 101-1. Footnote renumbered by the revision of Interpretation No. 101-2, April 2003. Footnote sub-
sequently renumbered by the revision of Interpretation No. 101-3, September 2003. Footnote subsequently renumbered by the revision
of Interpretation No. 101-3, July 2004. Footnote subsequently renumbered by the revision of Interpretation No. 101-1, April 2006.
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4. When making referrals of services between Newfirm and any of the entities within PublicCo, a
member should consider the provisions of Interpretation No. 102-2 of Rule 102 [sec. 102 par. .03].

Alternative Practice Structure (APS) Model

Parent
PublicCo

Professional Services
Subsidiary (ies)

‘ InsurCo ‘ ‘ BankCo Broker-Dealer

Newfirm 1 Newfirm2

Attest Client Attest Client

[Effective February 28, 1999. Revised, November 2002, to reflect conforming changes necessary due to
the revision of Interpretation No. 101-1. Revised, March 2011, by the Professional Ethics Executive
Committee, effective May 31, 2011.]

17  101-15—Financial relationships.
Financial Interests

Item (A)(1) of Interpretation No. 101-1 [sec. 101 par. .02] states that independence shall be considered
to be impaired if, during the period of the professional engagement, a covered member had or was
committed to acquire any direct or material indirect financial interest in the client. When reviewing this
interpretation, the covered member should also refer to Interpretation No. 101-1 [sec. 101 par. .02] for
the application of Rule 101 and its interpretations and rulings to the covered member’s immediate fami-
ly and close relatives.

This interpretation provides definitions of direct and indirect financial interests and further guidance on
whether various types of financial interests should be considered to be direct or indirect financial inter-
ests and provides certain limited exceptions under which a covered member could hold a direct or mate-

Footnote subsequently renumbered by the revision of Interpretation No. 101-3, February 2007 and July 2007. Footnote revised, June
20009, to reflect conforming changes necessary due to the issuance of FASB ASC. Footnote renumbered by the revision of Interpreta-
tion No. 101-1, March 2010.]
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rial indirect financial interest in an attest client without being considered to have impaired his or her in-
dependence.

Definitions

A financial interest is an ownership interest in an equity or a debt security issued by an entity, includ-
ing rights and obligations to acquire such an interest and derivatives directly related to such interest.

A direct financial interest is a financial interest:

1. Owned directly by an individual or entity (including those managed on a discretionary basis by
others); or

2. Under the control ™4

sis by others); or

of an individual or entity (including those managed on a discretionary ba-

3. Beneficially owned through an investment vehicle, estate, trust, or other intermediary when the
beneficiary:

a. Controls the intermediary; or
b. Has the authority to supervise or participate in the intermediary’s investment decisions.

An indirect financial interest is a financial interest beneficially owned through an investment vehicle,
estate, trust, or other intermediary when the beneficiary neither controls the intermediary nor has the au-
thority to supervise or participate in the intermediary’s investment decisions.

A financial interest is beneficially owned when an individual or entity is not the record owner of the in-
terest but has a right to some or all of the underlying benefits of ownership. These benefits include the
authority to direct the voting or the disposition of the interest or to receive the economic benefits of the
ownership of the interest.

Unsolicited Financial Interests

Independence would not be considered to be impaired if an unsolicited financial interest in a client is re-
ceived, such as through gift or inheritance, and the financial interest is disposed of as soon as practica-
ble, but no later than 30 days after the covered member has knowledge of and the right to dispose of the
financial interest. In addition, when the covered member becomes aware that he or she will receive or
has received a material direct or material indirect financial interest in a client requiring independence but
does not have the right to dispose of the financial interest, independence would be considered to be im-
paired unless the covered member does not participate on the attest engagement team and disposes of the
financial interest as soon as practicable but no later than 30 days after the right to dispose exists.

™49 \When used herein, the term control includes situations where the covered member, individually or acting together with his or her
firm or with other partners or professional employees of his or her firm, has the ability to exercise such control. [Footnote subsequent-
ly renumbered by revision of Interpretation No. 101-11, November 2011. Footnote renumbered by the revision of Interpretation No.
101-1, April 2006. Footnote subsequently renumbered by the revision of Interpretation No. 101-3, February 2007 and July 2007.
Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March 2010.]
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Mutual Funds

The ownership of shares in a mutual fund is considered to be a direct financial interest in the mutual
fund. The underlying investments of a mutual fund are considered to be indirect financial interests.

If the mutual fund is diversified, ™*° a covered member’s ownership of 5 percent or less of the outstand-

ing shares of the mutual fund would not be considered to constitute a material indirect financial interest
in the underlying investments.

If a covered member owns more than 5 percent of the outstanding shares of a diversified mutual fund, or
if the mutual fund is not diversified, the covered member should evaluate the underlying investments of

the mutual fund to determine whether the covered member holds a material indirect financial interest in

any of the underlying investments.

For example, if a nondiversified mutual fund owns shares in attest client Company A, and
e The mutual fund’s net assets are $10,000,000;

e The covered member owns 1 percent of the outstanding shares of the mutual fund, having a val-
ue of $100,000; and

e The mutual fund has 10 percent of its assets invested in Company A;

the indirect financial interest of the covered member in Company A is $10,000 and this amount should
be measured against the covered member’s net worth (including the net worth of his or her immediate
family) to determine if it is material.

Retirement, Savings, Compensation, or Similar Plans

e Depending upon the facts and circumstances, investments held in a retirement, savings, compen-
sation, or similar plan may be considered a covered member’s direct or indirect financial inter-
ests as follows: ™! Investments held by a retirement, savings, compensation, or similar plan
sponsored by a covered member’s firm would be considered direct financial interests of the firm.

e |If a covered member or his or her immediate family member self-directs the investments in a re-
tirement, savings, compensation, or similar plan or has the ability to supervise or participate in
the plan’s investment decisions, the investments held by the plan would be considered direct fi-
nancial interests of the covered member. Otherwise, the underlying plan investments would be
considered indirect financial interests of the covered member.

M50 To determine if the mutual fund is diversified, the covered member should refer to (1) the mutual fund’s prospectus to see if the
prospectus discloses that the fund is not diversified or (2) Section 5(b)(1) of the Investment Company Act of 1940. [Footnote subse-
quently renumbered by revision of Interpretation No. 101-11, November 2011. Footnote renumbered by the revision of Interpretation
No. 101-1, April 2006. Footnote subsequently renumbered by the revision of Interpretation No. 101-3, February 2007 and July 2007.
Footnote subsequently renumbered by the revision of Interpretation No. 101-1, March 2010.]

[Footnote subsequently renumbered by revision of Interpretation No. 101-11, November 2011. Footnote deleted and renum-

bered by the Professional Ethics Executive Committee, March 2010.]
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Investments held in a defined benefit plan would not be considered financial interests of the cov-
ered member unless the covered member or his or her immediate family member is a trustee of
the plan or otherwise has the ability to supervise or participate in the plan’s investment decisions.

Allocated shares held in an ESOP would be considered indirect financial interests that are bene-
ficially owned until such time as the covered member or his or her immediate family has the
right to dispose of the financial interest. Once the participant has the right to dispose of the fi-
nancial interest, the financial interest is considered a direct financial interest.

Rights to acquire equity interests, restricted stock awards, or other share-based compensation ar-
rangements are considered direct financial interests, regardless of whether such financial inter-
ests are vested or exercisable.

The following examples illustrate these concepts:

1.

If a covered member or his or her immediate family member is a trustee of a retirement, savings,
compensation, or similar plan or otherwise has the authority to supervise or participate in the
plan’s investment decisions (including through the selection of investment managers or pooled
investment vehicles), the underlying investments would be considered to be direct financial in-
terests of the covered member.

If investments in a defined contribution plan are participant directed, whereby a covered member
or his or her immediate family member selects his or her underlying plan investments or selects
from investment alternatives offered by the plan, the underlying investments would be consid-
ered to be direct financial interests of the covered member.

If investments in a defined contribution plan are not participant directed and the covered member
or his or her immediate family member has no authority to supervise or participate in the plan’s
investment decisions, the underlying investments would be considered to be indirect financial in-
terests of the covered member.

Also refer to Ethics Ruling No. 107 [sec. 191 par. .214-.215] and the “Application of the Independence
Rules to Covered Members Formerly Employed by a Client or Otherwise Associated with a Client,”
“Application of the Independence Rules to a Covered Member’s Immediate Family,” and “Application
of the Independence Rules to Close Relatives” sections of Interpretation No. 101-1 [par. .02].

Section 529 Plans ™ 2

Section 529 plans are sponsored by states or higher education institutions, and may be prepaid tuition
plans or savings plans. Both types of plans are established by an account owner for the benefit of a sin-

M52 However, a covered member who is an employee of a governmental organization that is required by law or regulation to audit a
Section 529 plan sponsored by a governmental unit will be permitted to be an account owner in the plan for a period not to exceed one
year from the effective date of this interpretation. [Footnote subsequently renumbered by revision of Interpretation No. 101-11, No-
vember 2011. Footnote renumbered by the revision of Interpretation No. 101-1, April 2006. Footnote subsequently renumbered by the
revision of Interpretation No. 101-3, February 2007 and July 2007. Footnote subsequently renumbered by the revision of Interpreta-
tion No. 101-1, March 2010.]
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gle beneficiary. The account owner may change the beneficiary at any time to another individual who is
related to the previous beneficiary.

A covered member who is the account owner of a Section 529 prepaid tuition plan is considered to have
a direct financial interest in the plan but not in the investments of the plan because the credits purchased
represent an obligation of the state or educational institution to provide the education regardless of the
investment performance of the plan or the cost of the education at the future date.

A covered member who is the account owner of a Section 529 savings plan is considered to have a di-
rect financial interest in both the plan and the investments of the plan because he or she decides in which
sponsor’s Section 529 savings plan to invest and prior to making the investment has access to infor-
mation about the plan’s investments.

If a covered member invests in a Section 529 savings plan that does not hold financial interests in an at-
test client at the time of the investment, but the plan subsequently invests in an attest client, the covered
member should (1) transfer the account to another sponsor’s Section 529 savings plan or (2) transfer the
account to another account owner who is not a covered member. However, when the transfer of the ac-
count will result in a penalty or tax that is significant to the account, the covered member may continue
to own the account until the account can be transferred without significant penalty or tax, provided the
covered member does not participate on the attest engagement team and is not in a position to influence
the attest engagement.

A covered member who is a beneficiary of a Section 529 account is not considered to have a financial
interest in the plan or the investments of the plan because he or she does not own the account or possess
any of the underlying benefits of ownership and the beneficiary’s only interest is to receive distributions
from the account for qualified higher education expenses if and when they are authorized by the account
owner.

Before becoming engaged to perform an attest engagement for a government or governmental entity that
sponsors a Section 529 plan, covered members that are account owners of a Section 529 plan should
consider the guidance in Interpretation No. 101-10 [sec. 101 par. .12].

Trust Investments

When a covered member is a grantor of a trust, the trust and the underlying investments held by the trust
are considered to be direct financial interests if the covered member retains the right to amend or revoke
the trust, or otherwise has the authority to control the trust or to supervise or participate in the trust’s in-
vestment decisions. However, where the covered member does not have the authority to amend or re-
voke the trust or to supervise or participate in the trust’s investment decisions, he or she is not consid-
ered to have a financial interest in the trust or the underlying investments held by the trust.

When a covered member is a beneficiary of a trust, the trust is considered to be a direct financial interest
of the covered member and the underlying investments held by the trust are considered to be indirect fi-
nancial interests of the covered member. However, if the covered member controls the trust or supervis-
es or participates in the investment decisions of the trust, the underlying investments held by the trust are
considered to be direct financial interests of the covered member.

In a blind trust, the grantor is also the beneficiary, but does not supervise or participate in the trust’s in-
vestment decisions during the term of the trust. However, the investments will ultimately revert to the
grantor, and the grantor usually retains the right to amend or revoke the trust. Therefore, both the blind
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trust and the underlying investments held in a blind trust are considered to be direct financial interests of
the covered member.

See item (A)(2) of Interpretation No. 101-1 [sec. 101 par. .02] and Ethics Ruling No. 11, “Member Des-
ignated to Serve as Executor or Trustee,” of section 191, Ethics Rulings on Independence, Integrity, and
Obijectivity [sec. 191 par. .021-.022], for additional guidance on trustee relationships.

Partnerships

The ownership of a general or limited partnership interest is considered a direct financial interest in the
partnership.

The financial interests held by a partnership are considered to be direct financial interests of a covered
member that is a general partner because the covered member is in a position to control the partnership
or to supervise or participate in the partnership’s investment decisions.

The financial interests held by a limited partnership are considered to be indirect financial interests of a

covered member who is a limited partner as long as the covered member does not control the partnership

or supervise or participate in the partnership’s investment decisions. However, if the covered member
has the ability to replace the general partner or has the authority to supervise or participate in the part-

nership’s investment decisions, the financial interests of the partnership would be considered to be direct

financial interests of the covered member.

See item (A)(3) of Interpretation No. 101-1 [sec. 101 par. .02] for additional guidance on joint closely
held investments and Interpretation No. 101-8, “Effect on Independence of Financial Interests in Non-
clients Having Investor or Investee Relationships With a Covered Member’s Clients” [sec. 101 par. .10],
for additional guidance on financial interests in nonclients having investor or investee relationships with
a covered member.

Limited Liability Companies

The ownership of an interest in a limited liability company (LLC) is considered a direct financial interest
in the LLC.

In an LLC, members who are managers control the LLC and have the authority to supervise or partici-
pate in the LLC’s investment decisions. Accordingly, if a covered member is a manager of the LLC, the
financial interests of the LLC are considered to be direct financial interests of the covered member. If a
covered member is a member but not a manager of the LLC, the covered member should look to the op-
erating agreement of the LLC to determine whether he or she can control the LLC or has the authority to
supervise or participate in the investment decisions of the LLC. If the covered member does not control
the LLC, or have the authority to supervise or participate in the LLC’s investment decisions, the finan-
cial interests held by the LLC would be considered to be indirect financial interests of the covered mem-
ber.

Insurance Products

An insurance policy obtained from a stock or mutual insurance company that does not offer the policy
holder an investment option is not considered to be a financial interest. Accordingly, if a covered mem-
ber owns an insurance policy issued by an attest client, independence is not considered to be impaired,
provided the policy does not offer the policy holder an investment option and the policy was purchased
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under the insurance company’s normal terms, procedures, and requirements. If a mutual insurance com-
pany begins the demutualization process, covered members who hold an insurance policy from the com-
pany should refer to the guidance contained in the “Unsolicited Financial Interests” section of this inter-
pretation.

Some insurance policies offer an investment option whereby the policy owner may choose to invest part
of the cash value in a variety of underlying investments. The underlying investments of this type of in-
surance policy are considered to be a financial interest, and the covered member should apply the guid-
ance in this interpretation to determine whether the underlying investments are direct or indirect finan-
cial interests. For example, if the covered member has the ability to select the underlying investments or
the authority to supervise or participate in the investment decisions and the cash value of the insurance
policy is invested in a mutual fund, the mutual fund is considered to be a direct financial interest and the
underlying investments of the mutual fund are considered to be indirect financial interests.

See item (A)(3) of Interpretation No. 101-1 [sec. 101 par. .02] for additional guidance on joint closely
held investments and Interpretation No. 101-8 [sec. 101 par. .10] for additional guidance on financial in-
terests in nonclients having investor or investee relationships with a covered member.

[.18]
19

[Effective December 31, 2005. Revised March 2010, effective May 31, 2010, by the Professional Ethics
Executive Committee.]

[101-16]—[Reserved]

101-17—Networks and network firms. 53

General

To enhance their capabilities to provide professional services, firms frequently join larger groups, which
typically are membership associations that are separate legal entities that are otherwise unrelated to their
members. The associations facilitate their members’ use of association services and resources; they do
not themselves typically engage in public practice or provide professional services to their members’
clients or to other third parties. Firms and other entities in the association cooperate with the firms and
other entities that are members of the association to enhance their capabilities to provide professional
services. For example, a firm may become a member of an association in order to refer work to, or re-
ceive referrals from, other association members. That characteristic alone would not be sufficient for the
association to constitute a network or for the firm to be considered a network firm. However, an associa-
tion would be considered a network under this interpretation if one or more additional characteristics of
a network are shared, in addition to cooperation among member firms [paragraph .23 of ET section 92].
These additional characteristics are discussed further in this interpretation.

A network firm is required to be independent of financial statement audit and review clients of the other
network firms if the use of the audit or review report for the client is not restricted, as defined by profes-
sional standards. For all other attest clients, consideration should be given to any threats the firm knows
or has reason to believe may be created by network firm interests and relationships. If those threats are

53 Members may review the implementation guidance issued by the Ethics Division regarding this Interpretation No. 101-17, “Net-
works and Network Firms.” This guidance may be found on the AICPA Ethics Division website. [Footnote subsequently renumbered
by revision of Interpretation No. 101-11, November 2011.]
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not at an acceptable level, safeguards should be applied to eliminate the threats or reduce them to an ac-
ceptable level. The independence requirements apply to any entity within the network that meets the def-
inition of a network firm [paragraph .24 of ET section 92].

Whether an association is a network and whether an entity is a network firm should be applied consist-
ently by all members of the association. Due consideration should be given to what a reasonable and in-
formed third party would be likely to conclude after weighing all the specific facts and circumstances.
The determination that a firm or other entity or an association of firms or other entities meets the defini-
tion of a network firm and a network, as herein defined, is solely for purposes of this interpretation and
should not be used or relied upon in any other context. In particular, the determination of whether a firm
or other entity is a network firm or an association of firms or other entities is a network for purposes of
defining legal responsibilities from one firm to the other, or to third parties, is beyond the scope of this
interpretation. The definitions contained herein should not be used or relied upon for that purpose.

Characteristics of a Network
Sharing Common Brand Name

When the association is formed for the purpose of cooperating to enhance the firms’ capabilities to pro-
vide professional services and when the members of the association or entities controlled (as defined by
FASB ASC 810) by members of the association share the use of a common brand name or share com-
mon initials as part of the firm name, the association is considered to be a network.

A firm that does not use a common brand name as part of its firm name but makes reference in its sta-
tionery or promotional materials to being a member of an association of firms should carefully consider
how it describes that membership and take steps to avoid the perception that it belongs to a network. The
firm may wish to avoid such a perception by clearly describing the nature of its membership in the asso-
ciation, for example, by stating on its stationery or promotional material that it is “an independently
owned and operated member firm of XYZ Association.”

Sharing Common Control

When the association is formed for the purpose of cooperating to enhance the firms’ capabilities to pro-
vide professional services and when the entities within the association are under common control (as de-
fined by FASB ASC 810) with other firms in the association through ownership, management, or other
means (for example, by contract), it is considered to be a network. However, compliance with associa-
tion requirements as a condition of membership does not indicate that members are under common con-
trol; rather, it reflects the type of cooperation that is expected when an entity joins the association.

Sharing Profits or Costs

When the association is formed for the purpose of cooperating to enhance the firms’ capabilities to pro-
vide professional services and when the firms share profits or costs, the association is considered to be a
network. However, the sharing of immaterial costs or costs related to operating the association does not
by itself create a network. In addition, the sharing of costs related to the development of audit methodol-
ogies, manuals, and training courses does not by itself create a network. Further, an arrangement be-
tween a firm and an otherwise unrelated entity to jointly provide a service or develop a product does not
by itself create a network.
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Sharing Common Business Strategy

When the association is formed for the purpose of cooperating to enhance the firms’ capabilities to pro-
vide professional services and when the entities within the association share a common business strate-
gy, the association is considered to be a network. Sharing a common business strategy involves ongoing
collaboration amongst the firms whereby the firms are responsible for implementing the association’s
strategy and are held accountable for performance pursuant to that strategy. An entity’s ability to pursue
an alternative strategy may be limited by the common business strategy because, as a member, it must
act in accordance with the common business strategy and, therefore, in the best interest of the associa-
tion. An entity is not considered to be a network firm merely because it cooperates with another entity
solely to market professional services or respond jointly to a request for a proposal for the provision of a
professional service.

Sharing Significant Professional Resources

When the association is formed for the purpose of cooperating to enhance the firms’ capabilities to pro-
vide professional services and when the entities within the association share a significant part of profes-
sional resources, it is considered to be a network.

Professional resources include

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

e partners and staff;

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

¢ audit methodology or audit manuals; and

training courses and facilities.

The determination of whether the shared professional resources are significant should be made based on
both qualitative and quantitative factors.

When the entities within the association do not share a significant amount of human resources or signifi-
cant client information (for example, client data, billing, and time records) and have the ability to make
independent decisions regarding technical matters, audit methodology, training, and the like, the entities
are not considered to be sharing a significant part of professional resources.

When the shared professional resources are limited to a common audit methodology, audit manuals,
training courses, or facilities, and when they do not include a significant amount of human resources or
client or market information, the shared professional resources are not considered significant. However,
when the shared professional resources involve the exchange of client information or personnel, such as
when staff are drawn from a shared pool, or a common technical department is created within the asso-
ciation to provide participating firms with technical advice that the firms are required to follow, a rea-
sonable and informed third party is more likely to conclude that the shared professional resources are
significant. An entity generally is not deemed a network because it occasionally uses personnel of an-
other member firm to assist with an engagement, such as observing a client’s physical inventory count.
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.20

Sharing Common Quality Control Policies and Procedures

When the association is formed for the purpose of cooperating to enhance the firms’ capabilities to pro-
vide professional services and when the entities within the association are required to follow common
quality control policies and procedures monitored by the association, it is considered to be a network.
Monitoring is the process comprising an ongoing consideration and evaluation of the firms’ systems of
quality control, the objective of which is to enable the association to obtain reasonable assurance that the
firms’ systems of quality control are designed appropriately and operating effectively.

[Effective for engagements covering periods beginning on or after July 1, 2011. Revised, March 2011,
by the Professional Ethics Executive Committee, effective May 31, 2011. Revised March 2013, and re-
visions effective May 31, 2013.]

101-18—Application of the independence rules to affiliates.
Introduction

Financial interests in, and other relationships with, entities that are related in various ways to a financial
statement attest client may impair independence. This interpretation provides guidance on which entities
should be considered an affiliate of a financial statement attest client and subject to the independence
provisions of the AICPA Code of Professional Conduct. This interpretation does not apply to a financial
statement attest client that would be covered by Interpretation No. 101-10 [sec. 101 par. .12].

Definitions
The following specifically identified terms are used in this interpretation as indicated:
Affiliate. The following entities should be considered affiliates of a financial statement attest client:

a. An entity (for example, subsidiary, partnership, or LLC) that a financial statement attest
client can control.

b. An entity in which a financial statement attest client or an entity controlled by the finan-
cial statement attest client has a direct financial interest that gives the financial statement
attest client significant influence over such entity and that is material to the financial
statement attest client.

c. An entity (for example, parent, partnership, or LLC) that controls a financial statement at-
test client when the financial statement attest client is material to such entity.

d. An entity with a direct financial interest in the financial statement attest client when that
entity has significant influence over the financial statement attest client, and the interest
in the financial statement attest client is material to such entity.

e. Asister entity of a financial statement attest client if the financial statement attest client
and sister entity are each material to the entity that controls both.

f. A trustee that is deemed to control a trust financial statement attest client that is not an
investment company.

g. The sponsor of a single employer employee benefit plan financial statement attest client.
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h. Any union or participating employer that has significant influence over a multiple or mul-
tiemployer employee benefit plan financial statement attest client.

i. An employee benefit plan sponsored by either a financial statement attest client or an en-
tity controlled by the financial statement attest client. A financial statement attest client
that sponsors an employee benefit plan includes, but is not limited to, a union whose
members participate in the plan and participating employers of a multiple or multiem-
ployer plan.

J. Aninvestment adviser, general partner, or trustee of an investment company financial
statement attest client (fund) if the fund is material to the investment adviser general
partner or trustee, and they are deemed to have either control or significant influence over
the fund. When considering materiality, members should consider investments in, and
fees received from, the fund.

Control(s) (led). The term control(s) (led) is as used in FASB ASC 810 for commercial entities and
FASB ASC 958-805-20 for not-for-profit entities.

Financial statement attest client. An entity whose financial statements are audited, reviewed, or
compiled when the member’s compilation report does not disclose a lack of independence.

Significant influence. The term significant influence is as used in FASB ASC 323-10-15.
Application of the Independence Rules to Affiliates

When a client is a financial statement attest client, members should apply the independence provisions
of the AICPA Code of Professional Conduct applicable to the client to its affiliates, except in the follow-
ing situations:

a. A covered member may have a loan to or from an individual who is an officer, a director, or a 10
percent or more owner of an affiliate of a financial statement attest client unless the covered
member knows or has reason to believe that the individual is in such a position with such an af-
filiate. If the covered member knows or has reason to believe that the individual is an officer, a
director, or a 10 percent or more owner of such an affiliate, the covered member should evaluate
the effect that the relationship would have on the member’s independence by applying the Con-
ceptual Framework for AICPA Independence Standards [section 100-1].

b. A member or his or her firm may provide prohibited nonattest services to entities described un-
der subparagraphs (c)—(j) of the definition of affiliate, as defined in the previous “Definitions”
section, provided that it is reasonable to conclude that the services do not create a self-review
threat with respect to the financial statement attest client because the results of the nonattest ser-
vices will not be subject to financial statement attest procedures. For any other threats that are
created by the provision of the nonattest services that are not at an acceptable level (in particular,
those relating to management participation), such threats should be eliminated or reduced to an
acceptable level by the application of safeguards.

c. A firm will only have to apply conditions (1)—(6) of Interpretation No. 101-2, “Employment or
Association With Attest Clients” [sec. 101 par. .04], if the former employee, by virtue of his or
her employment at an entity described under subparagraphs (c)—(j) of the definition of affiliate,
as defined in the previous “Definitions” section, would put the employee in a key position with
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respect to the financial statement attest client. Individuals in a position to influence the attest en-
gagement and on the attest engagement team who are considering employment with an affiliate
of a financial statement attest client will still need to report consideration of employment to an
appropriate person in the firm and remove themselves from the financial statement attest en-
gagement, even if the position with the affiliate is not a key position.

d. Immediate family members and close relatives of a covered member may be employed at an en-
tity described under subparagraphs (c)—(j) of the definition of affiliate, as defined in the previous
“Definitions” section, in a key position, provided that the position does not put them in a key po-
sition with respect to the financial statement attest client.

Other Considerations

A member must expend best efforts to obtain the information necessary to identify a financial statement
attest client’s affiliates. If, after expending best efforts, a member is unable to obtain the information to
determine which entities are affiliates of a financial statement attest client, the member is required to (a)
discuss the matter, including the potential impact on independence, with those charged with governance;
(b) document the results of that discussion and the efforts taken to obtain the information; and (c) obtain
written assurance from the financial statement attest client that it is unable to provide the member with
the information necessary to identify the client’s affiliates.

Effective Date

This interpretation will be effective for engagements covering periods beginning on or after January 1,
2014. Early implementation is allowed.

[Effective November 30, 2011.]
101-19—Permitted employment with client educational institution.

Partners or professional employees of a firm may seek employment as an adjunct faculty member of an
educational institution. Partners or professional employees of a firm who provide these types of services
to an educational institution that is a client of the firm would not be considered to impair independence
with respect to the educational institution, provided that the partner or professional employee

a. does not hold a key position at the educational institution;

b. does not participate on the attest engagement team;

c. isnotan individual in a position to influence the attest engagement;

d. isemployed by the educational institution on a part-time and nontenure basis;

e. does not participate in any employee benefit plans sponsored by the educational institution, un-
less participation is required; and

f. does not assume any management responsibilities or set policies for the educational institution.
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Upon termination of such employment, the partner or professional employee should comply with the re-
quirements of the “Application of the Independence Rules to Covered Members Formerly Employed by
a Client or Otherwise Associated With A Client” section of Interpretation No. 101-1 [sec. 101 par. .02].

[Effective November 30, 2011.]
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ET Section 102

Integrity and Objectivity

.01  Rule 102—Integrity and Objectivity In the performance of any professional service, a member shall
maintain objectivity and integrity, shall be free of conflicts of interest, and shall not knowingly misrep-
resent facts or subordinate his or her judgment to others.

[As adopted January 12, 1988.]
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Interpretations under Rule 102

—Integrity and Objectivity

.02 102-1—Knowing Misrepresentations in the Preparation of Financial Statements or Records A
member shall be considered to have knowingly misrepresented facts in violation of Rule 102 [ET sec.
102 par. .01] when he or she knowingly—

a. Makes, or permits or directs another to make, materially false and misleading entries in an enti-
ty’s financial statements or records; or

b. Fails to correct an entity’s financial statements or records that are materially false and misleading
when he or she has the authority to record an entry; or

c. Signs, or permits or directs another to sign, a document containing materially false and mislead-
ing information.

[Revised, effective May 31, 1999, by the Professional Ethics Executive Committee.]
.03  102-2—Conflicts of Interest for Members in Public Practice

A member in public practice or his or her firm may be faced with a conflict of interest when performing
a professional service. In determining whether a professional service, relationship or matter would result
in a conflict of interest, a member should use professional judgment, taking into account whether a rea-
sonable and informed third party who is aware of the relevant information would conclude that a conflict
of interest exists.

A conflict of interest creates adverse interest and self-interest threats to the member’s compliance with
the Integrity and Objectivity rule [ET sec. 102 par. .01]. For example, threats may be created when

e the member or the member’s firm provides a professional service related to a particular matter
involving two or more clients whose interests with respect to that matter are in conflict; or

e the interests of the member or the member’s firm with respect to a particular matter and the in-
terests of the client for whom the member or the member’s firm provides a professional service
related to that matter are in conflict.

Certain professional engagements, such as audits, reviews, and other attest services require independ-
ence. Independence impairments under the Independence rule [ET sec. 101 par. .01], its interpretations,
and rulings cannot be eliminated by the safeguards provided in this interpretation or by disclosure and
consent.

The following are examples of situations in which conflicts of interest may arise:
e Providing corporate finance services to a client seeking to acquire an audit client of the firm,

when the firm has obtained confidential information during the course of the audit that may be
relevant to the transaction
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e Advising two clients at the same time who are competing to acquire the same company when the
advice might be relevant to the parties’ competitive positions

e Providing services to both a vendor and a purchaser who are clients of the firm in relation to the
same transaction

e Preparing valuations of assets for two clients who are in an adversarial position with respect to
the same assets

e Representing two clients at the same time regarding the same matter who are in a legal dispute
with each other, such as during divorce proceedings or the dissolution of a partnership

e Providing a report for a licensor on royalties due under a license agreement while at the same
time advising the licensee of the correctness of the amounts payable under the same license
agreement

e Advising a client to invest in a business in which, for example, the immediate family member of
the member has a financial interest in the business

e Providing strategic advice to a client on its competitive position while having a joint venture or
similar interest with a competitor of the client

e Advising a client on the acquisition of a business which the firm is also interested in acquiring

e Advising a client on the purchase of a product or service while having a royalty or commission
agreement with one of the potential vendors of that product or service

e Providing forensic investigation services to a client for the purpose of evaluating or supporting
contemplated litigation against another client of the firm

e Providing tax or personal financial planning services for several members of a family whom the
member knows to have opposing interests

e Referring a personal financial planning or tax client to an insurance broker or other service pro-
vider, which refers clients to the member under an exclusive arrangement

Identification of a Conflict of Interest

Before accepting a new client relationship, engagement, or business relationship, a member should take
reasonable steps to identify circumstances that might create a conflict of interest including identification
of

e the nature of the relevant interests and relationships between the parties involved, and
e the nature of the service and its implication for relevant parties.

The nature of the relevant interests and relationships and the services may change during the course of
the engagement. This is particularly true when a member is asked to conduct an engagement for a client
in a situation that may become adversarial with respect to another client or the member or member’s
firm, even though the parties who engage the member may not initially be involved in a dispute. A
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member should remain alert to such changes for the purpose of identifying circumstances that might
create a conflict of interest.

For the purpose of identifying interests and relationships that might create a conflict of interest, having
an effective conflict identification process assists a member in identifying actual or potential conflicts of
interest that may create significant threats to compliance with the Integrity and Objectivity rule prior to
determining whether to accept an engagement and throughout an engagement. This includes matters
identified by external parties, for example clients or potential clients. The earlier an actual or potential
conflict of interest is identified, the greater the likelihood of a member being able to apply safeguards to
eliminate or reduce significant threats to an acceptable level. The process to identify actual or potential
conflicts of interest will depend on such factors as

e the nature of the professional services provided,

e the size of the firm,

e the size and nature of the client base, and

e the structure of the firm, for example the number and geographic location of offices.

If the firm is a member of a network, the member is not required to take specific steps to identify con-
flicts of interest of other network firms; however, if the member knows or has reason to believe that
such conflicts of interest may exist or might arise due to interests and relationships of a network firm,
the member should evaluate the significance of the threat created by such conflicts of interest as de-
scribed below.

Evaluation of a Conflict of Interest

When an actual conflict of interest has been identified, the member should evaluate the significance of
the threat created by the conflict of interest to determine if the threat is at an acceptable level. Members
should consider both qualitative and quantitative factors when evaluating the significance of the threat,
including the extent to which existing safeguards already reduce the threat to an acceptable level. In
evaluating the significance of an identified threat, members should consider both of the following:

e The significance of relevant interests or relationships.

e The significance of the threats created by performing the professional service or services. In gen-
eral, the more direct the connection between the professional service and the matter on which the
parties’ interests are in conflict, the more significant the threat to compliance with the rule will
be.

If the member concludes that the threat is not at an acceptable level, the member should apply safe-
guards to eliminate the threat or reduce it to an acceptable level. Examples of safeguards include the fol-
lowing:

e Implementing mechanisms to prevent unauthorized disclosure of confidential information when

performing professional services related to a particular matter for two or more clients whose in-
terests with respect to that matter are in conflict. This could include
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a. using separate engagement teams who are provided with clear policies and procedures on
maintaining confidentiality;

b. creating separate areas of practice for specialty functions within the firm, which may act
as a barrier to the passing of confidential client information from one practice area to an-
other within a firm;

c. establishing policies and procedures to limit access to client files, the use of confidentiali-
ty agreements signed by employees and partners of the firm and the physical and elec-
tronic separation of confidential information.

e Regularly reviewing the application of safeguards by a senior individual not involved with the
client engagement or engagements.

e Having a member of the firm who is not involved in providing the service or otherwise affected
by the conflict, review the work performed to assess whether the key judgments and conclusions
are appropriate.

e Consulting with third parties, such as a professional body, legal counsel, or another professional
accountant.

In cases where an identified threat may be so significant that no safeguards will eliminate the threat or
reduce it to an acceptable level, or the member is unable to implement effective safeguards, the member
should (a) decline to perform or discontinue the professional services that would result in the conflict of
interest; or (b) terminate the relevant relationships or dispose of the relevant interests to eliminate the
threat or reduce it to an acceptable level.

Disclosure of a Conflict of Interest and Consent

When a conflict of interest exists, the member should disclose the nature of the conflict of interest to cli-
ents and other appropriate parties affected by the conflict and obtain their consent to perform the profes-
sional services. The member should disclose the conflict of interest and obtain consent even if the mem-
ber concludes that threats are at an acceptable level.

Disclosure and consent may take different forms. The following are examples:

e General disclosure to clients of circumstances in which the member, in keeping with common
commercial practice, does not provide services exclusively for any one client (for example, in a
particular service in a particular market sector) in order for the client to provide general consent
accordingly. Such disclosure might be made in a member’s standard terms and conditions for the
engagement.

e Specific disclosure to affected clients of the circumstances of the particular conflict including an
explanation of the situation and any planned safeguards, sufficient to enable the client to make an
informed decision with respect to the matter and to provide specific consent.

The member should determine whether the nature and significance of the conflict of interest is such that
specific disclosure and specific consent are necessary, as opposed to general disclosure and general con-
sent. For this purpose, the member should exercise professional judgment in evaluating the circumstanc-
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es that create a conflict of interest, including the parties that might be affected, the nature of the issues
that might arise and the potential for the particular matter to develop in an unexpected manner.

When a member has requested specific consent from a client and that consent has been refused by the
client, the member should (a) decline to perform or discontinue professional services that would result in
the conflict of interest; or (b) terminate the relevant relationships or dispose of the relevant interests to
eliminate the threat or reduce it to an acceptable level, such that consent can be obtained, after applying
any additional safeguards, if necessary.

The member is encouraged to document the nature of the circumstances giving rise to the conflict of in-
terest, the safeguards applied to eliminate or reduce the threats to an acceptable level, and the consent
obtained.

When addressing conflicts of interest, including making disclosures and seeking guidance of third par-
ties, a member should remain alert to the requirements of Rule 301, Confidential Client Information [ET
sec. 301 par. .01], and Interpretation No. 501-9, "Confidential information obtained from employment or
volunteer activities,” under Rule 501, Acts Discreditable [ET sec. 501 par. .10]. In addition, federal,
state, or local statutes, or regulations concerning confidentiality of client information may be more re-
strictive than the requirements contained in the Code of Professional Conduct.

When practicing before the IRS or other taxing authorities, members should ensure compliance with any
requirements that are more restrictive. For example, Treasury Department Circular No. 230, Regulations
Governing Practice before the Internal Revenue Service, provides more restrictive requirements con-
cerning written consent by the client when a conflict of interest exists.

[Replaces previous Interpretation No. 102-2, Conflicts of Interest, June 2014, effective September 30,
2014.]

102-3—Obligations of a Member to His or Her Employer’s External Accountant Under Rule 102
[ET sec. 102 par. .01], a member must maintain objectivity and integrity in the performance of a profes-
sional service. In dealing with his or her employer's external accountant, a member must be candid and
not knowingly misrepresent facts or knowingly fail to disclose material facts. This would include, for
example, responding to specific inquiries for which his or her employer's external accountant requests
written representation.

[Effective November 30, 1993.]

102-4—Subordination of Judgment by a Member  Rule 102 [ET sec. 102 par. .01] prohibits a
member from knowingly misrepresenting facts or subordinating his or her judgment when performing
professional services for a client, for an employer, or on a volunteer basis. Although Rule 102 prohibits
subordination of judgment to a client, this interpretation addresses differences of opinion between a
member and his or her supervisor or any other person within the member’s organization.

If a member and his or her supervisor or any other person within the member’s organization have a dif-
ference of opinion relating to the application of accounting principles; auditing standards; or other rele-
vant professional standards, including standards applicable to tax and consulting services or applicable
laws or regulations, then self-interest, familiarity, and undue influence threats to the member’s compli-
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ance with Rule 102 may exist. /™Y Accordingly, the member should apply appropriate safeguards so
that the member does not subordinate his or her judgment when the member concludes the difference of
opinion creates significant threats to the member’s integrity and objectivity.

In assessing the significance of any identified threats, the member should form a conclusion, after ap-
propriate research or consultation, about whether the result of the position taken by the supervisor or
other person

a. fails to comply with professional standards, when applicable;
b. creates a material misrepresentation of fact; or
c. may violate applicable laws or regulations.

If the member concludes that the position taken is not in compliance with professional standards but
does not result in a material misrepresentation of fact or a violation of applicable laws or regulations,
then threats would not be considered significant. However, the member should discuss his or her conclu-
sions with the person taking the position.

If the member concludes that the position results in a material misrepresentation of fact or a violation of
applicable laws or regulations, then threats would be considered significant. In such circumstances, the
member should discuss his or her concerns with the supervisor. If the difference of opinion is still not
resolved, then the member should discuss his or her concerns with the appropriate higher level(s) of
management within the member’s organization (for example, the supervisor's immediate superior, senior
management, and those charged with governance).

If after discussing such concerns with the supervisor and appropriate higher level(s) of management
within the member’s organization, the member concludes that appropriate action was not taken, then the
member should consider, in no specific order, the following safeguards to ensure that threats to the
member’s compliance with Rule 102 are eliminated or reduced to an acceptable level:

e Determining whether any additional requirements exist under his or her employer’s internal poli-
cies and procedures for reporting differences of opinion.

e Determining whether any responsibilities exist to communicate to third parties, such as regulato-
ry authorities or the employer’s (former employer’s) external accountant. In considering such
communications, the member should be cognizant of his or her obligations under Interpretation
No. 501-9, “Confidential Information Obtained From Employment or VVolunteer Activities,” un-
der Rule 501, Acts Discreditable [ET sec. 501 par. .10], and Interpretation No. 102-3, “Obliga-
tions of a Member to His or Her Employer's External Accountant,” under Rule 102 [ET sec. 102
par. .04].

e Consulting with his or her legal counsel regarding his or her responsibilities.

11 TFootnote deleted, effective August 31, 2013, by the Professional Ethics Executive Committee.]
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e Documenting his or her understanding of the facts, the accounting principles, auditing standards,
or other relevant professional standards involved or applicable laws or regulations and the con-
versations and parties with whom these matters were discussed.

If the member concludes that no safeguards can eliminate or reduce the threats to an acceptable level or
if the member concludes that appropriate action was not taken, then he or she should consider his or her
continuing relationship with the member’s organization and take appropriate steps to eliminate his or her
exposure to subordination of judgment.

Nothing in this interpretation would preclude a member from resigning from the member’s organization
at any time. However, resignation may not relieve the member of his or her responsibilities in the situa-
tion, including any responsibility to disclose to third parties, such as regulatory authorities or the em-
ployer’s (former employer’s) external accountant.

A member should use professional judgment and apply similar safeguards, as appropriate, to other situa-
tions involving a difference of opinion so that the member does not subordinate his or her judgment.

[Effective November 30, 1993. Revised March 2013, revisions effective May 31, 2013. Revised May
2013, revisions effective August 31, 2013.]

102-5—Applicability of Rule 102 to Members Performing Educational Services Educational ser-
vices (for example, teaching full- or part-time at a university, teaching a continuing professional educa-
tion course, or engaging in research and scholarship) are professional services as defined in ET section
92 paragraph .30, and are therefore subject to Rule 102 [ET sec. 102 par. .01]. Rule 102 [ET sec. 102
par. .01] provides that the member shall maintain objectivity and integrity, shall be free of conflicts of
interest, and shall not knowingly misrepresent facts or subordinate his or her judgment to others.

[Effective March 31, 1995.]

102-6—Professional Services Involving Client Advocacy A member or a member's firm may be re-
quested by a client—

1. To perform tax or consulting services engagements that involve acting as an advocate for the cli-
ent.

2. To act as an advocate in support of the client's position on accounting or financial reporting is-
sues, either within the firm or outside the firm with standard setters, regulators, or others.

Services provided or actions taken pursuant to such types of client requests are professional services [ET
sec. 92 par. .30] governed by the Code of Professional Conduct and shall be performed in compliance
with Rule 201, General Standards [ET sec. 201 par. .01], Rule 202, Compliance With Standards [ET
sec. 202 par. .01], and Rule 203, Accounting Principles [ET sec. 203 par. .01], and interpretations there-
of, as applicable. Furthermore, in the performance of any professional service, a member shall comply
with Rule 102 [ET sec. 102 par. .01], which requires maintaining objectivity and integrity and prohibits
subordination of judgment to others. When performing professional services requiring independence, a
member shall also comply with Rule 101 [ET sec. 101 par. .01] of the Code of Professional Conduct.

Moreover, there is a possibility that some requested professional services involving client advocacy may
appear to stretch the bounds of performance standards, may go beyond sound and reasonable profes-
sional practice, or may compromise credibility, and thereby pose an unacceptable risk of impairing the
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reputation of the member and his or her firm with respect to independence, integrity, and objectivity. In
such circumstances, the member and the member's firm should consider whether it is appropriate to per-
form the service.

[Effective August 31, 1995.]
102-7—Conflicts of Interest for Members in Business

A member in business may be faced with a conflict of interest when undertaking a professional service.

In determining whether a professional service, relationship, or matter would result in a conflict of inter-

est, a member should use professional judgment, taking into account whether a reasonable and informed
third party who is aware of the relevant information would conclude that a conflict of interest exists.

A conflict of interest creates adverse interest and self-interest threats to the member’s compliance with
the Integrity and Objectivity rule [ET sec. 102 par. .01]. For example, threats may be created when

e amember undertakes a professional service related to a particular matter involving two or more
parties whose interests with respect to that matter are in conflict, or

e the interests of a member with respect to a particular matter and the interests of a party for whom
the member undertakes a professional service related to that matter are in conflict.

A party may include an employing organization, a vendor, a customer, a lender, a shareholder, or other
party.

The following are examples of situations in which conflicts of interest may arise:

e Serving in a management or governance position for two employing organizations and acquiring
confidential information from one employing organization that could be used by the member to
the advantage or disadvantage of the other employing organization

e Undertaking a professional service for each of two parties in a partnership employing the mem-
ber to assist in dissolving their partnership

e Preparing financial information for certain members of management of the employing organiza-
tion who are seeking to undertake a management buy-out

e Being responsible for selecting a vendor for the member’s employing organization when the
member or his or her immediate family member could benefit financially from the transaction

e Serving in a governance capacity or influencing an employing organization that is approving cer-
tain investments for the company in which one of those specific investments will increase the
value of the personal investment portfolio of the member or his or her immediate family member

Identification of a Conflict of Interest

In identifying whether a conflict of interest exists or may be created, a member should take reasonable
steps to determine

e the nature of the relevant interests and relationships between the parties involved and
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e the nature of the services and its implication for relevant parties.

The nature of the relevant interests and relationships and the services may change over time. The mem-
ber should remain alert to such changes for the purposes of identifying circumstances that might create a
conflict of interest.

Evaluation of a Conflict of Interest

When an actual conflict of interest has been identified, the member should evaluate the significance of
the threat created by the conflict of interest to determine if the threat is at an acceptable level. Members
should consider both qualitative and quantitative factors when evaluating the significance of the threat,
including the extent to which existing safeguards already reduce the threat to an acceptable level.

In evaluating the significance of an identified threat, members should consider the following:
e The significance of relevant interests or relationships.

e The significance of the threats created by undertaking the professional service or services. In
general, the more direct the connection between the member and the matter on which the parties’
interests are in conflict, the more significant the threat to compliance with the rule will be.

If the member concludes that the threat is not at an acceptable level, the member should apply safe-
guards to eliminate the threat or reduce it to an acceptable level. Examples of safeguards include the fol-
lowing:

e Restructuring or segregating certain responsibilities and duties
e Obtaining appropriate oversight

e Withdrawing from the decision making process related to the matter giving rise to the conflict of
interest

e Consulting with third parties, such as a professional body, legal counsel, or another professional
accountant

In cases where an identified threat may be so significant that no safeguards will eliminate the threat or
reduce it to an acceptable level, or the member is unable to implement effective safeguards, the member
should (a) decline to perform or discontinue the professional services that would result in the conflict of
interest or (b) terminate the relevant relationships or dispose of the relevant interests to eliminate the
threat or reduce it to an acceptable level.

Disclosure of a Conflict of Interest and Consent

When a conflict of interest exists, the member should disclose the nature of the conflict to the relevant
parties, including to the appropriate levels within the employing organization and obtain their consent to
undertake the professional service. The member should disclose the conflict of interest and obtain con-
sent even if the member concludes that threats are at an acceptable level.
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The member is encouraged to document the nature of the circumstances giving rise to the conflict of in-
terest, the safeguards applied to eliminate or reduce the threats to an acceptable level, and the consent
obtained.

When addressing a conflict of interest, a member is encouraged to seek guidance from within the em-
ploying organization or from others, such as a professional body, legal counsel, or another professional
accountant. When making disclosures and seeking guidance of third parties, the member should remain
alert to the requirements of Interpretation No. 501-9, "Confidential information obtained from employ-
ment or volunteer activities,” under Rule 501, Acts Discreditable [ET sec. 501 par. .10]. In addition, fed-
eral, state, or local statutes, or regulations concerning confidentiality of employer information may be
more restrictive than the requirements contained in the Code of Professional Conduct.

A member may encounter other threats to compliance with the Integrity and Objectivity rule. This may
occur, for example, when preparing or reporting financial information as a result of undue pressure from
others within the employing organization or financial, business or personal relationships that close rela-
tives or immediate family members of the member have with the employing organization. Guidance on
managing such threats is covered by Interpretation Nos. 102-1, "Knowing misrepresentations in the
preparation of financial statements or records,” and 102-4, "Subordination of judgment by a member"
[ET sec. 102 par. .02 and .05], under the Integrity and Objectivity rule.

[Added June 2014, effective September 30, 2014.]
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ET Section 191

Ethics Rulings on Independence, Integrity, and Objectivity

[1.] Acceptance of a Gift

[.001-.002] [Deleted, January 2006.]

2. Association Membership

.003  Question—Would independence be considered to be impaired if a member joined a trade association
that is a client of the firm?

.004  Answer—Independence would not be considered to be impaired provided the member did not serve as
an officer, director, or in any capacity equivalent to that of a member of management.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Revised, effective June 30, 1990, by the Professional Ethics Executive Committee.]

[3.] Member as Signer or Cosigner of Checks

[.005-.006] [Deleted, May 1999.]

[4.] Payroll Preparation Services

[.007-.008] [Deleted, May 1999.]

[5.] Member as Bookkeeper

[.009-.010] [Deleted, June 1991.]

[6.] Member's Spouse as Accountant of Client

[.011-.012] [Deleted, November 2001.]

[7.] Member Providing Contract Services

[.013-.014] [Deleted, May 1999.]

8. Member Providing Advisory Services

.015 Question—A member provides extensive advisory services for a client. In that connection, the member
attends board meetings, interprets financial statements, forecasts and other analyses, counsels on poten-

tial expansion plans and on banking relationships. Would independence be considered to be impaired
under these circumstances?

.016  Answer—Independence would not be considered to be impaired because the member's role is advisory
in nature.
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[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1.]

[9.] Member as Representative of Creditor's Committee

[.017-.018] [Deleted, November 2011.]

[10.] Member as Legislator

[.019-.020] [Deleted, November 2011.]

11. Member Designated to Serve as Executor or Trustee

.021  Question—A member has been designated to serve as an executor or trustee of the estate of an individu-
al who owns the majority of a client's stock. Would independence be considered to be impaired with re-
spect to the client?

.022  Answer—The mere designation of a covered member as executor or trustee would not be considered to
impair independence, however, if a covered member actually served in such capacity, independence
would be considered to be impaired.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Revised, effective June 30, 1990, by the Professional Ethics Executive Committee.]

[12.] Member as Trustee of Charitable Foundation

[.023-.024] [Deleted, November 2011.]

[13.] Member as Bank Stockholder

[.025-.026] [Deleted, November 1993.]

14.  Member on Board of Federated Fund-Raising Organization

.027  Question—A member serves as a director or officer of a United Way or similar federated fund-raising
organization (the organization). Certain local charities receive funds from the organization. Would inde-
pendence be considered to be impaired with respect to such charities?

.028  Answer—Independence would be considered to be impaired if any partner or professional employee of
the firm served as a director or officer of the organization and the organization exercised managerial
control over the local charities. (See Ethics Ruling No. 93, “Service on Board of Directors of Federated
Fund-Raising Organization” [par. .186—.187] under Rule 101, Independence [sec. 101 par. .01] for addi-
tional guidance.)

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Replaces previous Ethics Ruling No. 14, “Member on Board of Directors of United Fund,” April
1991.]
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[15.] Retired Partner as Director

[.029-.030] [Deleted, June 1991.]

[16.] Member on Board of Directors of Nonprofit Social Club

[.031-.032] [Deleted, November 2011.]

17.
.033

.034

Member of Social Club

Question—Would independence be considered to be impaired if a member belongs to a social club (for
example, country club, tennis club) that requires him or her to acquire a pro rata share of the club's equi-
ty or debt securities?

Answer—As long as membership in a club is essentially a social matter, a covered member's association
with the club would not impair independence because such equity or debt ownership would not be con-

sidered to be a direct financial interest within the meaning of Rule 101 [sec. 101 par. .01]. Also see item
C of Interpretation No. 101-1, “Interpretation of Rule 101,” under Rule 101 [sec. 101 par. .02].

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Replaces previous Ethics Ruling No. 17, Member as Stockholder in Country Club, February
1991.]

[18.] Member as City Council Chairman

[.035-.036] [Deleted, June 1991.]

[19.] Member on Deferred Compensation Committee

[.037-.038] [Deleted, November 2011.]

20.

.039

.040

21,

041

Member Serving on Governmental Advisory Unit

Question—A member serves on a citizens' committee which is studying possible changes in the form of
a county government that the firm audits. The member also serves on a committee appointed to study the
financial status of a state. Would independence be considered to be impaired with respect to a county in
that state?

Answer—Independence would not be considered to be impaired with respect to the county through the
member's service on either committee.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Revised, effective June 30, 1990, by the Professional Ethics Executive Committee.]

Member as Director and Auditor of an Entity’s Profit Sharing and Retirement
Trust

Question—A member serves in the dual capacity of director of an entity and auditor of the financial
statements of that entity’s profit sharing and retirement trust (the trust). Would independence be consid-
ered to be impaired with respect to the trust?
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.042  Answer—Service as director of an entity constitutes participation in management functions that affect
the entity’s trust. Accordingly, independence would be considered to be impaired if any partner or pro-
fessional of the firm served in such capacity.

[Deleted effective November 30, 2011. Reestablished and effective October 31, 2012, until the earlier of
January 1, 2014, or adoption of Interpretation No. 101-18.]

[22.] Family Relationship, Brother

[.043-.044] [Deleted, June 1991.]

[23.] Family Relationship, Uncle by Marriage
[.045-.046] [Deleted, June 1991.]

[24.] Family Relationship, Father

[.047-.048] [Deleted, June 1991.]

[25.] Family Relationship, Son

[.049-.050] [Deleted, June 1991.]

[26.] Family Relationship, Son

[.051-.052] [Deleted, June 1991.]

[27.] Family Relationship, Spouse as Trustee
[.053-.054] [Deleted, June 1991.]

[28.] Cash Account With Brokerage Client
[.055-.056] [Superseded by Ethics Ruling No. 59.]
[29.] Member as Bondholder

[.057-.058] [Deleted, November 2011.]

[30.] Financial Interest by Employee
[.059-060] [Deleted, July 1979.]

31. Performance of Services for Common Interest Realty Associations (CIRAS), Includ-
ing Cooperatives, Condominium Associations, Planned Unit Developments, Home-
owners Associations, and Timeshare Developments

.061 Question—A member belongs to a common interest realty association (CIRA) as the result of the own-

ership or lease of real estate. Would independence be considered to be impaired with respect to the
CIRA?
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.062  Answer—Independence would be considered to be impaired if a covered member was a member of a
CIRA unless all of the following conditions are met:

a. The CIRA performs functions similar to local governments, such as public safety, road mainte-
nance, and utilities.

b. The covered member's annual assessment is not material to either the covered member or the
CIRA's operating budgeted assessments.

c. The liquidation of the CIRA or the sale of common assets would not result in a distribution to the
covered member.

d. The CIRA's creditors would not have recourse to the covered member's assets if the CIRA be-
came insolvent.

Also see item C of Interpretation No. 101-1 [sec. 101 par. .02] for additional restrictions related to asso-
ciations with a client.

If the member has a relationship with a real estate developer or management company that is associated
with the CIRA, see Interpretation No. 102-2, “Conflicts of Interest,” under Rule 102, Integrity and Ob-
jectivity [sec. 102 par. .03], for guidance.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Revised, effective May 31, 1998, by the Professional Ethics Executive Committee.]

[32.] Mortgage Loan to Member's Corporation
[.063-.064] [Deleted, December 1991.]

[33.] Member as Participant in Employee Benefit Plan
[.065-.066] [Deleted, May 1998.]

[34.] Member as Auditor of Common Trust Funds
[.067-.068] [Deleted, February 1991.]

[35.] Stockholder in Mutual Funds

[.069-.070] [Deleted, December 2005.]

[36.] Participant in Investment Club

[.071-.072] [Deleted, December 2005.]

[37.] Retired Partners as Co-Trustee

[.073-.074] [Deleted, November 1980.]
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38.

075

.076

Member as Co-Fiduciary With Client Bank

Question—A member serves with a client bank in a co-fiduciary capacity with respect to an estate or a
trust. Would independence be considered to be impaired with respect to the bank or the bank’s trust de-
partment?

Answer—Independence would not be considered to be impaired, provided the assets in the estate or trust
were not material to the total assets of the bank or the bank’s trust department, or both.

[Deleted effective November 30, 2011. Reestablished and effective October 31, 2012, until the earlier of
January 1, 2014, or adoption of Interpretation No. 101-18.]

[39.] Member as Officially Appointed Stock Transfer Agent or Registrar

[.077-.078] [Deleted, May 1999.]

[40.] Controller Entering Public Practice

[.079-.080] [Deleted, June 1979.]

41.

.081

.082

Financial Services Company Client Has Custody of a Member's Assets

Question—A financial services company client (for example, insurance company, investment adviser,
broker-dealer, bank, or other depository institution) has custody of a member's assets (other than deposi-
tory accounts), including retirement plan assets. Would independence be considered to be impaired?

Answer—If a covered member's assets were held by a financial services company client, independence
would not be considered to be impaired provided the services were rendered under the company's nor-
mal terms, procedures, and requirements and any of the covered member's assets subject to the risk of
loss were immaterial to the covered member's net worth. Risk of loss may include losses arising from
the bankruptcy of or defalcation by the client but would exclude losses due to a market decline in the
value of the assets. When considering the materiality of assets subject to the risk of loss, the covered
member should consider the following:

e Protection provided by state or federal regulators (for example, state insurance funds)

e Private insurance or other forms of protection (for example, the Securities Investor Protection
Corporation) obtained by the financial services company to protect the assets

e Protection from creditors (for example, assets held in a pooled separate account)

For guidance dealing with depository accounts, see Ethics Ruling No. 70, “Member’s Depository Rela-
tionship With Client Financial Information” [par. .140-.141].

[Revised, effective March 31, 2003, by the Professional Ethics Executive Committee. Revised, July
2002, to reflect conforming changes necessary due to the revision of Interpretation No. 101-1. Replaces
previous Ethics Ruling No. 41, “Member as Auditor of Mutual Insurance Company,” November, 1990.]

[42.] Member as Life Insurance Policy Holder
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[.083-.084] [Deleted, April 1991.]

[43.] Member's Employee as Treasurer of a Client
[.085-.086] [Deleted, June 1991.]

[44.] Past Due Billings

[.087-.088] [Superseded by Ethics Ruling No. 52.]

[45.] Past Due Fees: Client in Bankruptcy
[.089-.090] [Deleted, November 1990.]

[46.] Member as General Counsel

[.091-.092] [Superseded by Ethics Ruling No. 51.]

[47.] Member as Auditor of Mutual Fund and Shareholder of Investment Advi-
sor/Manager

[.093-.094] [Deleted, February 1991.]

[48.] Faculty Member as Auditor of a Student Fund
[.095-.096] [Deleted, November 2011.]

[49.] Investor and Investee Companies

[.097-.098] [Superseded by Interpretation No. 101-8.]

[50.] Family Relationship, Brother-in-Law
[.099-.100] [Deleted, June 1983.]

[51.] Member Providing Legal Services

[.101-.102] [Deleted, May 1999.]

52. Unpaid Fees

103 Question—A client of the member's firm has not paid fees for previously rendered professional services.
Would independence be considered to be impaired for the current year?

104  Answer—Independence is considered to be impaired if, when the report on the client's current year is
issued, billed or unbilled fees, or a note receivable arising from such fees, remain unpaid for any profes-
sional services provided more than one year prior to the date of the report.

This ruling does not apply to fees outstanding from a client in bankruptcy.
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[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Revised, effective November 30, 1997, by the Professional Ethics Executive Committee. Replac-
es previous Ethics Ruling No. 52, “Past Due Fees,” November 1990.]

[53.] Member as Auditor of Employee Benefit Plan and Sponsoring Company
[.105-.106] [Deleted, June 1991.]

[54.] Member Providing Appraisal, Valuation, or Actuarial Services
[.107-.108] [Deleted, May 1999.]

[55.] Independence During Systems Implementation

[.109-.110] [Deleted, May 1999.]

[56.] Executive Search

[[111-.112] [Deleted, May 1999.]

[57.] MAS Engagement to Evaluate Service Bureaus

[.113-.114] [Deleted, August 1995.]

[58.] Member as Lessor

[.115-.116] [Deleted, May 1998.]

[59.] Account With Brokerage Client

[.117-.118] [Deleted, November 1987.]

60. Employee Benefit Plans—Member's Relationships With Participating Employer

119 Question—A member has been asked to audit the financial statements of an employee benefit plan (the
plan) that may have one or more participating employer(s). Would independence be considered to be
impaired with respect to the plan if the member had financial or other relationships with a participating
employer(s)?

120  Answer—Independence would be considered to be impaired with respect to the plan if any partner or
professional employee of the firm had significant influence over such employer; was in a key position
with the employer; or was associated with the employer as a promoter, an underwriter, or a voting trus-
tee.

When auditing plans subject to the Employee Retirement Income Security Act of 1974 (ERISA), De-
partment of Labor (DOL) regulations must be followed. Currently, DOL regulations are more restrictive
than the position taken in this ruling.

[Deleted effective November 30, 2011. Reestablished and effective October 31, 2012 until the earlier of
January 1, 2014, or adoption of Interpretation 101-18.]
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[61.] Participation of Member's Spouse in Client's Stock Ownership Plans (Including an
ESOP)

[.121-.122] [Deleted, May 1998.]

[62.] Member and Client Are Limited Partners in a Limited Partnership

[.123-.124] [Deleted, April 1991.]

[63.] Review of Prospective Financial Information—Member's Independence of Promo-
tors

[.125-.127] [Deleted, August 1992.]

64. Member Serves on Board of Organization for Which Client Raises Funds

128  Question—A member serves on the board of directors of an organization. A fund-raising foundation
functions solely to raise funds for that organization. Would independence be considered to be impaired
with respect to the fund-raising foundation?

129  Answer—Independence would be considered to be impaired with respect to the fund-raising foundation
if any partner or professional employee of the firm served on the organization's board of directors. How-
ever, if the directorship were clearly honorary (in accordance with Interpretation No. 101-4, “Honorary
Directorships and Trusteeships of Not-for-Profit Organization,” under Rule 101 [sec. 101 par. .06]) in-
dependence would not be considered to be impaired.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Revised, effective June 30, 1990, by the Professional Ethics Executive Committee.]

[65.] Use of the CPA Designation by Member Not in Public Practice
[.130-.131] [Deleted March 2013, effective May 31, 2013.]

[66.] Member's Retirement or Savings Plan Has Financial Interest in Client
[.132-.133] [Deleted, December 2005.]

67. Servicing of Loan

134 Question—Would the mere servicing of a loan by a client financial institution impair independence with
respect to the client?

135  Answer—No.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Replaces previous Ethics Ruling No. 67, “Servicing of Loan,” November 1993.]

[68.] Blind Trust

[.136-.137] [Deleted, December 2005.]
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69.

138

139

70.

140

141

71,

142

143

Investment With a General Partner

Question—A private, closely held entity is the general partner and controls (as defined in accounting
principles generally accepted in the United States of America) limited partnership A. The member has a
material financial interest in limited partnership A. The member’s firm has been asked to perform an at-
test engagement for a new limited partnership (B) that has the same general partner as limited partner-
ship A. Would independence be considered to be impaired with respect to limited partnership B?

Answer—Because the general partner has control over limited partnership A, the covered member would
be considered to have a joint closely held investment with the general partner, who has significant influ-
ence over limited partnership B, the proposed client. Accordingly, independence would be considered to
be impaired with respect to limited partnership B if the covered member had a material investment in
limited partnership A.

[Deleted effective November 30, 2011. Reestablished and effective October 31, 2012, until the earlier of
January 1, 2014, or adoption of Interpretation No. 101-18.]

Member's Depository Relationship With Client Financial Institution

Question—A member maintains checking or savings accounts, certificates of deposit, or money market
accounts at a client financial institution. Would these depository relationships impair independence?

Answer—If an individual is a covered member, independence would not be considered to be impaired
provided that—

e The checking accounts, savings accounts, certificates of deposit, or money market accounts were
fully insured by the appropriate state or federal government deposit insurance agencies or by any
other insurer; or

e The uninsured amounts, in the aggregate, were not material to the net worth of the covered
member. (When uninsured amounts were considered material, independence would not be con-
sidered impaired provided the uninsured balance was reduced to an immaterial amount no later
than 30 days from the date the uninsured amount becomes material.)

A firm's depository relationship would not impair its independence provided that the likelihood of the
financial institution experiencing financial difficulties was considered to be remote.

[Revised, effective March 31, 2003, by the Professional Ethics Executive Committee. Revised, July
2002, to reflect conforming changes necessary due to the revision of Interpretation No. 101-1. Revised,
October 2013, to reflect editorial changes necessary.]

Use of Nonindependent CPA Firm on an Engagement

Question—Firm A is not independent with respect to a client. Partners or professional employees of
Firm A are participating on Firm B's attest engagement team for that client. Would Firm B's independ-
ence be considered to be impaired?

Answer—Yes. The use by Firm B of partners or professional employees from Firm A as part of the at-
test engagement team would impair Firm B's independence with respect to that engagement.
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72,
144

145

However, use of the work of such individuals in a manner similar to internal auditors is permissible pro-
vided that there is compliance with the Statements on Auditing Standards (SASs). Applicable literature
contained in the SASs should be consulted.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1.]

Member on Advisory Board of Client

Question—Would service on a client's advisory board impair independence?

Answer—Independence would be considered to be impaired if any partner or professional employee of
the firm served on the advisory board unless all the following criteria are met: (a) the responsibilities of
the advisory board are in fact advisory in nature; (b) the advisory board has no authority to make nor
does it appear to make management decisions on behalf of the client; and (c) the advisory board and
those having authority to make management decisions (including the board of directors or its equivalent)
are distinct groups with minimal, if any, common membership.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1.]

[73.] Meaning of the Period of a Professional Engagement

[.146-.147] [Deleted, February 1998.]

[74.] Audits, Reviews, or Compilations and a Lack of Independence

[.148-.149] [Deleted, April 2012.]

75,
150
151

Membership in Client Credit Union
Question—Does membership in a client credit union impair independence?

Answer—A covered member's association with a client credit union would not impair independence
provided all of the following criteria are met:

1. The covered member individually qualifies to join the credit union (other than by virtue of the
professional services provided to the client).

2. Any loans from the credit union to the covered member meet the conditions specified in item
A(4) of Interpretation No. 101-1 [sec. 101 par. .02] and are made under normal lending proce-
dures, terms, and requirements (see Interpretation No. 101-5, “Loans from financial institution
clients and related terminology” [sec. 101 par. .07]).

3. Any deposits with the credit union meet the conditions specified in Ethics Ruling No. 70 [par.
.140-.141] under Rule 101 [sec. 101 par. .01].

Partners and professional employees may be subject to additional restrictions as described in item B of
Interpretation No. 101-1 [sec. 101 par. 02].
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[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Effective February 28, 1992, earlier application is encouraged.]

[76.] Guarantee of Loan

[.152-.153] [Deleted, December 1991.]

[77.] Individual Considering or Accepting Employment With the Client
[.154-.155] [Deleted, April 2003.]

[78.] Service on Governmental Board

[.156-.157] [Deleted, August 1995.]

[79.] Member's Investment in a Partnership That Invests in Client
[.158-.159] [Deleted, December 2005.]

[80.] The Meaning of a Joint Closely Held Business Investment
[.160-.161] [Deleted, November 2001.]

81. Member's Investment in a Limited Partnership

162 Question—A member is a limited partner in a limited partnership (LP), including a master LP. A client
is a general partner in the same LP. Is independence considered to be impaired with respect to (a) the
LP, (b) the client, and (c) any subsidiaries of the LP?

163 Answer—

a. A covered member’s LP interest in the LP is a direct financial interest in the LP that would im-
pair independence under Interpretation No. 101-1 item A(1) [sec. 101 par. .02].

b. The LP is an investee of the client because the client is a general partner in the LP. Therefore,
under Interpretation No. 101-8 [sec. 101 par. .10], if the investment in the LP were material to
the client, a covered member’s financial interest in the LP would impair independence. However,
if the client’s financial interest in the LP were not material to the client, a covered member’s
immaterial financial interest in the LP would not impair independence.

c. If the covered member is a limited partner in the LP, the covered member is considered to have
an indirect financial interest in all subsidiaries of the LP. If the indirect financial interest in the
subsidiaries were material to the covered member, independence would be considered to be im-
paired with respect to those subsidiaries under Interpretation No. 101-1 item A(1) [sec. 101 par.
.02].

If the covered member or client general partner, individually or together, can control the LP, the LP
would be considered a joint closely held investment under section 92 paragraph .17.
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[Deleted effective November 30, 2011. Reestablished and effective October 31, 2012, until the earlier of
January 1, 2014, or adoption of Interpretation No. 101-18.]

82. Campaign Treasurer

164  Question—A member serves as the campaign treasurer of a mayoral candidate. Would independence be
considered to be impaired with respect to (a) the political party with which the candidate is associated,
(b) the municipality of which the candidate may become mayor, or (c) the campaign organization?

165  Answer—Independence would not be considered to be impaired with respect to the political party or
municipality. However, if any partner or professional employee of the firm served as campaign treasur-
er, independence would be considered to be impaired with respect to the campaign organization.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1.]

[83.] Member on Board of Component Unit and Auditor of Oversight Entity

[.166-.167] [Deleted, January 1996.]

[84.] Member on Board of Material Component Unit and Auditor of Another Material
Component Unit

[.168-.169] [Deleted, January 1996.]

85. Bank Director
170  Question—May a member in public practice serve as a director of a bank?

171 Answer—Yes; however, before accepting a bank directorship, the member should carefully consider the
implications of such service if the member has clients that are customers of the bank.

These implications fall into two categories:

a. Confidential Client Information—Rule 301, Confidential Client Information [sec. 301 par. .01],
provides that a member in public practice shall not disclose any confidential client information
without the specific consent of the client. This ethical requirement applies even though failure to
disclose information may constitute a breach of the member's fiduciary responsibility as a direc-
tor.

b. Conflicts of Interest—Interpretation No. 102-2 [sec. 102 par. .03] provides that a conflict of in-
terest may occur if a member performs a professional service (including service as a director)
and the member or his or her firm has a relationship with another entity that could, in the mem-
ber's professional judgment, be viewed by appropriate parties as impairing the member's objec-
tivity. If the member believes that the professional service can be performed with objectivity and
the relationship is disclosed to and consent is obtained from all appropriate parties, performance
of the service shall not be prohibited.

In view of the above factors, it is generally not desirable for a member in public practice to accept a po-
sition as bank director where the member's clients are likely to engage in significant transactions with
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the bank. If a member is engaged in public practice, the member should avoid the high probability of a
conflict of interest and the appearance that the member's fiduciary obligations and responsibilities to the
bank may conflict with or interfere with the member's ability to serve the client's interest objectively and
in complete confidence.

The general knowledge and experience of CPAs in public practice may be very helpful to a bank in for-
mulating policy matters and making business decisions; however, in most instances, it would be more
appropriate for the member as part of the member's public practice to serve as a consultant to the bank's
board. Under such an arrangement, the member could limit activities to those which did not involve con-
flicts of interest or confidentiality problems.

[86.] Partially Secured Loans

[.172-.173] [Deleted, February 1998.]

[87.] Loan Commitment or Line of Credit

[.174-.175] [Deleted, February 1998.]

[88.] Loans to Partnership in Which Members Are Limited Partners

[.176-.177] [Deleted, February 1998.]

[89.] Loan to Partnership in Which Members Are General Partners

[.178-.179] [Deleted, February 1998.]

[90.] Credit Card Balances and Cash Advances

[.180-.181] [Deleted, February 1998.]

91. Member Leasing Property to or From a Client

182  Question—Would independence be considered to be impaired if a member leased property to or from a
client?

183  Answer—Independence would not be considered to be impaired if the lease meets the criteria of an op-
erating lease (as described in Generally Accepted Accounting Principles), the terms and conditions set
forth in the lease agreement are comparable with other leases of a similar nature, and all amounts are
paid in accordance with the terms of the lease.

Independence would be considered to be impaired if a covered member had a lease that meets the crite-
ria of a capital lease (as described in generally accepted accounting principles) unless the lease is in
compliance with item A(4) of Interpretation Nos. 101-1 [sec. 101 par. .02] and 101-5 [sec. 101 par. .07],
because the lease would be considered to be a loan to or from the client.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Revised, effective May 31, 1998, by the Professional Ethics Executive Committee.]
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92.

184

185

93.

.186

187

94,

.188

.189

95.

190

Joint Interest in Vacation Home

Question—A member has a joint interest in a vacation home with a client (or one of the client's officers
or directors, or any owner who has the ability to exercise significant influence over the client). Would
the vacation home constitute a "joint closely held investment” as defined in paragraph .17 of section 92,
Definitions?

Answer—Yes. The vacation home, even if solely intended for the personal use of the owners, would be
considered a joint closely held investment as defined in paragraph .17 of section 92 if it meets the crite-
ria described in the aforementioned definition.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1.]

Service on Board of Directors of Federated Fund-Raising Organization

Question—A member serves as a director or officer of a local United Way or similar organization that
operates as a federated fund-raising organization from which local charities receive funds. Some of
those charities are clients of the member’s firm. Does the member have a conflict of interest under Rule
102 [sec. 102 par. .01]?

Answer—Interpretation No. 102-2 [sec. 102 par. .03] provides that a conflict of interest may occur if a
member performs a professional service for a client and the member or his or her firm has a relationship
with another entity that could, in the member's professional judgment, be viewed by the client or other
appropriate parties as impairing the member's objectivity. If the member believes that the professional
service can be performed with objectivity and the relationship is disclosed to and consent is obtained
from the appropriate parties, performance of the service shall not be prohibited. (If the service being
provided is an attest engagement, consult Ethics Ruling No. 14 [par. .027-.028] under Rule 101 [sec.
101 par. .01]).

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1.]

Indemnification Clause in Engagement Letters

Question—A member or his or her firm proposes to include in engagement letters a clause that provides
that the client would release, indemnify, defend, and hold the member (and his or her partners, heirs, ex-
ecutors, personal representatives, successors, and assigns) harmless from any liability and costs resulting
from knowing misrepresentations by management. Would inclusion of such an indemnification clause in
engagement letters impair independence?

Answer—No.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1.]

Agreement With Attest Client to Use ADR Techniques

Question—Alternative dispute resolution (ADR) techniques are used to resolve disputes (in lieu of liti-
gation) relating to past services, but are not used as a substitute for the exercise of professional judgment
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191

96.

192

193

[97.]

for current services. Would a predispute agreement to use ADR techniques between a member or his or
her firm and a client cause independence to be impaired?

Answer—No. Such an agreement would not cause independence to be impaired since the member (or
the firm) and the client would not be in threatened or actual positions of material adverse interests by
reason of threatened or actual litigation.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1.]

Commencement of ADR Proceeding

Question—Would the commencement of an alternative dispute resolution (ADR) proceeding impair in-
dependence?

Answer—EXxcept as stated in the next sentence, independence would not be considered to be impaired
because many of the ADR techniques designed to facilitate negotiation and the actual conduct of those
negotiations do not place the member or his or her firm and the client in threatened or actual positions of
material adverse interests. Nevertheless, if a covered member and the client are in a position of material
adverse interests because the ADR proceedings are sufficiently similar to litigation, Interpretation No.
101-6, “The Effect of Actual or Threatened Litigation on Independence,” under Rule 101 [sec. 101 par.
.08] should be applied. Such a position would exist if binding arbitration were used.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1.]

Performance of Certain Extended Audit Services

[.194-.195] [Deleted, August 1996.]

98.

196

197

99.

198

Member's Loan From a Nonclient Subsidiary or Parent of an Attest Client

Question—A member has obtained a loan from a nonclient. The member’s firm performs an attest en-
gagement for the parent or a subsidiary of the nonclient. Does the loan from the nonclient subsidiary or
parent impair independence?

Answer—A covered member’s loan that is not a “grandfathered” or “permitted” loan under Interpreta-
tion No. 101-5 [sec. 101 par. .07] from a nonclient subsidiary would impair independence with respect
to the client parent. However, a loan from a nonclient parent would not impair independence with re-
spect to the client subsidiary, as long as the subsidiary is not material to its parent.

[Deleted effective November 30, 2011. Reestablished and effective October 31, 2012, until the earlier of
January 1, 2014, or adoption of Interpretation No. 101-18.]

Member Providing Services for Company Executives

Question—A member has been approached by a company, for which he or she may or may not perform
other professional services, to provide personal financial planning or tax services for its executives. The
executives are aware of the company's relationship with the member, if any, and have also consented to
the arrangement. The performance of the services could result in the member recommending to the ex-
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199

100.

.200

201

ecutives actions that may be adverse to the company. What rules of conduct should the member consider
before accepting and during the performance of the engagement?

Answer—Before accepting and during the performance of the engagement, the member should consider
the applicability of Rule 102 [sec. 102 par. .01]. If the member believes that he or she can perform the
personal financial planning or tax services with objectivity, the member would not be prohibited from
accepting the engagement. The member should also consider informing the company and the executives
of possible results of the engagement. During the performance of the services, the member should con-
sider his or her professional responsibility to the clients (that is, the company and the executives) under
Rule 301 [sec. 301 par. .01].

Actions Permitted When Independence Is Impaired

Question—If a member or a member’s firm (member) was independent when its report was initially is-
sued, may the member re-sign the report or consent to its use at a later date when his or her independ-
ence is considered to be impaired?

Answer—Yes. A member may re-sign the report or consent to its use at a later date when his or her in-
dependence is considered to be impaired, provided that no "post-audit work™ is performed by the mem-
ber during the period of impairment. The term "post-audit work," in this context, does not include in-
quiries of successor auditors, reading of subsequent financial statements, or such procedures as may be
necessary to assess the effect of subsequently discovered facts on the financial statements covered by the
member's previously issued report.

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1.]

[101.] Client Advocacy and Expert Witness Services

[.202-.203] [Deleted, July 2007.]

102.

204

205

Indemnification of a Client

Question—As a condition to retaining a member or his or her firm to perform an attest engagement, a
client or prospective client requests that the member (or the firm) enter into an agreement providing,
among other things, that the member (or the firm) indemnify the client for damages, losses, or costs aris-
ing from lawsuits, claims, or settlements that relate, directly or indirectly, to client acts. Would entering
into such an agreement impair independence?

Answer—Yes. Such an agreement would impair independence under item A of Interpretation No. 101-1
[sec. 101 par. .02] and item C of Interpretation No. 101-1 [sec. 101 par. .02].

[Revised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No.
101-1.]

[103.] Attest Report on Internal Controls

[.206-.207] [Deleted, November 2011.]

[104.] Operational Auditing Services
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[.208-.209] [Deleted, September 2003.]

[105.] Frequency of Performance of Extended Audit Procedures

[.210-.211] [Deleted, September 2003.]

106.

212

213

107.

214

Member Has Significant Influence Over an Entity That Has Significant Influence
Over a Client

Question—Would independence be considered to be impaired if a member or his or her firm had signifi-
cant influence, as defined in section 92 paragraph .31, over an entity that has significant influence over a
client?

Answer—Independence would be considered to be impaired if any partner or professional of the firm
had significant influence over an entity that has significant influence over a client. By having such influ-
ence over the nonclient entity, the partner or professional employee would also be considered to have
significant influence over the client.

See Interpretation No. 101-8 [sec. 101 par. .10] for further guidance.

[Revised July 2002 to reflect conforming changes necessary due to the revision of Interpretation No.
101-1. Deleted effective November 30, 2011. Reestablished and effective October 31, 2012, until the
earlier of January 1, 2014, or adoption of Interpretation No. 101-18.]

Participation in Employee Benefit Plan Sponsored by Client

Question—A member participates in, or receives benefits from, an employee benefit plan (plan) that is a
client or is sponsored by a client. Would independence be considered to be impaired with respect to the
client sponsor or the plan?

e 215 Answer—A covered member’s participation in a plan that is a client or is sponsored by a
client would impair independence with respect to the client sponsor and the plan, except when
the covered member ispermitted by the “Application of the Independence Rules to Covered
Members Formerly Employed by a Client or Otherwise Associated With a Client” section of In-
terpretation No. 101-1 [sec. 101 par. .02] to continue his or her participation in the plan or

e an employee of a governmental organization that is required by law or regulation to audit a plan
sponsored by a governmental unit. In such circumstances, a covered member’s participation in
the plan will not impair independence, provided that the plan is offered to all employees in com-
parable employment positions and the covered member

— is not associated with the plan in any capacity prohibited by item C of Interpretation No.
101-1 [sec. 101 par. .02];

— has no influence or control over the investment strategy, benefits, or other management
activities associated with the plan; and

— is required to participate in the plan as a condition of employment.
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In addition, a covered member’s independence would not be impaired if he or she receives benefits as a
result of an immediate family member’s participation in a plan that is permitted by the “Application of
the Independence Rules to a Covered Member’s Immediate Family” section of Interpretation No. 101-1
[sec. 101 par. .02].

[Revised, March 2010, effective May 31, 2010, by the Professional Ethics Executive Committee. Re-
vised, November 2002, by the Professional Ethics Executive Committee. Revised, July 2002, to reflect
conforming changes necessary due to the revision of Interpretation No. 101-1.]

[108.] Participation of Member, Spouse or Dependent in Retirement, Savings, or Similar

Plan Sponsored by, or That Invests in, Client

[.216-.217] [Deleted, November 2001.]

[109.] Member’s Investment in Financial Services Products That Invest in Clients

[.218-.219] [Deleted, December 2005.]

110.

220

221

111.

222

Member Is Connected With an Entity That Has a Loan to or From a Client

Question—A member is associated with an entity as an officer, director, or a shareholder who is able to
exercise significant influence over an entity. That entity has a loan to or from a client of the member’s
firm. Would independence be considered to be impaired with respect to the client?

Answer—If a covered member has control over the entity (as defined by Financial Accounting Standards
Board [FASB] Accounting Standards Codification [ASC] 810, Consolidation), the existence of a loan to
or from the client would impair independence unless the loan from the client is specifically permitted
under Interpretation No. 101-5 of Rule 101 [sec. 101 par. .07].

If any partner or professional employee of the firm is connected with the entity as an officer, director, or
shareholder who is able to exercise significant influence over the entity, but is unable to control the enti-
ty, he or she should consider Interpretation No. 102-2 [sec. 102 par. .03]. Interpretation No. 102-2 pro-
vides that a conflict of interest may occur if a member performs a professional service for a client and
the member or his or her firm has a relationship with another entity that could, in the member’s profes-
sional judgment, be viewed by the client or other appropriate parties as impairing the member’s objec-
tivity. If the member believes that the professional service can be performed with objectivity, and the re-
lationship is disclosed to and consent is obtained from such client and other appropriate parties, the rule
shall not operate to prohibit the performance of the professional service.

When making the decision as to whether to perform a professional service and in making disclosure to
the appropriate parties, the member should consider Rule 301 [sec. 301 par. .01].

[Revised, March 2011, by the Professional Ethics Executive Committee, effective May 31, 2011. Re-
vised, July 2002, to reflect conforming changes necessary due to the revision of Interpretation No. 101-
1]

Employee Benefit Plan Sponsored by Client

Question—A member or his or her firm provides asset management or investment services that may in-
clude having custody of assets, performing management functions, or making management decisions for

Page 115



223

112.

224

225

an employee benefit plan (the plan) sponsored by a client. Would independence be considered to be im-
paired with respect to the plan and the client sponsor?

Answer—The performance of investment management or custodial services for a plan would be consid-
ered to impair independence with respect to the plan. Independence would also be considered to be im-
paired with respect to the client sponsor of a defined benefit plan if the assets under management or in
the custody of the member are material to the plan or the client sponsor.

Independence would not be considered to be impaired with respect to the client sponsor of a defined
contribution plan, provided the member does not make any management decisions or perform manage-
ment functions on behalf of the client sponsor or have custody of the sponsor’s assets.

[Deleted effective November 30, 2011. Reestablished and effective October 31, 2012, until the earlier of
January 1, 2014, or adoption of Interpretation No. 101-18.]

Use of a Third-Party Service Provider to Assist a Member in Providing Professional
Services

Question—A member in public practice uses an entity that the member, individually or collectively with
his or her firm or with members of his or her firm, does not control (as defined by FASB ASC 810) or
an individual not employed by the member (a third-party service provider) to assist the member in
providing professional services (for example, bookkeeping, tax return preparation, consulting, or attest
services, including related clerical and data entry functions) to clients. Does Rule 102 [sec. 102 par. .01],
require the member to disclose the use of the third-party service provider to the client?

Answer—Yes. The concept of integrity set forth in Rule 102 [sec. 102 par. .01] and section 54, Article
I11—Integrity, requires a member to be honest and candid. Clients might not have an expectation that a
member would use a third-party service provider to assist the member in providing the professional ser-
vices. Accordingly, before disclosing confidential client information to a third-party service provider, a
member should inform the client, preferably in writing, that the member may use a third-party service
provider. This disclosure does not relieve the member from his or her obligations under Ethics Ruling
No. 1, “Use of a Third-Party Service Provider to provide Professional Services to Clients or Administra-
tive Support Services to the Member,” of section 391, Ethics Rulings on Responsibilities to Clients [sec.
391 par. .001-.002]. If the client objects to the member’s use of a third-party service provider, the mem-
ber should provide the professional services without using the third-party service provider or the mem-
ber should decline the engagement.

A member is not required to inform the client when he or she uses a third-party service provider to pro-
vide administrative support services (for example, record storage, software application hosting, or au-
thorized e-file tax transmittal services) to the member.

See Ethics Ruling No. 12, “Applicability of General and Technical Standards When Using a Third-Party
Service Provider,” of section 291, Ethics Rulings on General and Technical Standards [sec. 291 par.
023-.024); and Ethics Ruling No. 1 of section 391 [sec. 301 par. .001-.002] for additional responsibili-
ties of the member when using a third-party service provider.

[Revised, March 2011, by the Professional Ethics Executive Committee, effective May 31, 2011.]
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113.

226

227

114.

228

229

Acceptance or Offering of Gifts or Entertainment

Question—Would objectivity or integrity be considered to be impaired if a member offers or accepts
gifts or entertainment to or from a client (or an individual in a key position with a client or an individual
owning 10 percent or more of the client’s outstanding equity securities or other ownership interests), or
a customer or vendor of the member’s employer (or a representative of the customer or vendor)?

Answer—Objectivity would be considered to be impaired unless the gift or entertainment is reasonable
in the circumstances.

The member should exercise judgment in determining whether gifts or entertainment would be consid-
ered reasonable in the circumstances. Relevant facts and circumstances would include, but are not lim-
ited to:

e The nature of the gift or entertainment

e The occasion giving rise to the gift or entertainment

e The cost or value of the gift or entertainment

e The nature, frequency, and value of other gifts and entertainment offered or accepted

e Whether the entertainment was associated with the active conduct of business either directly be-
fore, during, or after the entertainment

e Whether other clients, customers, or vendors also participated in the entertainment

e The individuals from the client, customer, or vendor and the member’s firm or employer who
participated in the entertainment

In addition, a member would be presumed to lack integrity if he or she accepted or offered gifts or enter-
tainment that he or she knew or was reckless in not knowing would violate the member, client, custom-
er, or vendor’s policies or applicable laws and regulations.

See Ethics Ruling No. 114, “Acceptance or Offering of Gifts and Entertainment to or From an Attest
Client” [par. .228-.229], under Rule 101 [sec. 101 par. .01], for guidance applicable to the offer or ac-
ceptance of gifts or entertainment to or from an attest client.

Acceptance or Offering of Gifts and Entertainment to or From an Attest Client

Question—Would independence be considered to be impaired if a member or the member’s firm offers
or accepts gifts or entertainment to or from an attest client, an individual in a key position with an attest
client, or an individual owning 10 percent or more of the attest client’s outstanding equity securities or
other ownership interests (collectively, an attest client)?

Answer—Independence would be considered to be impaired if the member’s firm or a member on the
attest engagement team or in a position to influence the attest engagement accepts a gift from an attest
client, unless the value is clearly insignificant to the recipient. Independence would not be considered to
be impaired if a covered member accepts entertainment from an attest client, provided the entertainment
IS reasonable in the circumstances.
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Independence would not be considered to be impaired if a covered member offers gifts or entertainment
to an attest client, provided the gift or entertainment is reasonable in the circumstances.

See Ethics Ruling No. 113, “Acceptance or Offering of Gifts or Entertainment” [par. .226—.227], under
Rule 102 [sec. 102 par. .01], for criteria a member should consider in determining whether the gifts or
entertainment would be considered reasonable in the circumstances.
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ET Section 200
GENERAL STANDARDS—ACCOUNTING PRINCIPLES
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ET Section 201

General Standards

.01  Rule 201—General standards A member shall comply with the following standards and with any in-
terpretations thereof by bodies designated by Council.

A. Professional Competence.Undertake only those professional services that the member or the
member's firm can reasonably expect to be completed with professional competence.

B. Due Professional Care. Exercise due professional care in the performance of professional ser-
vices.

C. Planning and Supervision.  Adequately plan and supervise the performance of professional
services.

D. Sufficient Relevant Data. Obtain sufficient relevant data to afford a reasonable basis for conclu-
sions or recommendations in relation to any professional services performed.

[As adopted January 12, 1988.]
(See Appendix A.)
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Interpretations under Rule 201

—General Standards

.02

[.03]
[.04]
[.05]

201-1—Competence A member's agreement to perform professional services implies that the member
has the necessary competence to complete those professional services according to professional stand-
ards, applying his or her knowledge and skill with reasonable care and diligence, but the member does
not assume a responsibility for infallibility of knowledge or judgment.

Competence to perform professional services involves both the technical qualifications of the member
and the member's staff and the ability to supervise and evaluate the quality of the work performed.
Competence relates both to knowledge of the profession's standards, techniques and the technical sub-
ject matter involved, and to the capability to exercise sound judgment in applying such knowledge in the
performance of professional services.

The member may have the knowledge required to complete the services in accordance with professional
standards prior to performance. In some cases, however, additional research or consultation with others
may be necessary during the performance of the professional services. This does not ordinarily represent
a lack of competence, but rather is a normal part of the performance of professional services.

However, if a member is unable to gain sufficient competence through these means, the member should
suggest, in fairness to the client and the public, the engagement of someone competent to perform the
needed professional service, either independently or as an associate.

[201-2]—[Deleted]
[201-3]—[Deleted]

[201-4]—[Deleted]
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ET Section 202

Compliance With Standards

.01 Rule 202—Compliance with standards A member who performs auditing, review, compilation, man-
agement consulting, tax, or other professional services shall comply with standards promulgated by bod-
ies designated by Council.

[As adopted January 12, 1988.]

(See Appendix A.)
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Interpretation under Rule 202

—Compliance With Standards

[02] [202-1]—[Deleted]
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ET Section 203

Accounting Principles

01

Rule 203—Accounting principles A member shall not (1) express an opinion or state affirmatively
that the financial statements or other financial data of any entity are presented in conformity with gener-
ally accepted accounting principles or (2) state that he or she is not aware of any material modifications
that should be made to such statements or data in order for them to be in conformity with generally ac-
cepted accounting principles, if such statements or data contain any departure from an accounting prin-
ciple promulgated by bodies designated by council to establish such principles that has a material effect
on the statements or data taken as a whole. If, however, the statements or data contain such a departure
and the member can demonstrate that due to unusual circumstances the financial statements or data
would otherwise have been misleading, the member can comply with the rule by describing the depar-
ture, its approximate effects, if practicable, and the reasons why compliance with the principle would re-
sult in a misleading statement.

[As adopted January 12, 1988.]

(See appendix A, Council Resolution Designating Bodies to Promulgate Technical Standards.)
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Interpretations under Rule 203

—Accounting Principles

.02

.03

203-1—Departures from generally accepted accounting principles Reference to generally accepted
accounting principles (GAAP) in Rule 203, Accounting Principles [sec. 203 par. .01], means those ac-
counting principles promulgated by bodies designated by council, which are listed in appendix A, Coun-
cil Resolution Designating Bodies to Promulgate Technical Standards. In the establishment of such
principles, it is difficult to anticipate all circumstances to which such principles might be applied. There
is a strong presumption that adherence to GAAP would, in nearly all instances, result in financial state-
ments that are not misleading. Rule 203 [sec. 203 par. .01] recognizes that, upon occasion, there may be
unusual circumstances when the literal application of GAAP would have the effect of rendering finan-
cial statements misleading. In such cases, the proper accounting treatment is that which will render the
financial statements not misleading.

The question of what constitutes unusual circumstances as referred to in Rule 203 [sec. 203 par. .01] is a
matter of professional judgment involving the ability to support the position that adherence to a promul-
gated principle within GAAP would be regarded generally by reasonable persons as producing mislead-
ing financial statements.

Examples of events that may justify a departure from GAAP are new legislation or the evolution of a
new form of business transaction. An unusual degree of materiality or the existence of conflicting indus-
try practices are examples of circumstances that would not ordinarily be regarded as unusual in the con-
text of Rule 203 [sec. 203 par. .01].

[Revised, February 2012, effective April 30, 2012, by the Professional Ethics Executive Committee.]

203-2—Status of FASB, GASB and FASAB interpretations Council is authorized under Rule 203
[sec. 203 par. .01] to designate bodies to establish accounting principles. Council has designated the Fi-
nancial Accounting Standards Board (FASB) as such a body and has resolved that FASB Accounting
Standards Codification™ (ASC) constitutes accounting principles as contemplated in Rule 203 [sec.
203 par. .01]. Council has also designated the Governmental Accounting Standards Board (GASB), with
respect to Statements of Governmental Accounting Standards issued in July 1984 and thereafter, as the
body to establish financial accounting principles for state and local governmental entities pursuant to
Rule 203 [sec. 203 par. .01]. Council has also designated the Federal Accounting Standards Advisory
Board (FASAB), with respect to Statements of Federal Accounting Standards adopted and issued in
March 1993 and subsequently, as the body to establish accounting principles for federal government en-
tities pursuant to Rule 203 [sec. 203 par. .01].

In determining the existence of a departure from an accounting principle as established in FASB ASC
and encompassed by Rule 203 [sec. 203 par. .01], or the existence of a departure from an accounting
principle established by a Statement of Governmental Accounting Standards or a Statement of Federal
Accounting Standards encompassed by Rule 203 [sec. 203 par. .01], the division of professional ethics
will construe such codification or statements, in the light of any interpretations thereof issued by FASB,
GASB, or FASAB.

[As amended, April 30, 2000. Revised, June 2009.]
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[.04]

.05

.06

[203-3]—[Deleted]

203-4—Responsibility of employees for the preparation of financial statements in conformity with
GAAP Rule 203 [sec. 203 par. .01] provides, in part, that a member shall not state affirmatively that fi-
nancial statements or other financial data of an entity are presented in conformity with GAAP if such
statements or data contain any departure from an accounting principle promulgated by a body designated
by council to establish such principles that has a material effect on the statements or data taken as a
whole.

Rule 203 [sec. 203 par. .01] applies to all members with respect to any affirmation that financial state-
ments or other financial data are presented in conformity with GAAP. Representation regarding GAAP
conformity included in a letter or other communication from a client entity to its auditor or others related
to that entity's financial statements is subject to Rule 203 [sec. 203 par. .01] and may be considered an
affirmative statement within the meaning of the rule with respect to members who signed the letter or
other communication; for example, signing reports to regulatory authorities, creditors and auditors.

[Effective November 30, 1993.]

203-5—Financial statements prepared pursuant to financial reporting frameworks other than
GAAP Reference to GAAP in Rule 203 [sec. 203 par. .01] means those accounting principles promul-
gated by bodies designated by council, which are listed in appendix A. Financial statements prepared
pursuant to other accounting principles would be considered financial reporting frameworks other than
GAAP within the context of Rule 203 [sec. 203 par. .01].

However, Rule 203 [sec. 203 par. .01] does not preclude a member from preparing or reporting on fi-
nancial statements that have been prepared pursuant to financial reporting frameworks other than
GAAP, such as (a) financial reporting frameworks generally accepted in another country, including ju-
risdictional variations of International Financial Reporting Standards (IFRSs) such that the entity’s fi-
nancial statements do not meet the requirements for full compliance with IFRSs as promulgated by the
International Accounting Standards Board; (b) financial reporting frameworks prescribed by an agree-
ment or a contract; or (c) an other comprehensive basis of accounting, including statutory financial re-
porting provisions required by law or a U.S or foreign governmental regulatory body to whose jurisdic-
tion the entity is subject.

In such circumstances, however, the financial statements or reports should not purport that the financial
statements are in accordance with GAAP and the financial statements or reports on those financial
statements, or both, should make clear the financial reporting framework(s) used.

[Added, February 2012, effective April 30, 2012, by the Professional Ethics Executive Committee.]
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ET Section 291

Ethics Rulings on General and Technical Standards

[1.] Association of Name With Unaudited Statements When Member Is Not Independ-
ent

[.001-.002] [Deleted, September 1995.]

[2.] Opinion by Member Not in Public Practice
[.003-.004] [Deleted, December 1986.]

[3.] Controller, Preparation of Financial Statements

[.005-.006] [Deleted, May 1995.]

[4.] Two-Year Opinion—Prior Year Previously Unaudited

[.007-.008] [Deleted, May 1995.]

[5.] Interim Financial Statements

[.009-.010] [Deleted, October 1995.]

[6.] Letterhead

[.011-.012] [Deleted, September 1995.]

[7.] Non-CPA Partner

[.013-.014] [Transferred to sec. 591 par. .379-.380 as Ethics Ruling No. 190, April 1995.]

8. Subcontractor Selection for Management Consulting Service Engagements

.015 Question—A member has been engaged to design and program a computer system. The engagement is
well within the member's competence. The member plans to retain a contract programming organization
as a subcontractor to provide additional qualified manpower. What procedures should the member con-
sider in making the selection of a subcontractor?

.016  Answer—When selecting subcontractors the member has a responsibility to ensure that the subcontrac-
tors have the professional qualifications, technical skills and other resources required. Factors that can
be helpful in evaluating a prospective subcontractor include business, financial and personal references
from banks, from other CPAs, and from other customers of the subcontractor; the subcontractor's pro-
fessional reputation and recognition; published materials (articles and books authored); and the mem-
ber's personal evaluation of the subcontractor.
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017

.018

10.

.019

.020

[11]

Supervision of Technical Specialist on Management Consulting Services Engage-
ments

Question—A member would like to add to the member's staff a systems analyst who specializes in de-
veloping computer systems. Must the member be able to perform all of the services that the specialist
can perform in order to be able to supervise the specialist?

Answer—The member must be qualified to supervise and evaluate the work of specialists in the mem-
ber's employ. Although supervision does not require that the member be qualified to perform each of the
specialist's tasks, the member should be able to define the tasks and evaluate the end product.

Submission of Financial Statements by a Member in Public Practice

Question—A member in public practice is also a stockholder, partner, director, officer, or employee of
an entity and in this capacity submits the entity's financial statements to third parties. What are the ethi-
cal considerations?

Answer—If the member submits the financial statements in his or her capacity as a stockholder, partner,
director, officer, or employee to a third party, the member should clearly communicate, preferably in
writing, the relationship of the member to the entity and should not imply that the member is independ-
ent of the entity [sec. 191 par. .130-.131]. In addition, if the communication states affirmatively that the
financial statements are presented in conformity with generally accepted accounting principles, the
member is subject to Rule 203, Accounting Principles [sec. 203 par. .01], of the Code of Professional
Conduct.

If the member prepares financial statements as a member in public practice and/or submits them using
the member's public practitioner's letterhead or other identification, the member should comply with ap-
plicable standards, including any requirement to disclose a lack of independence.

[Revised, effective July 31, 2002, by the Professional Ethics Executive Committee.]

Applicability of Rule 203 to Members Performing Litigation Support Services

[.021-.022] [Deleted, November 2011.]

12,

.023

.024

Applicability of General and Technical Standards When Using a Third-Party Ser-
vice Provider

Question—What responsibility does a member in public practice have for complying with the general
and technical standards under Rule 201, General Standards [sec. 201 par. .01], and Rule 202, Compli-
ance With Standards [sec. 202 par. .01], when using an entity that the member, individually or collec-
tively with his or her firm or with members of his or her firm, does not control (as defined by Financial
Accounting Standards Board Accounting Standards Codification 810, Consolidation) or an individual
not employed by the member (a third-party service provider) to assist the member in providing profes-
sional services (for example, bookkeeping, tax return preparation, consulting, or attest services, includ-
ing related clerical and data entry functions) to clients?

Answer—Using a third-party service provider to assist the member in providing professional services to
clients does not in any way relieve the member from his or her responsibilities to comply with the re-
quirements of Rules 201 [sec. 201 par. .01] and 202 [sec. 202 par. .01]. Accordingly, the member re-
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mains responsible for the adequate oversight of all services performed by the third-party service provid-
er and for ensuring that all professional services are performed with professional competence and due
professional care. In addition, the member must adequately plan and supervise the professional services
provided by the third-party service provider, obtain sufficient relevant data to support his or her work
product and comply with all technical standards applicable to the professional services.

This ruling does not extend the member's responsibility for planning and supervising the work of a third-
party service provider beyond the requirements of applicable professional standards, which may vary
depending upon the nature of the member's engagement.

See Ethics Ruling No. 112, “Use of a Third-Party Service Provider to Assist a Member in Providing
Professional Services,” of section 191, Ethics Rulings on Independence, Integrity, and Objectivity [sec.
191 par. .224-.225], and Ethics Ruling No. 1, “Use of a Third-Party Service Provider to Provide Profes-
sional Services to Clients or Administrative Support Services to the Member,” of section 391, Ethics
Rulings on Responsibilities to Clients [sec. 391 par. .001-.002], for additional responsibilities of the
member when using a third-party service provider.

[Revised, March 2011, by the Professional Ethics Executive Committee, effective May 31, 2011.]
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ET Section 300
RESPONSIBILITIES TO CLIENTS
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ET Section 301

Confidential Client Information

01

Rule 301—Confidential client information A member in public practice shall not disclose any con-
fidential client information without the specific consent of the client.

This rule shall not be construed (1) to relieve a member of his or her professional obligations under rules
202 [ET section 202.01] and 203 [ET section 203.01], (2) to affect in any way the member's obligation
to comply with a validly issued and enforceable subpoena or summons, or to prohibit a member's com-
pliance with applicable laws and government regulations, (3) to prohibit review of a member's profes-
sional practice under AICPA or state CPA society or Board of Accountancy authorization, or (4) to pre-
clude a member from initiating a complaint with, or responding to any inquiry made by, the professional
ethics division or trial board of the Institute or a duly constituted investigative or disciplinary body of a
state CPA society or Board of Accountancy.

Members of any of the bodies identified in (4) above and members involved with professional practice
reviews identified in (3) above shall not use to their own advantage or disclose any member's confiden-
tial client information that comes to their attention in carrying out those activities. This prohibition shall
not restrict members' exchange of information in connection with the investigative or disciplinary pro-
ceedings described in (4) above or the professional practice reviews described in (3) above.

[As amended January 14, 1992.]
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Interpretations Under Rule 301

—Confidential Client Information

[.02]
[.03]
04

[301-1]—[Deleted]
[301-2]—[Deleted]

301-3—Confidential information and the purchase, sale, or merger of a practice Rule 301 [ET sec-
tion 301.01] prohibits a member in public practice from disclosing any confidential client information
without the specific consent of the client. The rule provides that it shall not be construed to prohibit the
review of a member's professional practice under AICPA or state CPA society authorization.

For purposes of rule 301 [ET section 301.01], a review of a member's professional practice is hereby au-
thorized to include a review in conjunction with a prospective purchase, sale, or merger of all or part of
a member's practice. The member must take appropriate precautions (for example, through a written
confidentiality agreement) so that the prospective purchaser does not disclose any information obtained
in the course of the review, since such information is deemed to be confidential client information.

Members reviewing a practice in connection with a prospective purchase or merger shall not use to their
advantage nor disclose any member's confidential client information that comes to their attention.

[Effective February 28, 1990.]
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ET Section 302

Contingent Fees

.01  Rule 302—Contingent fees A member in public practice shall not

(1) Perform for a contingent fee any professional services for, or receive such a fee from a client for
whom the member or the member's firm performs,

(a) an audit or review of a financial statement; or

(b) a compilation of a financial statement when the member expects, or reasonably might
expect, that a third party will use the financial statement and the member's compila-
tion report does not disclose a lack of independence; or

(c) an examination of prospective financial information;
or

(2) Prepare an original or amended tax return or claim for a tax refund for a contingent fee for any
client.

The prohibition in (1) above applies during the period in which the member or the member's firm is en-
gaged to perform any of the services listed above and the period covered by any historical financial
statements involved in any such listed services.

Except as stated in the next sentence, a contingent fee is a fee established for the performance of any
service pursuant to an arrangement in which no fee will be charged unless a specified finding or result is
attained, or in which the amount of the fee is otherwise dependent upon the finding or result of such ser-
vice. Solely for purposes of this rule, fees are not regarded as being contingent if fixed by courts or other
public authorities, or, in tax matters, if determined based on the results of judicial proceedings or the
findings of governmental agencies.

A member's fees may vary depending, for example, on the complexity of services rendered.

[As adopted May 20, 1991.]
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Interpretation under Rule 302

—Contingent Fees

.02  302-1—Contingent fees in tax matters This interpretation defines certain terms in Rule 302 [ET sec.
302 par. .01] and provides examples of the application of the rule. When practicing before the IRS or
other taxing authorities, members should ensure compliance with any requirements that are more restric-
tive.

Definition of Terms

(a) Preparation of an original or amended tax return or claim for tax refund includes giving advice
on events that have occurred at the time the advice is given if such advice is directly relevant to
determining the existence, character, or amount of a schedule, entry, or other portion of a return
or claim for refund.

(b) A fee is considered determined based on the findings of governmental agencies if the member
can demonstrate a reasonable expectation, at the time of a fee arrangement, of substantive con-
sideration by an agency with respect to the member's client. Such an expectation is deemed not
reasonable in the case of preparation of original tax returns.

Examples

The following are examples, not all-inclusive, of circumstances where a contingent fee would be permit-
ted:

1. Representing a client in an examination by a revenue agent of the client's federal or state income
tax return.

2. Filing an amended federal or state income tax return claiming a tax refund based on a tax issue
that is either the subject of a test case (involving a different taxpayer) or with respect to which
the taxing authority is developing a position.

3. Filing an amended federal or state income tax return (or refund claim) claiming a tax refund in
an amount greater than the threshold for review by the Joint Committee on Internal Revenue
Taxation ($1 million at March 1991) or state taxing authority.

4. Requesting a refund of either overpayments of interest or penalties charged to a client's account
or deposits of taxes improperly accounted for by the federal or state taxing authority in circum-
stances where the taxing authority has established procedures for the substantive review of such
refund requests.

5. Requesting, by means of "protest™ or similar document, consideration by the state or local taxing
authority of a reduction in the "assessed value™ of property under an established taxing authority
review process for hearing all taxpayer arguments relating to assessed value.

6. Representing a client in connection with obtaining a private letter ruling or influencing the draft-
ing of a regulation or statute.
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The following is an example of a circumstance where a contingent fee would not be permitted:

1. Preparing an amended federal or state income tax return for a client claiming a refund of taxes
because a deduction was inadvertently omitted from the return originally filed. There is no ques-
tion regarding the propriety of the deduction; rather the claim is filed to correct an omission.

[Revised, March 2011, by the Professional Ethics Executive Committee, effective May 31, 2011.]
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ET Section 391

Ethics Rulings on Responsibilities to Clients

1.

.001

.002

.003

Use of a Third-Party Service Provider to Provide Professional Services to Clients or
Administrative Support Services to the Member

Question—A member in public practice uses an entity that the member, individually or collectively with
his or her firm or with members of his or her firm, does not control (as defined in Financial Accounting
Standards Board Accounting Standards Codification 810, Consolidation) or an individual not employed
by the member (a “third-party service provider”) to assist the member in providing professional services
(for example, bookkeeping, tax return preparation, consulting, or attest services, including related cleri-
cal and data entry functions) to clients or for providing administrative support services to the member
(for example, record storage, software application hosting, or authorized e-file tax transmittal services).
Does Rule 301, Confidential Client Information [sec. 301 par. .01], require the member to obtain the cli-
ent’s consent before disclosing confidential client information to the third-party service provider?

Answer—No. Rule 301 [sec. 301 par. .01] is not intended to prohibit a member in public practice from
disclosing confidential client information to a third-party service provider used by the member for pur-
poses of providing professional services to clients or for administrative support purposes. However, be-
fore using such a service provider, the member should enter into a contractual agreement with the third-
party service provider to maintain the confidentiality of the information and be reasonably assured that
the third-party service provider has appropriate procedures in place to prevent the unauthorized release
of confidential information to others. The nature and extent of procedures necessary to obtain reasonable
assurance depends on the facts and circumstances, including the extent of publicly available information
on the third-party service provider’s controls and procedures to safeguard confidential client infor-
mation.

In the event the member does not enter into a confidentiality agreement with a third-party service pro-
vider, specific client consent should be obtained before the member discloses confidential client infor-
mation to the third-party service provider.

See Ethics Ruling No. 112, “Use of a Third-Party Service Provider to Assist a Member in Providing
Professional Services,” of section 191, Ethics Rulings on Independence, Integrity, and Objectivity [sec.
191 par. .224-.225], and Ethics Ruling No. 12, “Applicability of General and Technical Standards When
Using a Third-Party Service Provider,” of section 291, Ethics Rulings on General and Technical Stand-
ards [sec. 291 par. .023-.024], for additional responsibilities of the member when using a third-party
service provider.

[Revised, effective July 1, 2005, except for professional services performed pursuant to agreements in
existence on June 30, 2005, that are completed by December 31, 2005, by the Professional Ethics Ex-
ecutive Committee. Revised, March 2011, by the Professional Ethics Executive Committee, effective
May 31, 2011.]

Disclosure of Client Information to Third Parties

Question—A member has received a request from a third party (for example, a trade association, mem-
ber of academia, or surveying or benchmarking organization) to disclose client information or intends to
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.004

.005

.006

use such information for the member’s own purposes (for example, publication of benchmarking data or
studies) in a manner that may result in the client’s information being disclosed to others without the cli-
ent being specifically identified. May the member comply with such a request or use client information
for such purposes without violating Rule 301 [sec. 301 par. .01]?

Answer—A member would be in violation of Rule 301 [sec. 301 par. .01] if the information is consid-
ered to be confidential client information, unless the member has the clients' specific consent, preferably
in writing, for the disclosure or use of such information. The disclosure or use of information that is
available to the public is not subject to Rule 301 [sec. 301 par. .01]. The member should be cautious in
the disclosure or use of the information so as not to disclose client information that may go beyond what
is available to the public or that the client has agreed may be disclosed.

Accordingly, before disclosing confidential client information to a third party or using such information
for the member’s own purposes when the use of such information results in disclosure of confidential
client information to others, the member should obtain the client’s specific consent, preferably in writ-
ing, about the nature of the information that may be disclosed, the type of third party to whom it may be
disclosed, and its intended use.

A member is not prohibited from marketing his or her services or advising a third party, such as a cur-
rent or prospective client, of information based on his or her expertise or knowledge obtained from prior
experiences with clients (for example, the nature of services provided to other clients or common prac-
tices within a client’s industry). However, in cases when such information may be identifiable to one or
more clients, specific consent, preferably in writing, would be required from such client(s). Prior to dis-
closing confidential client information to a third party, the member should consider whether a contractu-
al agreement with the third party to maintain the confidentiality, or limit the use, of the information is
necessary.

In addition, the member should consider whether federal, state, or local statutes, rules, or regulations
concerning confidentiality of client information may be more restrictive than the requirements contained
in this ethics ruling.

See Ethics Ruling No. 12 of section 291 [sec. 291 par. .023-.024], and Ethics Ruling No. 1, “Use of a
Third-Party Service Provider to Provide Professional Services to Clients or Administrative Support Ser-
vices to the Member,” of this section [sec. 391 par. .001-.002] for guidance when disclosing confidential
client information to a third party used to assist the member in providing professional services to clients
that will not result in disclosure to others.

[Revised September 2011, effective November 30, 2011.]

Information to Successor Accountant About Tax Return Irregularities

Question—A member withdrew from an engagement on discovering irregularities in his or her client's
tax return. May he or she reveal to the successor accountant why the relationship was terminated?

Answer—Rule 301 [sec. 301 par. .01] is not intended to help an unscrupulous client cover up illegal acts
or otherwise hide information by changing CPAs. If the member is contacted by the successor he or she
should, at a minimum, suggest that the successor ask the client to permit the member to discuss all mat-
ters freely with the successor. The successor is then on notice of some conflict. Because of the serious
legal implications, the member should seek legal advice as to his or her status and obligations in the
matter.
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[4.]

Prior Client Relationship

[.007-.008] [Deleted August 1989]

[5.]

Records Retention Agency

[.009-.010] [Deleted October 2004]

6.

011

012

013

014

[8.]

Revealing Client Information to Competitors

Question—A municipality in a particular state enforces a personal property tax on business inventories,
fixtures and equipment, and machinery by retaining a firm of CPAs to examine the books and records of
the businesses to be sure the proper amount has been declared. In the course of its engagement, the CPA
firm will examine sales, purchases, gross profit percentages, and inventories as well as fixed asset ac-
counts. A member serving one of the companies involved objects to these procedures on the ground that
information gathered from the books and records of his or her client could be inadvertently conveyed to
competitors by employees of the CPA firm doing the audit. Is such an engagement ethically proper?

Answer—It would be proper for a member's firm to perform such services. It should be emphasized to
everyone concerned that Rule 301 [sec. 301 par. .01] prohibits members from revealing to others any
confidential information obtained in their professional capacity.

Revealing Names of Clients

Question—May a member in public practice disclose the name of a client for whom the member or the
member's firm performed professional services?

Answer—It is permissible under Rule 301 [sec. 301 par. .01] for a member to disclose the name of a cli-
ent, whether publicly or privately owned, without the client's specific consent unless the disclosure of
the client's name constitutes the release of confidential information. For example, if a member's practice
is limited to bankruptcy matters, the disclosure of a client's name would suggest that the client may be
experiencing financial difficulties, which could be confidential client information.

[Replaced previous Ethics Ruling No. 7, Revealing Names of Employer's Clients, effective August 31,
1989.]

Fee as Percentage of Bond Issue

[.015-.016] [Deleted June 1991]

[9.]

Finder's Fee

[.017-.018] [Deleted June 1991]

[10.] Fee as Expert Witness

[.019-.020] [Deleted June 1991]

[11.] Fee Contingent on Mortgage Commitment
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[.021-.022] [Deleted June 1991]

[12.] Fee as Percentage of Tax Savings

[.023-.024] [Deleted June 1991]

[13.] Contingent Fees to Fire Adjuster

[.025-.026] [Deleted June 1991]

14,

027

.028

15.

.029

.030

Use of Confidential Information on Management Consulting Service Engagements

Question—In the course of performing a feasibility study a nonclient outside source has provided perti-
nent information to the member's firm with the understanding that the source and the details of the in-
formation will not be disclosed. The information, which the firm believes is pertinent, directly affects its
conclusions and recommendations. How may this information be utilized in connection with the feasibil-
ity study engagement and related conclusions and recommendations?

Answer—Rule 301 [sec. 301 par. .01] regarding confidential client information is not directly applicable
to the circumstances described; however, Rule 501, Acts Discreditable [sec. 501 par. .01], is applicable
to situations involving confidential relationships with non-clients. For an engagement in which it ap-
pears likely that the development of pertinent information will have to come from outside nonclient
sources, and such information must remain confidential, the terms of the engagement with the client
should specify that the confidences of outside nonclient sources will not be divulged by the member's
firm even when they might affect the outcome of the engagement. If the use of confidential outside
sources is necessary and the terms of the engagement are silent regarding disclosure of source and de-
tails, the member should promptly seek the approval of the client to present his or her recommendations
without making disclosures that include confidential information. If the client does not agree to this, the
member should withdraw rather than breach a confidence or improperly limit the inclusion of infor-
mation in his or her final recommendation.

Earlier Similar Management Consulting Service Study With Negative Outcome

Question—A prospective client has asked a member's firm to study the desirability of his or her using a
newly developed electronic ticketing system for his or her business. A recent study made for another cli-
ent leads the member's firm to believe that the system would not be desirable for him or her. Must the
firm state its reservations at the risk of disclosing information acquired while performing an assignment
for a client competitor?

Answer—Rule 301 [sec. 301 par. .01] provides that a member shall not disclose any confidential infor-
mation obtained in the course of a professional engagement except with the consent of the client.
Knowledge and expertise which results in a special competence in a particular field can be provided to a
client without violating the confidence of another client. Reservations that the firm may have concerning
the electronic ticketing system should be communicated to the prospective client provided the details of
the other client's engagement are not disclosed. If, however, circumstances are such that the prospective
client would clearly know the origin of the information on which the member's reservations are based,
and such information is sensitive, the engagement should not be accepted without clearance with the
first client.
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16.

.031

.032

17.

.033

.034

18.
.035
.036

Disclosure of Confidential Client Information

Question—A member has prepared a married couple's joint tax returns for several years. The member
was engaged by and has dealt exclusively with spouse A. Divorce proceedings are now under way and
spouse B has approached the member with requests for confidential information relating to prior tax re-
turns. Spouse A has directed the member not to comply with spouse B's requests. Would release of this
information by the member to spouse B constitute a violation of Rule 301 [sec. 301 par. .01]?

Answer—As defined by the Code of Professional Conduct, spouse B would be considered to be a client
with respect to the prior tax returns in question. Therefore, release of the requested information to
spouse B would not be prohibited by Rule 301 [sec. 301 par. .01]. The member should consider, howev-
er, reviewing the legal implications of such a disclosure with an attorney.

Definition of the Receipt of a Contingent Fee or a Commission

Question—Rules 302, Contingent Fees [sec. 302 par. .01], and 503, Commissions and Referral Fees
[sec. 503 par. .01], prohibit, among other acts, the receipt of contingent fees for the performance of cer-
tain services and the receipt of a commission for the referral of products or services under certain cir-
cumstances. When is a contingent fee or commission deemed to be received?

Answer—A contingent fee or a commission is deemed to be received when the performance of the relat-
ed services is complete and the fee or the commission is determined. For example, if in one year a mem-
ber sells a life insurance policy to a client and the member's commission payments are determined to be
a fixed percentage of future years' renewal premiums, the commission is deemed to be received in the
year the policy is sold.

Bank Director
Question—May a member in public practice serve as a director of a bank?

Answer—Yes; however, before accepting a bank directorship, the member should carefully consider the
implications of such service if the member has clients that are customers of the bank.

These implications fall into two categories:

a. Confidential Client Information—Rule 301 [sec. 301 par. .01] provides that a member in public
practice shall not disclose any confidential client information without the specific consent of the
client. This ethical requirement applies even though failure to disclose information may consti-
tute a breach of the member's fiduciary responsibility as a director.

b. Conflicts of Interest—Interpretation 102-2, “Obligations of a Member to His or Her Employer’s
External Accountant” [sec. 102 par. .03], provides that a conflict of interest may occur if a mem-
ber performs a professional service (including service as a director) and the member or his or her
firm has a relationship with another entity that could, in the member's professional judgment, be
viewed by appropriate parties as impairing the member's objectivity. If the member believes that
the professional service can be performed with objectivity and the relationship is disclosed to and
consent is obtained from all appropriate parties, performance of the service shall not be prohibit-
ed.
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19.

.037

.038

20.

.039

.040

21,

041

.042

In view of the preceding factors, it is generally not desirable for a member in public practice to accept a
position as bank director where the member's clients are likely to engage in significant transactions with
the bank. If a member is engaged in public practice, the member should avoid the high probability of a
conflict of interest and the appearance that the member's fiduciary obligations and responsibilities to the
bank may conflict with or interfere with the member's ability to serve the client's interest objectively and
in complete confidence.

The general knowledge and experience of CPAs in public practice may be very helpful to a bank in for-
mulating policy matters and making business decisions; however, in most instances, it would be more
appropriate for the member as part of the member's public practice to serve as a consultant to the bank's
board. Under such an arrangement, the member could limit activities to those which did not involve con-
flicts of interest or confidentiality problems.

Receipt of Contingent Fees or Commissions by Member's Spouse

Question—May a member's spouse provide services to the member's attest client for a contingent fee or
refer products or services for a commission to or from the member's attest client without causing the
member to be in violation of Rule 302 [sec. 302 par. .01] or Rule 503 [sec. 503 par. .01]?

Answer—Yes, if the activities of the member's spouse are separate from the member's practice and the
member is not significantly involved in those activities. The member, however, should consider whether
a conflict of interest may exist as described in Rule 102, Integrity and Objectivity [sec. 102 par. .01], and
Interpretation 102-2 [sec. 102 par. .03].

Disclosure of Confidential Client Information to Professional Liability Insurance
Carrier

Question—A member has learned of a potential claim that may be filed against the member. The mem-
ber's professional liability insurance policy requires that the carrier be promptly notified of actual or po-
tential claims. If the member notifies the carrier and complies with its request for documents that would
constitute confidential client information without the client's permission, would the member be in viola-
tion of Rule 301 [sec. 301 par. .01]?

Answer—No. Rule 301 [sec. 301 par. .01] is not intended to prohibit a member from releasing confiden-
tial client information to the member's liability insurance carrier solely to assist the defense against an
actual or potential claim against the member.

Member Providing Services for Company Executives

Question—A member has been approached by a company, for which he or she may or may not perform
other professional services, to provide personal financial planning or tax services for its executives. The
executives are aware of the company's relationship with the member, if any, and have also consented to
the arrangement. The performance of the services could result in the member recommending to the ex-
ecutives actions that may be adverse to the company. What rules of conduct should the member consider
before accepting and during the performance of the engagement?

Answer—Before accepting and during the performance of the engagement, the member should consider
the applicability of Rule 102 [sec. 102par. .01]. If the member believes that he or she can perform the
personal financial planning or tax services with objectivity, the member would not be prohibited from
accepting the engagement. The member should also consider informing the company and the executives
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of possible results of the engagement. During the performance of the services, the member should con-
sider his or her professional responsibility to the clients (that is, the company and the executives) under
Rule 301 [sec. 301 par. .01].

[22.] Member Removing Client Files From an Accounting Firm

[.043-.044] [Deleted December 1998]

23.

.045

.046

24,

.047

.048

25,

.049

Disclosure of Confidential Client Information in Legal or Alternative Dispute Reso-
lution Proceedings

Question—A member discloses confidential client information to the member's attorney or a court or in
documents or proceedings in connection with an actual or threatened lawsuit or alternative dispute reso-
lution proceedings relating to that client. Would the member be in violation of the Rule 301 [sec. 301
par. .01] of the Code of Professional Conduct?

Answer—No. Rule 301 [sec. 301 par. .01] is not included to prohibit a member from disclosing the in-
formation necessary to initiate, pursue or defend himself or herself in such proceedings.

This ruling is not intended to prohibit a member's compliance with applicable federal or state laws or
regulations.

Investment Advisory Services

Question—A member or member’s firm (“member”) provides investment advisory services for an attest
client for a fee based on a percentage of the client’s investment portfolio. Would the member be consid-
ered to be in violation of Rule 302 [sec. 302 par. .01]?

Answer—Yes. However, the fee would not be contingent upon portfolio performance and, therefore,
would not be in violation of Rule 302 [sec. 302 par. .01] if all of the following conditions are met:

1. The fee is determined as a specified percentage of the client’s investment portfolio.

2. The dollar amount of the portfolio on which the fee is based is determined at the beginning of
each quarterly period (or longer period of time as may be agreed upon) and is adjusted only for
additions or withdrawals made by the client during the period.

3. The fee arrangement is not renewed with the client more frequently than on a quarterly basis.

When performing such services, the member should also consider Rule 101, Independence [sec. 101 par.
.01], especially Interpretation 101-3, “Performance of Nonattest Services” [sec. 101 par. .05].

Commission and Contingent Fee Arrangements With Nonattest Client

Question—A member or member’s firm (member) provides for a contingent fee investment advisory
services, or refers for a commission products or services of a nonclient or a nonattest client, to the own-
ers, officers, or employees of an attest client or to a nonattest client employee benefit plan sponsored by
an attest client. Would the member be considered to be in violation of either Rule 302 [sec. 302 par.
.01] or Rule 503 [sec. 503 par. .01]?
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.050 Answer—No. The member would not be in violation of either Rule 302 [sec. 302 par. .01] or Rule 503
[sec. 503 par. .01] provided that, with respect to Rule 503 [sec. 503 par. .01], the member discloses the
commission to the owners, officers, or employees or to the employee benefit plan. The member should
also consider the applicability of Interpretation 102-2 [sec. 102 par. .03], and his or her professional re-
sponsibility to clients under Rule 301 [sec. 301 par. .01].
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ET Section 400
RESPONSIBILITIES TO COLLEAGUES

[Reserved.]
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ET Section 500
OTHER RESPONSIBILITIES AND PRACTICES
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ET Section 501

Acts Discreditable

.01  Rule 501—Acts discreditable A member shall not commit an act discreditable to the profession.

[As adopted January 12, 1988.]
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Interpretations Under Rule 501

—Acts Discreditable

.02  501-1—Response to requests by clients and former clients for records

Terminology

The following terms are defined subsequently solely for use with this interpretation:

The term client includes current and former clients.

Client-provided records are accounting or other records belonging to the client that were provid-
ed to the member by, or on behalf of, the client, including hard copy or electronic reproductions
of such records.

Member-prepared records are accounting or other records that the member was not specifically
engaged to prepare and that are not in the client’s books and records or are otherwise not availa-
ble to the client, with the result that the client’s financial information is incomplete. Examples
include adjusting, closing, combining, or consolidating journal entries (including computations
supporting such entries), and supporting schedules and documents that are proposed or prepared
by the member as part of an engagement (for example, an audit).

Member’s work products are deliverables as set forth in the terms of the engagement, such as tax
returns.

Member’s working papers are all other items prepared solely for purposes of the engagement and
include items prepared by the

— member, such as audit programs, analytical review schedules, and statistical sampling re-
sults and analyses, and

— client, at the request of the member and reflecting testing or other work done by the
member.

Interpretation

Members must comply with the rules and regulations of authoritative regulatory bodies, such as the
member’s state board(s) of accountancy, when the member performs services for a client and is subject
to the rules and regulations of such regulatory body. For example, a member’s state board(s) of account-
ancy may not permit a member to withhold certain records notwithstanding fees due to the member for
the work performed. Failure to comply with the more restrictive provisions contained in the rules and
regulations of the applicable regulatory body concerning the return of certain records would constitute a
violation of this interpretation.

Client-provided records in the member’s custody or control should be returned to the client at the cli-
ent’s request.
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Unless a member and the client have agreed to the contrary, when a client makes a request for member-
prepared records or a member’s work products that are in the custody or control of the member or the
member’s firm (member) that have not previously been provided to the client, the member should re-
spond to the client’s request as follows: ™*

e Member-prepared records relating to a completed and issued work product should be provided to
the client, except that such records may be withheld if there are fees due to the member for the
specific work product.

e Member’s work products should be provided to the client, except that such work products may
be withheld

— if there are fees due to the member for the specific work product;
— if the work product is incomplete;

— for purposes of complying with professional standards (for example, withholding an audit
report due to outstanding audit issues); or

— if threatened or outstanding litigation exists concerning the engagement or member’s
work.

Once the member has complied with these requirements, he or she is under no ethical obligation to com-
ply with any subsequent requests to again provide such records or copies of such records. However, if
subsequent to complying with a request, a client experiences a loss of records due to a natural disaster or
an act of war, the member should comply with an additional request to provide such records.

Member’s working papers are the member’s property and need not be provided to the client under provi-
sions of this interpretation; however, such requirements may be imposed by state and federal statutes
and regulations, and contractual agreements.

In connection with any request for client-provided records, member-prepared records or a member’s
work products, the member may

e charge the client a reasonable fee for the time and expense incurred to retrieve and copy such
records and require that such fee be paid prior to the time such records are provided to the client,

e provide the requested records in any format usable by the client, and

e make and retain copies of any records returned or provided to the client.

The member is not required to convert records that are not in electronic format to electronic format or to
convert electronic records into a different type of electronic format. However, if the client requests rec-
ords in a specific format, and the records are available in such format within the member’s custody and
control, the client’s request should be honored. In addition, the member is not required to provide the

M1 The member is under no obligation to retain records for periods that exceed applicable professional standards, state and federal
statutes and regulations, and contractual agreements relating to the service performed.
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.03

.04

.05

.06

client with formulas, unless the formulas support the client’s underlying accounting or other records, or
the member was engaged to provide such formulas as part of a completed work product.

Where a member is required to return or provide records to the client, the member should comply with
the client’s request as soon as practicable but, absent extenuating circumstances, no later than 45 days
after the request is made. The fact that the statutes of the state in which the member practices grants the
member a lien on certain records in his or her custody or control does not relieve the member of his or
her obligation to comply with this interpretation.

[Revised, February 2012, effective April 30, 2012, by the Professional Ethics Executive Committee. Re-
vised, effective February 28, 2011. Revised, effective April 30, 2000, by the Professional Ethics Execu-
tive Committee. Revised, effective April 30, 2006, by the Professional Ethics Executive Committee.]

501-2—Discrimination and harassment in employment practices Whenever a member is finally
determined by a court of competent jurisdiction to have violated any of the antidiscrimination laws of
the United States or any state or municipality thereof, including those related to sexual and other forms
of harassment, or has waived or lost his or her right of appeal after a hearing by an administrative agen-
cy, the member will be presumed to have committed an act discreditable to the profession in violation of
Rule 501, Acts Discreditable [sec. 501 par. .01].

[Revised, effective November 30, 1997, by the Professional Ethics Executive Committee.]

501-3—Failure to follow standards and/or procedures or other requirements in governmental au-
dits Engagements for audits of government grants, government units or other recipients of govern-
ment monies typically require that such audits be in compliance with government audit standards,
guides, procedures, statutes, rules, and regulations, in addition to generally accepted auditing standards.
If a member has accepted such an engagement and undertakes an obligation to follow specified govern-
ment audit standards, guides, procedures, statutes, rules and regulations, in addition to generally accept-
ed auditing standards, he or she is obligated to follow such requirements. Failure to do so is an act dis-
creditable to the profession in violation of Rule 501 [sec. 501 par. .01], unless the member discloses in
his or her report the fact that such requirements were not followed and the reasons therefor.

501-4—Negligence in the preparation of financial statements or records A member shall be con-
sidered to have committed an act discreditable to the profession in violation of Rule 501 [sec. 501 par.
.01] when, by virtue of his or her negligence, such member—

a. Makes, or permits or directs another to make, materially false and misleading entries in the fi-
nancial statements or records of an entity; or

b. Fails to correct an entity’s financial statements that are materially false and misleading when the
member has the authority to record an entry; or

c. Signs, or permits or directs another to sign, a document containing materially false and mislead-
ing information.

[Revised, effective May 31, 1999, by the Professional Ethics Executive Committee.]
501-5—~Failure to follow requirements of governmental bodies, commissions, or other regulatory

agencies Many governmental bodies, commissions or other regulatory agencies have established re-
quirements such as audit standards, guides, rules, and regulations that members are required to follow in
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the preparation of financial statements or related information, or in performing attest or similar services
for entities subject to their jurisdiction. For example, the Securities and Exchange Commission (SEC),
Federal Communications Commission, state insurance commissions, and other regulatory agencies, such
as the Public Company Accounting Oversight Board, have established such requirements.

If a member prepares financial statements or related information (for example, management's discussion
and analysis) for purposes of reporting to such bodies, commissions, or regulatory agencies, the member
should follow the requirements of such organizations in addition to generally accepted accounting prin-
ciples. If a member agrees to perform an attest or similar service for the purpose of reporting to such
bodies, commissions, or regulatory agencies, the member should follow such requirements, in addition
to generally accepted auditing standards (where applicable). A material departure from such require-
ments is an act discreditable to the profession, unless the member discloses in the financial statements or
his or her report, as applicable, that such requirements were not followed and the reasons therefore.

[Effective August 31, 1989. Revised, effective October 31, 2000, by the Professional Ethics Executive
Committee. Revised, effective April 30, 2004, by the Professional Ethics Executive Committee.]

501-6—Solicitation or disclosure of CPA examination questions and answers A member who solic-
its or knowingly discloses the May 1996 or later Uniform CPA Examination question(s) or answer(s), or
both, without the written authorization of the AICPA shall be considered to have committed an act dis-
creditable to the profession in violation of Rule 501 [sec. 501 par. .01].

[Effective January 31, 1996. Revised May 1996, by the Professional Ethics Executive Committee.]

501-7—~Failure to file tax return or pay tax liability A member who fails to comply with applicable
federal, state, or local laws or regulations regarding the timely filing of his or her personal tax returns or
tax returns of the member’s firm, or the timely remittance of all payroll and other taxes collected on be-
half of others, may be considered to have committed an act discreditable to the profession in violation of
Rule 501 [sec. 501 par. .01].

[Effective May 31, 1999.]

501-8—~Failure to follow requirements of governmental bodies, commissions, or other regulatory
agencies on indemnification and limitation of liability provisions in connection with audit and oth-
er attest services Certain governmental bodies, commissions, or other regulatory agencies (collectively,
regulators) have established requirements through laws, regulations, or published interpretations that
prohibit entities subject to their regulation (regulated entity) from including certain types of indemnifi-
cation and limitation of liability provisions in agreements for the performance of audit or other attest
services that are required by such regulators or that provide that the existence of such provisions causes
a member to be disqualified from providing such services to these entities. For example, federal banking
regulators, state insurance commissions, and the SEC have established such requirements.

If a member enters into, or directs or knowingly permits another individual to enter into, a contract for
the performance of audit or other attest services that are subject to the requirements of these regulators,
the member should not include, or knowingly permit or direct another individual to include, an indemni-
fication or limitation of liability provision that would cause the regulated entity or a member to be in vi-
olation of such requirements or that would cause a member to be disqualified from providing such ser-
vices to the regulated entity. A member who enters into, or directs or knowingly permits another indi-
vidual to enter into, such an agreement for the performance of audit or other attest services that would
cause the regulated entity or a member to be in violation of such requirements, or that would cause a
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member to be disqualified from providing such services to the regulated entity, would be considered to
have committed an act discreditable to the profession.

Members should also consult Ethics Ruling No. 94, “Indemnification Clause in Engagement Letters,” of
ET section 191, Ethics Rulings on Independence, Integrity, and Objectivity [sec. 191 par. .188-.189] and
Ethics Ruling No. 102, “Indemnification of a Client,” of ET section 191 [sec. 191 par. .204-.205] under
Rule 101, Independence, for guidance related to use of indemnification clauses in engagement letters
and the impact on a member’s independence.

[Effective July 31, 2008.]

501-9—Confidential information obtained from employment or volunteer activities A member
should maintain confidentiality of his or her employer’s or firm’s (employer) confidential information
and should not use or disclose any confidential employer information obtained as a result of an employ-
ment relationship (for example, discussions with the employer’s vendors, customers, or lenders). This
includes, but is not limited to, any confidential information pertaining to a current or previous employer,
subsidiary, affiliate, or parent thereof, as well as any entities for which the member is working in a vol-
unteer capacity. For purposes of this interpretation, confidential employer information is any proprietary
information pertaining to the employer or any organization for whom the member may work in a volun-
teer capacity that is not known to be available to the public and is obtained as a result of such relation-
ships.

A member should be alert to the possibility of inadvertent disclosure, particularly to a close business as-
sociate or a close or immediate family member. The member should also take reasonable steps to ensure
that staff under his or her control or others within the employing organization and persons from whom
advice and assistance is obtained are aware of the confidential nature of the information.

When a member changes employment, a member should not use confidential employer information ac-
quired as a result of the prior employment relationship to his or her personal advantage or the advantage
of a third party, such as a current or prospective employer. The requirement to maintain confidentiality
of an employer’s confidential information continues even after the end of the relationship between a
member and the employer. However, the member is entitled to use experience and expertise gained
through prior employment relationships.

A member would be considered to have committed an act discreditable to the profession if the member
discloses or uses any confidential employer information acquired as a result of employment or volunteer
relationships without the proper authority or specific consent of the employer or organization for whom
the member may work in a volunteer capacity, unless there is a legal or professional responsibility to use
or disclose such information.

The following are examples when members are permitted or may be required to disclose confidential
employer information or when such disclosure may be appropriate:

a. Disclosure is permitted by law and authorized by the employer.
b. Disclosure is required by law, for example, to
i. comply with a validly issued and enforceable subpoena or summons or

ii. inform the appropriate public authorities of violations of law that have been discovered.
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c. There is a professional responsibility or right to disclose information, when not prohibited by
law, to

I. initiate a complaint with, or respond to any inquiry made by, the professional ethics divi-
sion or trial board of the AICPA or a duly constituted investigative or disciplinary body
of a state CPA society, board of accountancy, or other regulatory body;

ii. protect the professional interests of a member in legal proceedings;
iii. comply with professional standards and other ethics requirements; or

iv. report potential concerns regarding questionable accounting, auditing, or other matters to
the employer’s confidential complaint hotline or those charged with governance.

Members should also consider Interpretation 102-4, “Subordination of Judgment by a Member,”
under Rule 102, Integrity and Objectivity [sec. 102 par. .05], for additional guidance.

d. Disclosure is permitted on behalf of the employer to
I. obtain financing with lenders;
ii. deal with vendors, clients, and customers; or

iii. deal with the employer’s external accountant, attorneys, regulators, and other business
professionals.

In deciding whether to disclose confidential employer information, relevant factors to consider include,
but are not limited to, the following:

a. Whether all the relevant information is known and substantiated to the extent that it is practicable
(when the situation involves unsubstantiated facts, incomplete information, or unsubstantiated
conclusions, professional judgment should be used in determining the type of disclosure to be
made, if any)

b. Whether the parties to whom the communication may be addressed are appropriate recipients

A member may wish to consult with his or her legal counsel prior to disclosing, or determining whether
to disclose, confidential employer information.

[Effective November 30, 2011.]

501-10—False, misleading, or deceptive acts in promoting or marketing professional services A
member in business who promotes or markets his or her abilities to provide professional services or
makes claims about his or her experience or qualifications in a manner that is false, misleading, or de-
ceptive will be considered to have committed an act discreditable to the profession, in violation of Rule
501 [sec. 501 par. .01]. A false, misleading, or deceptive promotion includes any claim or representation
that would be likely to cause a reasonable person to be misled or deceived. This includes any representa-
tion about CPA licensure or any other professional certification or accreditation that is not in compliance
with the requirements of the relevant licensing authority or designating body.

[Effective November 30, 2011.]
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501-11—Use of the CPA credential A member should refer to applicable state accountancy laws and
board of accountancy rules and regulations for guidance regarding the use of the CPA credential. A
member who fails to follow the accountancy laws, rules, and regulations regarding the use of the CPA
credential in all the jurisdictions in which the CPA practices would be considered to have used the CPA
credential in a manner that is false, misleading, or deceptive and in violation of Rule 501 [sec. 501 par.
.01].

[Added March 2013, effective May 31, 2013.]
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ET Section 502

Advertising and Other Forms of Solicitation

.01  Rule 502—Advertising and other forms of solicitation A member in public practice shall not seek
to obtain clients by advertising or other forms of solicitation in a manner that is false, misleading, or de-
ceptive. Solicitation by the use of coercion, over-reaching, or harassing conduct is prohibited.

[As adopted January 12, 1988.]
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Interpretations under Rule 502

—Advertising and Other Forms of Solicitation

[.02]
03

[.04]
[.05]
06

.07

[502-1]—[Deleted]

502-2—False, misleading or deceptive acts in advertising or solicitation  Advertising or other
forms of solicitation that are false, misleading, or deceptive are not in the public interest and are prohib-
ited. Such activities include those that—

1. Create false or unjustified expectations of favorable results.
2. Imply the ability to influence any court, tribunal, regulatory agency, or similar body or official.

3. Contain a representation that specific professional services in current or future periods will be
performed for a stated fee, estimated fee or fee range when it was likely at the time of the repre-
sentation that such fees would be substantially increased and the prospective client was not ad-
vised of that likelihood.

4. Contain any other representations that would be likely to cause a reasonable person to misunder-
stand or be deceived.

[Revised, November 30, 1990, by the Professional Ethics Executive Committee.]
[502-3]—[Deleted]
[502-4]—[Deleted]

502-5—Engagements obtained through efforts of third parties Members are often asked to render
professional services to clients or customers of third parties. Such third parties may have obtained such
clients or customers as the result of their advertising and solicitation efforts.

Members are permitted to enter into such engagements. The member has the responsibility to ascertain
that all promotional efforts are within the bounds of the Rules of Conduct. Such action is required be-
cause the members will receive the benefits of such efforts by third parties, and members must not do
through others what they are prohibited from doing themselves by the Rules of Conduct.

502-6—Use of the CPA credential A member should refer to applicable state accountancy laws and
board of accountancy rules and regulations for guidance regarding the use of the CPA credential. A
member who fails to follow the accountancy laws, rules, and regulations regarding the use of the CPA
credential in all the jurisdictions in which the CPA practices would be considered to have used the CPA
credential in a manner that is false, misleading, or deceptive and in violation of Rule 502 [sec. 502 par.
.01].

[Added March 2013, effective May 31, 2013.]
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ET Section 503

Commissions and Referral Fees

.01

Rule 503—Commissions and referral fees
A. Prohibited commissions

A member in public practice shall not for a commission recommend or refer to a client any product or
service, or for a commission recommend or refer any product or service to be supplied by a client, or re-
ceive a commission, when the member or the member's firm also performs for that client

(a) an audit or review of a financial statement; or
(b) a compilation of a financial statement when the member expects, or reasonably might expect,
that a third party will use the financial statement and the member's compilation report does not
disclose a lack of independence; or
(c) an examination of prospective financial information.
This prohibition applies during the period in which the member is engaged to perform any of the ser-
vices listed above and the period covered by any historical financial statements involved in such listed
services.

B. Disclosure of permitted commissions

A member in public practice who is not prohibited by this rule from performing services for or receiving
a commission and who is paid or expects to be paid a commission shall disclose that fact to any person
or entity to whom the member recommends or refers a product or service to which the commission re-
lates.

C. Referral fees
Any member who accepts a referral fee for recommending or referring any service of a CPA to any per-
son or entity or who pays a referral fee to obtain a client shall disclose such acceptance or payment to
the client.

[As adopted May 23, 1990, effective August 9, 1990.]
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Interpretation under Rule 503

—Commissions and Referral Fees

[02] [503-1]—[Deleted]
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ET Section 505

Form of Organization and Name

01

Rule 505—Form of organization and name A member may practice public accounting only in a
form of organization permitted by law or regulation whose characteristics conform to resolutions of

Council.

A member shall not practice public accounting under a firm name that is misleading. Names of one or
more past owners may be included in the firm name of a successor organization.

A firm may not designate itself as "Members of the American Institute of Certified Public Accountants
unless all of its CPA owners are members of the Institute.

[As amended January 14, 1992 and October 28, 1997. Revised May 15, 2000.]

(See Appendix B.)

Page 158



Interpretations Under Rule 505

—Form of Organization and Name

[.02]
03

.04

[505-1]—[Deleted]

505-2—Application of rules of conduct to members who own a separate business A member in pub-
lic practice may own an interest in a separate business that performs for clients any of the professional
services of accounting, tax, personal financial planning, litigation support services, and those services
for which standards are promulgated by bodies designated by council (see paragraph .06 in section 92,
Definitions). If the member, individually or collectively with his or her firm or members of his or her
firm, controls the separate business (as defined in Financial Accounting Standards Board Accounting
Standards Codification 810, Consolidation), the entity and all its owners (including the member) and
employees must comply with all of the provisions of the Code of Professional Conduct. For example, in
applying Rule 503, Commissions and Referral Fees [sec. 503 par. .01], if one or more members individ-
ually or collectively can control the separate business, such business would be subject to Rule 503 [sec.
503 par. .01], its interpretations, and rulings. With respect to an attest client, Rule 101, Independence
[sec. 101 par. .01], and all its interpretations and rulings would apply to the separate business, its own-
ers, and employees.

If the member, individually or collectively with his or her firm or members of his or her firm, does not
control the separate business, the provisions of the code would apply to the member for his or her ac-
tions but not apply to the entity, its other owners, and employees. For example, the entity could enter in-
to a contingent fee arrangement with an attest client of the member or accept commissions for the refer-
ral of products or services to such attest client.

[Replaces previous Interpretation No. 505-2, with the same title, March 1993, effective March 31, 1993.
Revised, effective December 31, 1998, by the Professional Ethics Executive Committee. Revised, July
2002, to reflect conforming changes necessary due to the revision of Interpretation No. 101-1. Revised,
effective April 30, 2003, by the Professional Ethics Executive Committee. Revised, March 2011, by the
Professional Ethics Executive Committee, effective May 31, 2011. Revised March 2013, revisions effec-
tive May 31, 2013.]

505-3—Application of rule 505 to alternative practice structures Rule 505, Form of Organization
and Name [sec. 505 par. .01], states, “A member may practice public accounting only in a form of or-
ganization permitted by law or regulation whose characteristics conform to resolutions of Council.” The
Council Resolution (the Resolution) requires, among other things, that a majority of the financial inter-
ests in a firm engaged in attest services (as defined therein) be owned by CPAs. In the context of alterna-
tive practice structures (APS) in which (1) the majority of the financial interests in the attest firm is
owned by CPAs and (2) all or substantially all of the revenues are paid to another entity in return for
services and the lease of employees, equipment, and office space, questions have arisen as to the ap-
plicability of Rule 505 [sec. 505 par. .01].

The overriding focus of the Resolution is that CPAs remain responsible, financially and otherwise, for
the attest work performed to protect the public interest. The Resolution contains many requirements that
were developed to ensure that responsibility. In addition to the provisions of the Resolution, other re-
quirements of the Code of Professional Conduct and bylaws ensure that responsibility:
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.06

a. Compliance with all aspects of applicable state law or regulation
b. Enrollment in an AICPA-approved practice monitoring program

c. Compliance with the independence rules prescribed by Rule 101, Independence [sec. 101 par.
.01]

d. Compliance with applicable standards promulgated by Council-designated bodies (Rule 202,
Compliance With Standards [sec. 202 par. .01]) and all other provisions of the Code, including
section 91, Applicability

Taken in the context of all the above-mentioned safeguards of the public interest, if the CPAs who own
the attest firm remain financially responsible, under applicable law or regulation, the member is consid-
ered to be in compliance with the financial interests provision of the Resolution.

[Effective December 31, 1998. Revised, July 2002, to reflect conforming changes necessary due to the
revision of interpretation 101-1. Revised, June 2009.]

505-4—Misleading Firm Names  Rule 505 [sec. 505 par. .01] prohibits a member from practicing
public accounting under a firm name that is misleading. A firm name would be considered misleading if
the name contains any representation that would be likely to cause a reasonable person to misunder-
stand, or be confused about, the legal form of the firm or who the owners or members of the firm are,
such as a reference to a type of organization or an abbreviation thereof that does not accurately reflect
the form under which the firm is organized.

In addition, the member should consider the rules and regulations of his or her state board(s) of account-
ancy concerning misleading firm names that may be more restrictive than the requirements contained in
this ethics interpretation.

[Effective August 31, 2012, by the Professional Ethics Executive Committee.]

505-5—Common Network Brand in Firm Name Firms within a network sometimes share the use of
a common brand or share common initials as part of the firm name. The sharing of a common brand
name or common initials of a network as part of the member’s firm name would not be considered mis-
leading, provided the firm is a network firm, as defined in paragraph .24 of section 92.

The sharing of a common brand name or common initials of a network as the entire name of the mem-
ber’s firm would not be considered misleading, provided the firm is a network firm, as defined in para-
graph .24 of section 92, and shares one or more of the following characteristics with other firms in the
network:

e Common control (as defined in Financial Accounting Standards Board Accounting Standards
Codification 810, Consolidation) among the firms through ownership, management, or other
means

e Profits or costs, excluding costs of operating the network; costs of developing audit methodolo-
gies, manuals, and training courses; and other costs that are immaterial to the firm

Page 160



e Common business strategy that involves ongoing collaboration amongst the firms whereby the
firms are responsible for implementing the network’s strategy and are held accountable for per-
formance pursuant to that strategy

e Significant part of professional resources

e Common quality control policies and procedures that firms are required to implement and that
are monitored by the network

Members should refer to Interpretation No. 101-17, “Networks and Network Firms,” under Rule 101,
Independence [ET sec. 101 par. .19], for independence requirements applicable to network firms.

[Effective August 31, 2012, by the Professional Ethics Executive Committee.]
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ET Section 591

Ethics Rulings on Other Responsibilities and Practices

[1.] Retention of Records

[.001-.002] [Superseded by Interpretation No. 501-1.]

[2.] Fees: Collection of Notes Issued in Payment

[.003-.004] [Deleted, November 2011.]

3. Employment by Non-CPA Firm

.005 Question—A member is considering employment with a public accounting firm made up of one or more

non-CPA practitioners. If he or she is employed by such a firm, what are his or her responsibilities under
the Rules of Conduct?

.006 Answer—A member so employed must comply with all the Rules of Conduct. If he or she becomes a
partner in such a firm, he or she will then in addition be held responsible for compliance with the Rules
of Conduct by all persons associated with him or her.

[4.] Association Employee

[.007-.008] [Deleted, March 1978.]

[5.] Association as an Agent

[.009-.010] [Deleted, March 1978.]

[6.] Associations, Speaking Engagements

[.011-.012] [Deleted, March 1978.]

[7.] Trading Pool

[.013-.014] [Deleted, March 1978.]

[8.] Change of Control of Client Company

[.015-.016] [Deleted, September 1981.]

[9.] Charity Solicitation by Phone

[.017-.018] [Deleted, March 1978.]
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[10.] Church Bulletin

[.019-.020] [Deleted, March 1978.]
[11.] Attorney, Clients

[.021-.022] [Deleted, March 1978.]
[12.] Confirmation Requests
[.023-.024] [Deleted, March 1978.]
[13.] Confirmation Stickers
[.025-.026] [Deleted, March 1978.]
[14.] Estate Planning

[.027-.028] [Deleted, March 1978.]
[15.] Golf Outing

[.029-.030] [Deleted, March 1978.]
[16.] Letter on Behalf of Client
[.031-.032] [Deleted, March 1978.]
[17.] Letterhead for Estate Practice
[.033-.034] [Deleted, March 1978.]
[18.] Letterhead for Promotional Material
[.035-.036] [Deleted, March 1978.]
[19.] Mailings to Accountants
[.037-.038] [Deleted, March 1978.]
[20.] Trade Association Analysis
[.039-.040] [Deleted, September 1981.]
[21.] Trade Association Survey

[.041-.042] [Deleted, September 1981.]

Page 163



[22.] Management Consultant

[.043-.044] [Deleted, March 1978.]

[23.] Tax Work Obtained Through Bookkeeper
[.045-.046] [Deleted, March 1978.]

[24.] Advertising on Tax Broadcast

[.047-.048] [Deleted, March 1978.]

[25.] Alumni Magazine Announcement
[.049-.050] [Deleted, March 1978.]

[26.] Brochure Showing Use of Equipment
[.051-.052] [Deleted, March 1978.]

[27.] Client Publishing Article on Member's Software Program
[.053-.054] [Deleted, March 1978.]

[28.] Business Card on Newsletter

[.055-.056] [Deleted, March 1978.]

[29.] Computer Print-Out

[.057-.058] [Deleted, March 1978.]

[30.] Charitable Contribution

[.059-.060] [Deleted, March 1978.]

[31.] Congratulatory Message

[.061-.062] [Deleted, March 1978.]

[32.] Copyright for Wheel Computer and Tax Withholding Tables
[.063-.064] [Deleted, March 1978.]

[33.] Course Instructor

[.065-.066] [Deleted, November 2011.]
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[34.] Course Promotional Circular

[.067-.068] [Deleted, March 1978.]

[35.] CPA-Author Credits

[.069-.070] [Deleted, March 1978.]

[36.] CPA-Author of Book Review

[.071-.072] [Deleted, March 1978.]

[37.] CPA-Authored Articles

[.073-.074] [Deleted, March 1978.]

[38.] CPA Title, Controller of Bank

[.075-.076] [Deleted March 2013, effective May 31, 2013.]
[39.] CPA Title Imprinted on Checks

[.077-.078] [Deleted, March 1978.]

[40.] CPA Title in Campaign for School Board Membership
[.079-.080] [Deleted, March 1978.]

[41.] CPA Title in Lecture Ad

[.081-.082] [Deleted, March 1978.]

[42.] CPA Title in Political Endorsement
[.083-.084] [Deleted, March 1978.]

[43.] CPA Designation in Speaker's Qualifications
[.085-.086] [Deleted, March 1978.]

[44.] CPA Designation of Speaker Named in Tax Forum Ad
[.087-.088] [Deleted, March 1978.]

[45.] CPA Title on Agency Letterhead

[.089-.090] [Superseded, August 1975.]
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[46.] CPA Title on Employment Agency Letterhead
[.091-.092] [Deleted, March 1978.]

[47.] Low-Income Taxpayers

[.093-.094] [Deleted, March 1978.]

[48.] CPA Title on Public Official's Match Folder
[.095-.096] [Deleted, March 1978.]

[49.] CPA Designation on Research Reports

[.097-.098] [Deleted, March 1978.]

[50.] Data Processing Program Ad in Technical Publications
[.099-.100] [Deleted, March 1978.]

[51.] Directories in Elevator

[.101-.102] [Deleted, March 1978.]

[52.] Directory, Alphabetical

[.103-.104] [Deleted, March 1978.]

[53.] Directory, Chamber of Commerce Buyer's Guide
[.105-.106] [Deleted, March 1978.]

[54.] Directory, Trade Association

[.107-.108] [Deleted, March 1978.]

[55.] Directory Listing, Bank Auditors

[.109-.110] [Deleted, March 1978.]

[56.] Directory Listing, Change in Telephone Number Announcements
[.111-.112] [Deleted, March 1978.]

[57.] Directory Listing, Fraternity

[.113-.114] [Deleted, March 1978.]
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[58.] Directory Listing, ""Lawyer-CPA-Tax Attorney
[.115-.116] [Deleted, March 1978.]

[59.] Directory Listing, Membership Designation
[.117-.118] [Deleted, March 1978.]

[60.] Directory Listing, Multiple

[[119-.120] [Deleted, March 1978.]

[61.] Directory Listings

[.121-.122] [Deleted, March 1978.]

[62.] Directory Listing, Partners' Names
[[123-.124] [Deleted, March 1978.]

[63.] Directory Listing, White Pages

[.125-.126] [Superseded, February 1976.]

[64.] Directory, Trade Association

[.127-.128] [Deleted, March 1978.]

[65.] Distribution of Firm Bulletin to Publisher
[.129-.130] [Deleted, March 1978.]

[66.] Distribution of Firm Literature

[.131-.132] [Deleted, March 1978.]

[67.] Firm Publications: Annual Financial Report
[[133-.134] [Deleted, March 1978.]

[68.] Employment Ads: "'Situations Wanted"*
[.135-.136] [Deleted, March 1978.]

[69.] Firm Name in Staff Training Manual

[.137-.138] [Deleted, March 1978.]
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[70.] CPA Title on License Plates
[.139-.140] [Deleted, March 1978.]

[71.] Firm Name on Bowling Shirts
[.141-.142] [Deleted, March 1978.]

[72.] Firm Name on Desk Calendars
[.143-.144] [Deleted, March 1978.]

[73.] Firm Name on EDP Publication
[.145-.146] [Deleted, March 1978.]

[74.] Firm Name on Tax Booklet
[.147-.148] [Deleted, September 1981.]
[75.] Greeting Cards to Clients
[.149-.150] [Deleted, March 1978.]

[76.] Letterhead

[.151-.152] [Deleted, March 1978.]

[77.] Letterhead: Academic Degrees
[.153-.154] [Deleted, March 1978.]

[78.] Letterhead: Lawyer-CPA
[.155-.156] [Deleted March 2013, effective May 31, 2013.]
[79.] Letterhead: Tax Specialization
[.157-.158] [Deleted, March 1978.]

[80.] Management Letter

[.159-.160] [Deleted, March 1978.]

[81.] Medicare Booklet

[.161-.162] [Deleted, March 1978.]

[.163-.164] [Deleted, November 1997.]

Page 168



[83.] Nonpractitioner in Sales Brochure

[.165-.166] [Deleted, March 1978.]

[84.] Paid for by Others, Member's Testimonial Letter
[.167-.168] [Deleted, March 1978.]

[85.] Paid for by Others, Member's Testimonial Letter
[.169-.170] [Deleted, March 1978.]

[86.] Paid for by Others, Name in Client Ad
[.171-.172] [Deleted, August 1989.]

[87.] Paid for by Others, Radio Program Dedication
[.173-.174] [Deleted, March 1978.]

[88.] Political Endorsement

[.175-.176] [Deleted, March 1978.]

[89.] Postage Meter Machines

[.177-.178] [Deleted, March 1978.]

[90.] Open House

[.179-.180] [Deleted, March 1978.]

[91.] Press Release on Change in Staff

[.181-.182] [Superseded, March 1975.]

[92.] Press Release on Change in Staff

[.183-.184] [Superseded, March 1975.]

[93.] Press Release on Society Chapter Meeting
[.185-.186] [Deleted, March 1978.]

[94.] Professorship Named After CPA

[.187-.188] [Deleted, March 1978.]
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[95.] Qualifications as Attachment to Report
[.189-.190] [Deleted, March 1978.]

[96.] Resume for Lender's Information

[.191-.192] [Deleted, March 1978.]

[97.] Seminar Announcement

[.193-.194] [Deleted, March 1978.]

[98.] Signs on Office Premises

[.195-.196] [Deleted, March 1978.]

[99.] Signs on Office Premises

[.197-.198] [Deleted, March 1978.]

[100.] Specialization on Business Card

[.199-.200] [Deleted, March 1978.]

[101.] Specialization, Acquisitions & Mergers

[.201-.202] [Deleted, June 1982.]

[102.] Specialization: "*Tax Accountant' Designation by Nonpractitioner
[.203-.204] [Deleted, March 1978.]

[103.] Recruiting Ad in Employment Guide or Career Opportunity Guide
[.205-.206] [Deleted, March 1978.]

[104.] Staff Recruiting in University Publication
[.207-.208] [Deleted, March 1978.]

[105.] Announcement Card: Elected to Vice Presidency
[.209-.210] [Deleted, March 1978.]

[106.] Information Under Telephone Directory Heading

[.211-.212] [Deleted, March 1978.]
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[107.] Member as Consultant for Client's Customers
[.213-.214] [Deleted, March 1978.]

[108.] Member Interviewed by the Press
[.215-.216] [Deleted, November 2011.]

[109.] Compensation From Nonpractitioners
[.217-.218] [Deleted, June 1991.]

[110.] Computer Service Franchise
[.219-.220] [Deleted, June 1991.]

[111.] Purchase of Bookkeeping Practice
[.221-.222] [Deleted, June 1991.]

[112.] Referral

[.223-.224] [Deleted, June 1991.]

[113.] Member's Spouse as Insurance Agent
[.225-.226] [Deleted, June 1991.]

[114.] Member's Firm Paying Employee Bonuses
[.227-.228] [Deleted, June 1991.]

[115.] Actuary

[.229-.230] [Deleted, December 1992.]

[116.] Bank Director

[.231-.232] [Superseded, June 1976.]

[117.] Consumer Credit Company Director
[.233-.234] [Deleted, November 2011.]

[118.] Employment Agency

[.235-.236] [Deleted, March 1978.]
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[119.] Finance Company
[.237-.238] [Deleted, March 1978.]
[120.] Insurance Broker
[.239-.240] [Deleted, March 1978.]
[121.] Insurance Salesman
[.241-.242] [Deleted, March 1978.]
[122.] Investment Advisor
[.243-.244] [Deleted, March 1978.]
[123.] Loan Broker

[.245-.246] [Deleted, March 1978.]
[124.] Mutual Fund Salesman
[.247-.248] [Deleted, March 1978.]
[125.] Private Investor in Business and Real Estate
[.249-.250] [Deleted, March 1978.]
[126.] Real Estate Broker
[.251-.252] [Deleted, March 1978.]
[127.] State Controller
[.253-.254] [Deleted, August 1989.]
[128.] State Secretary of Revenue
[.255-.256] [Deleted, March 1978.]
[129.] Travel Agency

[.257-.258] [Deleted, March 1978.]
[130.] Collection Agent

[.259-.260] [Deleted, March 1978.]
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[131.] Bookkeeping Service as Feeder

[.261-.262] [Deleted, March 1978.]

[132.] Tax Practice: Conflict of Interest

[.263-.264] [Deleted, August 1989.]

[133.] Member Employed by Incorporated Law Firm

[.265-.266] [Deleted, March 1978.]

[134.] Association of Accountants Not Partners

[.267-.268] [Deleted, August 2012.]

[135.] Association of Firms Not Partners

[.269-.270] [Deleted, April 2012.]

136.

271

212

137.

273

274

Audit with Former Partner

Question—A member's firm consisting of one certified and one noncertified partner has been dissolved.
One account was retained which the two practitioners plan to continue to service together. Should the
audit report be submitted on partnership stationery?

Answer—It would appear proper for the audit to be carried out jointly by the two former partners. The
opinion should be presented on plain paper and signed somewhat as follows:

John Doe, Certified Public Accountant
Richard Roe, Accountant

Such a signature would leave no doubt as to whether a partnership existed, and the client and others
would have the assurance that both accountants participated in the audit.

Nonproprietary Partners

Question—A member's firm wishes to institute the designation "nonproprietary partner™ to describe cer-
tain high-ranking staff who were former partners of merged firms who did not qualify for partnership in
the merging firm. With this title, they would be eligible to participate in the firm's pension plan. In hold-
ing themselves out to the public they would be required to use this designation. Is there any impropriety
in the proposed title?

Answer—The use of the designation "partner” should be restricted to those members of the firm who are
legally partners. Those who are not parties to the partnership agreement should not hold themselves out
in any manner which might lead others to believe that they are partners. The use of the designation
"nonproprietary partner” by one who is not in fact a partner is considered misleading and therefore is not
permitted.
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138. Partner Having Separate Proprietorship

275  Question—May a member be a partner of a firm of public accountants, all other members of which are
noncertified, and at the same time retain for him or herself a practice of his or her own as a CPA?

276 Answer—Rule 505 [sec. 505 par. .01] would not prohibit such a practice. However, clients and others
interested should be advised about the dual position of the member to prevent any misunderstanding or
misrepresentation.

[139.] Partnership with Non-CPA
[.277-.278] [Deleted, December 1998.]

[140.] Political Election

[.279-.280] [Deleted, November 2011.]

141. Responsibility for Non-CPA Partner

.281  Question—Is a member who has formed a partnership with a noncertified public accountant ethically
responsible for all the acts of the partnership?

282 Answer—Yes. If the noncertified partner should violate the code, the member would be held accounta-
ble.

[142.] Retired Partners

[.283-.284] [Deleted, March 1978.]

[143.] Partnership With Non-CPA
[.285-.286] [Deleted, March 1978.]

[144.] Title: Partnership Roster

[.287-.288] [Deleted, November 2011.]

145. Firm Name of Merged Partnerships

289  Question—When two partnerships merge, is it permissible for the newly merged firm to practice under a
title which includes the name of a partner who had retired from one of the two firms prior to the merger?

290  Answer—Rule 505 [sec. 505 par. .01] of the Code of Professional Conduct states that partnerships may
practice under a firm title which includes the name or names of former partners. Since the retired partner
was once a partner in one of the merged firms, it would be proper for his or her name to appear in the ti-
tle of a newly created firm.

[146.] Membership Designation

[.291-.292] [Deleted, September 1999.]
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[147.] Firm Designation

[.293-.294] [Deleted, November 1989.]

[148.] Firm Designation

[.295-.296] [Deleted, November 1989.]

[149.] Data Processing: Accounting and Bookkeeping Assistance
[.297-.298] [Deleted, March 1978.]

[150.] Data Processing: Billing Service

[.299-.300] [Deleted, March 1978.]

[151.] Data Processing: Computer Center

[.301-.302] [Deleted, March 1978.]

[152.] Data Processing: Computer Center

[.303-.304] [Deleted, March 1978.]

[153.] Data Processing: Computer Center

[.305-.306] [Deleted, March 1978.]

[154.] Data Processing: Computer Center, Service Bureau as Client
[.307-.308] [Deleted, March 1978.]

[155.] Data Processing: Computer Corporation

[.309-.310] [Deleted, December 1992.]

[156.] Data Processing: Consultant to Service Bureaus

[.311-.312] [Deleted, December 1992.]

[157.] Data Processing: Employee Not in Practice

[.313-.314] [Deleted, March 1978.]

[158.] Operation of Separate Data Processing Business by a Public Practitioner

[.315-.316] [Deleted, December 1998.]
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[159.] Data Processing: Fees Paid to Other CPAs

[.317-.318] [Deleted, June 1991.]

[160.] Data Processing: Forwarding Fees

[.319-.320] [Deleted, March 1978.]

[161.] Time-Sharing Computer Programs Developed by Member's Firm
[.321-.322] [Deleted, March 1978.]

[162.] CPA Designation on Professional Organization Letterhead
[.323-.324] [Superseded, August 1975.]

[163.] Distribution of Firm Publications to News Media

[.325-.326] [Deleted, March 1978.]

[164.] Nonclients on Firm Publication Mailing List

[.327-.328] [Deleted, March 1978.]

[165.] Sale of Firm Publications

[.329-.330] [Deleted, March 1978.]

[166.] Announcement of Member's Withdrawal from Firm
[.331-.332] [Deleted, March 1978.]

[167.] Member Receiving Payment for Referral of Client to Others
[.333-.334] [Deleted, June 1991.]

[168.] Audit Guides Issued by Governmental Agencies

[.335-.336] [Superseded by Interpretation No. 501-3.]

[169.] Firm Publications, Distribution to Client's Board of Directors
[.337-.338] [Deleted, March 1978.]

[170.] Sponsor's Announcement of Member's Participation in Educational Seminar

[.339-.340] [Deleted, March 1978.]
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[171.] CPA Designation on Professional Organization or Corporation Letterhead

[.341-.342] [Deleted, March 1978.]

[172.] Outside Review of Firm Publication

[.343-.344] [Deleted, March 1978.]

[173.] Use of Credit Cards for Payment of Professional Services

[.345-.346] [Deleted, March 1978.]

[174.] Directory Listing, White Pages

[.347-.348] [Deleted, March 1978.]

[175.] Bank Director

[.349-.350] [Replaced by Ethics Ruling No. 85, “Bank Director,” of section 191, Ethics Rulings on Inde-
pendence, Integrity, and Objectivity (sec. 191 par. .170-.171) and Ethics Ruling No. 18, “Bank Direc-
tor,” of section 391, Ethics Rulings on Responsibilities to Clients (sec. 391 par. .035-.036)]

[176.] Member's Association With Newsletters and Publications

[.351-.352] [Deleted, November 2011.]

[177.] Data Processing: Billing Services

[.353-.354] [Deleted, November 2011.]

[178.] Location of Separate Business

[.355-.356] [Deleted, December 1992.]

[179.] Practice of Public Accounting Under Name of Association or Group

[.357-.358] [Deleted, November 2011.]

[180.] Side Business Which Offers Services of a Type Performed by CPAs

[.359-.360] [Deleted, November 1993.]

[181.] Sale of a Practice—Purchase of Accounts

[.361-.362] [Deleted, June 1991.]

[182.] Termination of Engagement Prior to Completion

[.363-.364] [Deleted, April 2006.]
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183.

.365

.366

184.

.367

.368

185.

.369

370

186.

371

372

187.

373

374

Use of the AICPA Personal Financial Specialist Designation

Question—In what circumstances may a firm include the AICPA-awarded designation "Personal Finan-
cial Specialists™ (PFS) on the firm's letterhead and in marketing materials?

Answer—It is permissible under Rule 502 [sec. 502 par. .01] for the designation PFS to be used on a
firm's letterhead and in marketing materials if all partners or shareholders of the firm currently have the
AICPA-awarded designation. An individual member who holds the designation may use it after his or
her name.

Definition of the Receipt of a Contingent Fee or a Commission

Question—Rules 302, Contingent Fees [sec. 302 par. .01], and 503, Commissions and Referral Fees
[sec. 503 par. .01], prohibit, among other acts, the receipt of contingent fees for the performance of cer-
tain services and the receipt of a commission for the referral of products or services under certain cir-
cumstances. When is a contingent fee or commission deemed to be received?

Answer—A contingent fee or commission is deemed to be received when the performance of the related
services is complete and the fee or the commission is determined. For example, if in one year a member
sells a life insurance policy to a client and the member's commission payments are determined to be a
fixed percentage of future years' renewal premiums, the commission is deemed to be received in the year
the policy is sold.

Sale of Products to Clients

Question—May a member purchase a product from a third-party supplier and resell the product to a cli-
ent without violating Rule 503 [sec. 503 par. .01]?

Answer—Yes. If a member purchases a product and resells it to a client, any profit on the sale would not
constitute a commission. Purchasing entails taking title to the product and having all the associated risks
of ownership.

Billing for Subcontractor's Services

Question—A member has contracted with a computer-hardware maintenance servicer to provide support
for a client's computer operations. Would it be a violation of Rule 503 [sec. 503 par. .01] for that mem-
ber to bill the client a higher service fee than that charged the member by the service provider?

Answer—No. The increased fee would not constitute a commission.

Receipt of Contingent Fees or Commissions by Member's Spouse

Question—May a member's spouse provide services to the member's attest client for a contingent fee or
refer products or services for a commission to or from the member's attest client without causing the
member to be in violation of Rule 302 [sec. 302 par. .01] or Rule 503 [sec. 503 par. .01]?

Answer—Yes, if the activities of the member's spouse are separate from the member's practice and the
member is not significantly involved in those activities. The member, however, should consider whether
a conflict of interest may exist as described in Rule 102, Integrity and Objectivity [sec. 102 par. .01], and
Interpretation No. 102-2, “Conflicts of Interest,” under Rule 102 [sec. 102 par. .03].
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188.

375

376

189.

377

378

190.

379

.380

Referral of Products of Others

Question—A member refers computer products of wholesalers to clients of the firm through distributors
and agents. A payment is received by the member from the wholesaler if the clients purchase the com-
puter products. Must the member consider Rule 503 [sec. 503 par. 01] in connection with this payment?

Answer—Yes. Paragraph .02 of section 91, Applicability, of the Code of Professional Conduct provides
that a member shall not permit others to perform acts on behalf of the member that, if carried out by the
member, would place the member in violation of the rules. Therefore, the member would be held re-
sponsible for the actions of the distributors and agents.

Rule 503 [sec. 503 par. .01] provides that, if a member or the member's firm performs for a client a ser-
vice described in Rule 503 [sec. 503 par. .01], the member may not recommend or refer to that client for
a commission any product or service, or receive a commission for a recommendation or referral. This
prohibition applies during the period in which the member is engaged to perform any of the services de-
scribed in Rule 503 [sec. 503 par. .01] and during the period covered by any historical financial state-
ments in such services.

If the products are referred on a commission basis to clients for which the member is not engaged to per-
form any of the services described in Rule 503 [sec. 503 par. .01], Rule 503 [sec. 503 par. .01] would
not be violated as long as the commission is disclosed to the client. However, any subsequent perfor-
mance of services described in Rule 503 [sec. 503 par. .01] during a period in which the commission
was received would constitute a violation of Rule 503 [sec. 503 par. .01].

Requests for Records Pursuant to Interpretation 501-1

Question—Individuals associated with a client entity who are currently on opposing sides in an internal
dispute have each issued separate requests calling for the member to supply them with records pursuant
to Interpretation No. 501-1, “Response to Requests by Clients and Former Clients for Records,” under
Rule 501, Acts Discreditable [sec. 501 par. .02]. Does the member have to comply with all such re-
quests?

Answer—In providing professional services to individuals, partnerships, or corporations, a member will
usually deal with an individual who has been designated or held out as the client's representative. Such a
representative might include, for example, a general partner or a majority shareholder. A member who
has provided the records to the individual designated or held out as the client’s representative has no ob-
ligation to provide such records to other individuals associated with the client.

[Revised, effective April 30, 2006, by the Professional Ethics Executive Committee.]

Non-CPA Partner

Question—May a member who is in partnership with non-CPAs sign reports with the firm name and
below it affix his or her own signature with the designation "Certified Public Accountant™?

Answer—This would not be improper, provided it is clear that the partnership itself is not being held out
as composed entirely of CPAs.

[Formerly Ethics Ruling No. 7 under section 291. Transferred from paragraphs .013-.014 of section
291, April 1995.]
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191.

381

.382

192.

.383

.384

Member Removing Client Files From an Accounting Firm

Question—If the relationship of a member who is not an owner of a firm is terminated, may he or she
take or retain originals or copies from the firm's client files or proprietary information without the firm's
permission?

Answer—No, except where permitted by contractual arrangement.

[Revised, effective December 31, 1998, by the Professional Ethics Executive Committee.]

Commission and Contingent Fee Arrangements With Nonattest Client

Question—A member or member’s firm (member) provides for a contingent fee investment advisory
services, or refers for a commission products or services of a nonclient or a nonattest client, to the own-
ers, officers, or employees of an attest client or to a nonattest client employee benefit plan sponsored by
an attest client. Would the member be considered to be in violation of either Rule 302 [sec. 302 par.
.01] or Rule 503 [sec. 503 par. .01]?

Answer—No. The member would not be in violation of either Rule 302 [sec. 302 par. .01] or Rule 503
[sec. 503 par. .01] provided that, with respect to Rule 503 [sec. 503 par. .01], the member discloses the
commission to the owners, officers, or employees or to the employee benefit plan. The member should
also consider the applicability of Interpretation No. 102-2 under Rule 102 [sec. 102 par. 03], and his or
her professional responsibility to clients under Rule 301, Confidential Client Information [sec. 301 par.
.01].
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ET Appendix A

Council Resolution Designating Bodies to Promulgate Technical Standards

[As amended January 12, 1988; Revised April 1992, October 1999, May 2004, October 2007, May 2008,
October 2012, and May 2013.]

Federal Accounting Standards Advisory Board

RESOLVED: That the Federal Accounting Standards Advisory Board, with respect to its statements of
federal accounting standards and concepts adopted and issued in March of 1993 and subsequently, in ac-
cordance with its rules of procedure, the memorandum of understanding and public notice designating
the FASAB's standards and concepts as having substantial authoritative support, be, and hereby is, des-
ignated by the Council of the American Institute of Certified Public Accountants as the body to establish
financial accounting principles for federal governmental entities pursuant to rule 203 [ET section
203.01].

[Added by Council, October 1999.]
Financial Accounting Standards Board

WHEREAS: In 1959 the Council designated the Accounting Principles Board to establish accounting
principles, and

WHEREAS: The Council is advised that the Financial Accounting Standards Board (FASB) has become
operational, it is

RESOLVED: That as of the date hereof the FASB, in respect of statements of financial accounting
standards finally adopted by such board in accordance with its rules of procedure and the bylaws of the
Financial Accounting Foundation, be, and hereby is, designated by this Council as the body to establish
accounting principles pursuant to rule 203 [ET section 203.01] and standards on disclosure of financial
information for such entities outside financial statements in published financial reports containing finan-
cial statements under rule 202 [ET section 202.01] of the Rules of the Code of Professional Conduct of
the American Institute of Certified Public Accountants provided, however, any accounting research bul-
letins, or opinions of the accounting principles board issued or approved for exposure by the accounting
principles board prior to April 1, 1973, and finally adopted by such board on or before June 30, 1973,
shall constitute statements of accounting principles promulgated by a body designated by Council as
contemplated in rule 203 [ET section 203.01] of the Rules of the Code of Professional Conduct unless
and until such time as they are expressly superseded by action of the FASB.

Governmental Accounting Standards Board

WHEREAS: The Governmental Accounting Standards Board (GASB) has been established by the board
of trustees of the Financial Accounting Foundation (FAF) to issue standards of financial accounting and
reporting with respect to activities and transactions of state and local governmental entities, and

WHEREAS: The American Institute of Certified Public Accountants is a signatory to the agreement cre-
ating the GASB as an arm of the FAF and has supported the GASB professionally and financially, it is
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RESOLVED: That as of the date hereof, the GASB, with respect to statements of governmental account-
ing standards adopted and issued in July 1984 and subsequently in accordance with its rules of proce-
dure and the bylaws of the FAF, be, and hereby is, designated by the Council of the American Institute
of Certified Public Accountants as the body to establish financial accounting principles for state and lo-
cal governmental entities pursuant to rule 203 [ET section 203.01], and standards on disclosure of finan-
cial information for such entities outside financial statements in published financial reports containing
financial statements under rule 202 [ET section 202.01].

Public Company Accounting Oversight Board

WHEREAS: The Public Company Accounting Oversight Board (PCAOB) has been established pursu-
ant to the Sarbanes-Oxley Act of 2002 (the Act), and

WHEREAS: The PCAOB has authority under the Act to establish or adopt, or both, by PCAOB rule,
auditing and related attestation standards, quality control, ethics, independence and other standards relat-
ing to the preparation and issuance of audit reports for issuers as defined in the Act.

RESOLVED: That the PCAOB be, and hereby is, designated by the Council of the American Institute of
Certified Public Accountants as the body to establish standards relating to the preparation and issuance
of audit reports for entities within its jurisdiction as defined by the Act pursuant to rules 201 [ET section
201.01] and 202 [ET section 202.01].

[Added by Council, May 2004.]
International Accounting Standards Board

RESOLVED: That the International Accounting Standards Board (IASB) is hereby designated as the
body to establish professional standards with respect to international financial accounting and reporting
principles pursuant to Rule 202 [ET section 202.01] and Rule 203 [ET section 203.01]; and

BE IT FURTHER RESOLVED: That the Council shall reassess, no sooner than three years but no later
than five years after the effective date of this resolution, whether continued recognition of the IASB as
the body designated to establish professional standards with respect to international financial accounting
and reporting principles under Rule 202 [ET section 202.01] and Rule 203 [ET section 203.01] is appro-
priate.

[Added by Council, May 18, 2008; readopted by Council, May 19, 2013.]
AICPA COMMITTEES AND BOARDS

WHEREAS: The membership of the Institute has adopted rules 201 [ET section 201.01] and 202 [ET
section 202.01] of the Rules of the Code of Professional Conduct, which authorizes the Council to des-
ignate bodies to promulgate technical standards with which members must comply, and therefore it is

Accounting and Review Services Committee

RESOLVED: That the AICPA accounting and review services committee is hereby designated to prom-
ulgate standards under rules 201 [ET section 201.01] and 202 [ET section 202.01] with respect to unau-
dited financial statements or other unaudited financial information of an entity that is not required to file
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financial statements with a regulatory agency in connection with the sale or trading of its securities in a
public market.

Auditing Standards Board

RESOLVED: That with respect to standards relating to the preparation and issuance of audit reports not
included within the resolution on the Public Company Accounting Oversight Board, the AICPA auditing
standards board is hereby designated as the body authorized under rules 201 [ET section 201.01] and
202 [ET section 202.01] to promulgate auditing, attestation, and quality control standards and proce-
dures.

RESOLVED: That the auditing standards board shall establish under statements on auditing standards
the responsibilities of members with respect to standards for disclosure of financial information outside
of the financial statements in published financial reports containing financial statements.

[Revised May 2004.]
Management Consulting Services Executive Committee

RESOLVED: That the AICPA management consulting services executive committee is hereby desig-
nated to promulgate standards under rules 201 [ET section 201.01] and 202 [ET section 202.01] with re-
spect to the offering of management consulting services, provided, however, that such standards do not
deal with the broad question of what, if any, services should be proscribed.

AND FURTHER RESOLVED: That any Institute committee or board now or in the future authorized
by the Council to issue enforceable standards under rules 201 [ET section 201.01] and 202 [ET section
202.01] must observe an exposure process seeking comment from other affected committees and boards,
as well as the general membership.

[Revised April 1992.]

Attestation Standards

RESOLVED: That the AICPA accounting and review services committee, auditing standards board, and
management consulting services executive committee are hereby designated as bodies authorized under
rules 201 [ET section 201.01] and 202 [ET section 202.01] to promulgate attestation standards in their
respective areas of responsibility.

[Added by Council, May 1988; revised April 1992.]

Tax Executive Committee

RESOLVED: That the Tax Executive Committee is hereby designated as the body authorized under
AICPA Rules 201 [ET section 201.01] and 202 [ET section 202.01] to promulgate professional practice
standards with respect to tax services.

[Added by Council, October 1999.]
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Forensic and Valuation Services Executive Committee

RESOLVED: That the Forensic and Valuation Services Executive Committee is hereby designated as
the body to promulgate professional standards with respect to forensic and valuation services under
Rules 201 [ET section 201.01] and 202 [ET section 202.01].

[Added by Council, October 2007.]
Personal Financial Planning Executive Committee

RESOLVED: That the Personal Financial Planning Executive Committee is hereby designated as the
body to promulgate professional standards with respect to personal financial planning services under
Rules 201 [ET section 201.01] and 202 [ET section 202.01].

[Added by Council, October 2012.]
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ET Appendix B

Council Resolution Concerning Rule 505—Form of Organization and Name

[As adopted May 23, 1994; revised May 1997, May 2000, May 2006, and August 2011.]

A. RESOLVED: That with respect to a member engaged in the practice accounting in a firm or organi-
zation that performs (1) any audit or other engagement performed in accordance with the Statements on
Auditing Standards (SASS), (2) any review of a financial statement performed in accordance with the
Statements on Standards for Accounting and Review Services (SSARSS), or (3) any examination of pro-
spective financial information performed in accordance with the Statements on Standards for Attestation
Engagements, or that holds itself out as a firm of CPAs or uses the term "certified public accountant(s)"
or the designation "CPA" in connection with its name, the characteristics of such a firm or organization
under Rule 505, Form of Organization and Name [sec. 505 par. .01], are as set forth subsequently.

1.

A majority of the ownership of the firm in terms of financial interests and voting rights must be-
long to CPAs. Any non-CPA owner would have to be actively engaged as a member of the firm
or its affiliates. Ownership by investors or commercial enterprises not actively engaged as mem-
bers of the firm or its affiliates is against the public interest and continues to be prohibited.

There must be a CPA who has ultimate responsibility for all the services described in (A), com-
pilation services, and other engagements governed by SASs or SSARSs and non-CPA owners
could not assume ultimate responsibility for any such services or engagements.

Non-CPA owners would be permitted to use the title "principal,” "owner," "officer,” "member"
or "shareholder,” or any other title permitted by state law, but not hold themselves out to be
CPAs.

A member shall not knowingly permit a person, whom the member has the authority or capacity
to control, to carry out on his or her behalf, either with or without compensation, acts which, if
carried out by the member, would place the member in violation of the rules. Further, a member
may be held responsible for the acts of all persons associated with him or her in the practice of
public accounting whom the member has the authority or capacity to control.

Owners shall at all times own their equity in their own right and shall be the beneficial owners of
the equity capital ascribed to them. Provision would have to be made for the ownership to be
transferred, within a reasonable period of time, to the firm or to other qualified owners if the
owner ceases to be actively engaged in the firm or its affiliates.

Non-CPA owners would not be eligible for regular membership in the AICPA unless they meet
the requirements in subparagraph 2.2.1 of BL section 220, 2.2 Requirements for Admission to
Membership [BL sec. 220 par. .01]. ™!

M1 The change to this appendix is an administrative change to conform to subparagraph 2.2.1 of BL section 220, 2.2 Requirements
for Admission to Membership [BL sec. 220 par. .01], of the Bylaws of the American Institute of Certified Public Accountants.
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B. RESOLVED: The characteristics of all other firms or organizations are deemed to be whatever is le-
gally permissible under applicable law or regulation except as otherwise provided in paragraph (C).

C. RESOLVED: That with respect to a member engaged in the practice of public accounting in a firm or
organization that is not within the description of a firm or organization set forth in paragraph (A), but
who performs compilations of financial statements performed in accordance with SSARSs, the charac-
teristics of such a firm or organization under Rule 505 [sec. 505 par. .01] are as set forth subsequently.

1. There must be a CPA who has ultimate responsibility for any financial statement compilation
services provided by the firm and by each business unit performing such compilation services
and non-CPA owners could not assume ultimate responsibility for any such services.

2. Any compilation report must be signed individually by a CPA, and may not be signed in the
name of the firm or organization.
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ET RULES COMPLIANCE GUIDE
ET Guide for Complying With Rules 102-505

Notice to Readers

This guide is designed as educational and reference material for the members of the AICPA and others
interested in the subject. It is not an authorative document. It does not establish policy positions, stand-
ards, or preferred practices. This guide is distributed with the understanding that the AICPA is not ren-
dering any ethical or legal advice.

This Code of Professional Conduct (Code) cannot address every possible relationship or circumstance a
member may need to address in order to comply with the rules. Accordingly, in achieving compliance
with the rules, members may need to make decisions unrelated to independence regarding relationships
or circumstances that are not explicitly addressed by the interpretations and rulings. This guide describes
an approach that members can use to evaluate those relationships or circumstances. Although use of this
guide is not required by the Code, use of this guide often will be a prudent step in achieving compliance
with the rules.

Introduction

.01

.02

.03

Members who provide professional services may hold various positions. For example, a member may be
a salaried employee, a partner, a director (executive or nonexecutive), an owner-manager, a volunteer, or
a consultant working for an employer, a firm, or for one or more clients. The legal relationship between
the member, the employer, the firm, or the client does not affect the member’s responsibility to comply
with the ethical requirements of the AICPA Code of Professional Conduct (Code).

The Code provides members with principles for properly fulfilling their ethical responsibilities. The
Rules of Conduct (the rules) set out in the Code govern the performance of professional services by
members. The bylaws of the AICPA require that all members comply with these rules. Other sections of
the Code contain additional authoritative guidance set forth in interpretations and rulings, which address
the application of the rules to specific situations that members may encounter when providing profes-
sional services. ET section 100-1, Conceptual Framework for AICPA Independence Standards (AICPA,
Professional Standards, vol. 2), provides authoritative guidance for members when making decisions on
independence matters that are not explicitly addressed by the Code under Rule 101, Independence
(AICPA, Professional Standards, vol. 2, ET sec. 100), and its interpretations and rulings.

The Code cannot address every possible relationship or circumstance a member may need to address in
order to comply with the rules. Accordingly, in achieving compliance with the rules, members may need
to make decisions unrelated to independence regarding relationships or circumstances that are not ex-
plicitly addressed by the interpretations and rulings. This guide describes an approach that members can
use to evaluate those relationships or circumstances, and members are encouraged to use it for that pur-
pose. Although use of this guide is not required by the Code, it can assist members in complying with
the rules in those situations. Therefore, use of this guide will often be a prudent step in achieving com-
pliance with the rules. Under no circumstances, however, may this guide be used to justify noncompli-
ance with the rules, interpretations, and rulings in the Code.
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Definitions

.04 Acceptable level. A level at which a reasonable and informed third party would be likely to conclude,
weighing all the specific facts and circumstances, that compliance with the rules is not compromised.

.05  Safeguards. Actions or other measures that eliminate threats or reduce them to an acceptable level.

.06  Threats. The risk that relationships or circumstances could compromise a member’s compliance with
the rules.

Rules of Conduct Covered by This Guide
.07 In addition to Rule 101, the bylaws of the AICPA require that members comply with the following rules:
a. Rule 102, Integrity and Objectivity (AICPA, Professional Standards, vol. 2, ET sec. 100)
b. Rule 201, General Standards (AICPA, Professional Standards, vol. 2, ET sec. 200)
c. Rule 202, Compliance With Standards (AICPA, Professional Standards, vol. 2, ET sec. 200)
d. Rule 203, Accounting Principles (AICPA, Professional Standards, vol. 2, ET sec. 200)
e. Rule 301, Confidential Client Information (AICPA, Professional Standards, vol. 2, ET sec. 300)
f. Rule 302, Contingent Fees (AICPA, Professional Standards, vol. 2, ET sec. 300)
g. Rule 501, Acts Discreditable (AICPA, Professional Standards, vol. 2, ET sec. 500)

h. Rule 502, Advertising and Other Forms of Solicitation (AICPA, Professional Standards, vol. 2,
ET sec. 500)

i. Rule 503, Commissions and Referral Fees (AICPA, Professional Standards, vol. 2, ET sec. 500)

J.  Rule 505, Form of Organization and Name (AICPA, Professional Standards, vol. 2, ET sec.
500)

Each of these rules (that is, Rules 102-505), along with its related authorative interpretations and rul-
ings, can be accessed by selecting the link preceding the name of each rule in the preceding list.

Threats and Safeguard Approach

.08  The Code cannot address every situation in which a relationship or circumstance creates an unacceptable
threat to @ member’s compliance with rules 102-505. Accordingly, the threats and safeguard approach ™
! described in this section can assist a member in complying with the rules when the guidance in the in-
terpretations and rulings in the Code do not explicitly address the situation encountered. This method in-

M1 The Professional Ethics Executive Committee uses the threats and safeguard approach described in this guide when it develops
ethics interpretations and rulings. Accordingly, reference to this guide may assist AICPA members and others in understanding the
basis for those interpretations and rulings.
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10

A1

12

volves identifying threats to compliance with the rules and evaluating the significance of those threats. If
the threats are not at an acceptable level, the threats and safeguards approach involves determining
whether safeguards are available to eliminate the threats or reduce them to an acceptable level and, if so,
applying such safeguards or, if not, avoiding the situation that creates the threats. Threats are identified
and evaluated both individually and in the aggregate because they can have a cumulative effect on a
member’s compliance with the rules of conduct.

Identifying Threats. The relationships or circumstances encountered by a member in various engage-
ments and work assignments will often create different threats to complying with the rules. When a rela-
tionship or circumstance is encountered that is not specifically addressed by the interpretations or rulings
in the Code, under this approach, members would determine whether the relationship or circumstance
creates one or more threats, such as those identified in paragraph .13. The existence of a threat does not
mean that the member is not in compliance with the rules; rather, the significance of the threat would be
evaluated.

Evaluating the Significance of a Threat. In evaluating the significance of a threat that has been identified
in order to determine whether it is at an acceptable level, the standard of acceptable level is whether a
reasonable and informed third party, weighing all the specific facts and circumstances, would be likely
to conclude that the threat would compromise the member’s compliance with the rules. Qualitative as
well as quantitative factors are relevant when evaluating the significance of a threat, including the extent
to which existing safeguards already reduce the threat to an acceptable level. If the evaluation supports a
conclusion that a reasonable and informed third party would be likely to conclude, weighing all the spe-
cific facts and circumstances, that the threat would not compromise a member’s compliance with the
rules, the threat is at an acceptable level. In that case, no further evaluation under this framework would
be necessary.

Identifying and Applying Safeguards. If the evaluation of the significance of an identified threat results
in the member concluding that the threat is not at an acceptable level, safeguards would need to be ap-
plied in order to eliminate the threat or reduce it to an acceptable level. When identifying appropriate
safeguards to apply, one safeguard may eliminate or reduce multiple threats, but in some cases multiple
safeguards may be necessary to eliminate or reduce one threat to an acceptable level. Determining the
nature of the safeguards to be applied requires the exercise of judgment because the effectiveness of
safeguards will vary, depending on the circumstances. Again, the issue is whether a reasonable and in-
formed third party, who has weighed all the specific facts and circumstances, would be likely to con-
clude the level of threat is acceptable. A threat has been reduced to an acceptable level by safeguards if,
after application of the safeguards, a reasonable and informed third party would be likely to conclude,
weighing all the specific facts and circumstances, that compliance with the rules is not compromised.

Some threats identified may be so significant that no safeguards will eliminate the threats or reduce them
to an acceptable level. If a significant threat cannot be eliminated or reduced to an acceptable level by
the application of safeguards, or if a member is unable to implement appropriate safeguards, providing
the specific professional service will in all likelihood result in the member’s noncompliance with the
rules. Although declining or discontinuing the service would prevent this result, depending on the facts
and circumstances, it might be prudent for the member to also consider whether to resign from the client
or the employer.
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Threats and Safeguards

Threats

13

14

Many threats fall into the following categories:

a. Self-review threat. The threat that a member will not appropriately evaluate the results of a ser-
vice performed by the member, or by an individual in the member’s firm or employing organiza-
tion, that the member will rely upon in forming a judgment as part of providing another service.

b. Advocacy threat. The threat that a member will promote a client or employer’s position or opin-
ion to the point that his or her objectivity is compromised.

c. Adverse interest threat. The threat that a member will not be objective because the member’s
interests are in opposition to the interests of a client or employer.

d. Familiarity threat. The threat that because of a long or close relationship with a client or em-
ployer, a member will become too sympathetic to their interests or too accepting of their work.

e. Undue influence threat. The threat that a member will subordinate his or her judgment to that
of an individual associated with a client, employer, or other relevant third party because of the
individual’s (1) reputation or expertise, (2) aggressive or dominant personality, or (3) attempts to
coerce or exercise excessive influence over the member.

f. Self-interest threat. The threat that a member will act in a manner that is adverse to the legiti-
mate interests of his or her firm, employer, client, or the public, as a result of the member or his
or her immediate or close family member’s financial interest in or other relationship with a client
or the employer.

The types of threats that are created will generally be the same for all members, although the circum-
stances that create threats will differ depending on whether the member is in public practice, business
and industry, government, or academia. In addition, due to the nature of services provided by some
members, such as employees of a governmental audit organization, the threats those members face can
arise from the same or similar types of circumstances as for members in public practice.

Following are some examples of how threats may impact a member’s compliance with certain of the
rules:

a. If amember is being pressured to become associated with misleading information, there is an
undue influence threat to compliance with Rule 102 and Rule 201.

b. If a member is reviewing work he or she previously performed that will be relied upon as part of
providing a current professional service and the member discovers a significant error in the pre-
vious work, there is a self-interest threat to compliance with Rule 102 and Rule 201.

c. If amember’s firm provides nonattest services to an audit client where a member’s brother-in-
law is the CFO, there are self-interest and familiarity threats to compliance with Rule 102.

d. If amember is directed to complete a task within an unrealistic time frame, there is an undue in-
fluence threat to compliance with Rule 102 and Rule 201.
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e. If amember has charged his or her employer with violating certain labor laws, there is an ad-
verse interest threat to compliance with Rule 102.

f. If the revenue received from a single client is significant to the firm, a self-interest threat to com-
pliance with Rule 102 may be created.

Safeguards

15

A7

18

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

In addition, a member in public practice also may be able to consider safeguards implemented by the
client in combination with the preceding safeguards when evaluating the significance of a threat.

e .16 To be effective, safeguards should eliminate a threat or reduce to an acceptable level the
threat’s potential to compromise the member’s compliance with the rules. The effectiveness of
safeguards depends on many factors, including the following: The facts and circumstances of a
particular situation

e The proper identification of threats

e Whether the safeguard is suitably designed to meet its objectives
e The party or parties that will be subject to the safeguard

e How the safeguard is applied

e The consistency with which the safeguard is applied

e Who applies the safeguard

Certain safeguards may not need to be implemented by the member because they are already in place
either by the member’s firm (concurring partner review) or through the existence of professional re-
quirements (peer review), legislation (preapproval of allowable nonaudit services by audit committees),
or regulation (quality control reviews performed by a federal Office of Inspector General for OMB Cir-
cular A-133 engagements). Such safeguards may be effective in eliminating or reducing threats to an ac-
ceptable level and, therefore, may be considered in applying the framework approach.

Other safeguards that may be effective in eliminating or reducing threats to an acceptable level are those
in a member’s work environment. For example, work environments with strong internal controls can be
very effective in eliminating or reducing the self-review, adverse interest, and self-interest threats. Addi-
tionally, the undue influence threat can be reduced when leadership of a firm or the organization that
employs the member stresses the importance of ethical behavior and implements policies and procedures
to empower and encourage employees to communicate to senior individuals within the firm or organiza-
tion about any ethical issues that concern them without fear of retribution.
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Ethical Conflict Resolution

19

.20

21

22

.23

An ethical conflict arises when a member encounters obstacles to following an appropriate course of ac-
tion due to internal or external pressures or because of conflicts within the professional standards. For
example, a member may have encountered a fraud, the reporting of which could breach the member’s
responsibility to maintain client confidentiality. Once encountered, a member may be required to take
steps to resolve the ethical conflict in order to comply with the rules.

To resolve an ethical conflict, a member should consider the following factors and select the course of
action that will best enable him or her, after weighing the consequences of each, to comply with the
rules:

a. Relevant facts and circumstances, including applicable rules, laws, or regulations
b. Ethical issues involved

c. Established internal procedures

d. Alternative courses of action

Before pursuing this course of action, the member may want to consult with appropriate persons within
the firm or the organization that employs the member. If the conflict remains unresolved after pursuing
the selected course of action, the member should consider consulting with those individuals for help in
reaching a resolution.

The member also may wish to obtain advice from an appropriate professional body or legal counsel. The
member should consider documenting the substance of the issue and details of any discussions held or
decisions made concerning that issue.

If, after exhausting all reasonable possibilities, the ethical conflict remains unresolved, the member will
in all likelihood be in noncompliance with the rules if he or she remains associated with the matter creat-
ing the conflict. Accordingly, the member may determine that, in the circumstances, it is appropriate to
withdraw from the engagement team or specific assignment, or to resign altogether from the client, firm,
or organization that employs the member.
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ET TOPICAL INDEX

References are to ET section and paragraph numbers.

A
ACCOUNTING SERVICES
Member OWniNg SeParate BUSINESS .........ccviiiiirierienieriesie st 505.03; 591.275-.276
NNONBLLEST ...ttt a et e s b et e b e e e h et e bt e e h e e e b e e e he e e R e e eRe e e R e e ehe e e Re e eR et e beennneeneennneas 101.05
Relation t0 INGEPENAENCE. ..ot sb bbb e e 101.05
ACTS DISCREDITABLE
Confidential Information From NONCHENT..........coiiiiiie e 391.027-.028
Discrimination and Harassment in EMPIOYMENT...........ccoviioiiiiiiice e 501.03
Failure to File Tax Return or Pay TaxX LIaDIItY ........cccccoiiiiiiiiiie e 501.08

Failure to Follow Requirements of Governmental Bodies, Commissions, or Other Regulatory Agencies on

VICBS ..ttt ettt etttk e st R R R Ao R AR £ e R e AR £ £ R e e AR R e SR e £ AR E e R e e e R e e AR e e e e R et e R e e nRn e e neeanr e re e 501.09
Negligence in Financial Statement Preparation...........cccocoiioiiieienie e 501.05
Response to Requests by ClHENts fOr RECOIS .........cviuiiieiiiie et 501.02
RUIE 501, VIOIALION OF ..ottt ettt et b e be et e e bt e sbe et e sneenae e 501.08
RUIE OF CONAUCT ...ttt bbbt b bt s et bbb e bttt b e b e e ne et e e 501.01
Service Performed for Governmental AQENCIES .......ccueiieiieieiie et 501.04; 501.06
Solicitation or Disclosure of CPA Examination Questions and ANSWELS .........ccceevveeieeiiieeneesneenreesneenes 501.07
UsSe Of the CPA Credential.........o.oiio ettt et nae e 501.12

ADVERTISING
LO0o TN £ o 0] 1 0] £ [0 PRSP 591.065-.066
CPA Examination QUESLIONS AN ANSWELS .......cveeiuieiieeiteeiieeiteesiteesteesaeesseesreesseesseeessasssseesseesssesssessssesnes 501.07
EFFOrtS DY THINA PAITIES... ..ottt b e et st e be et e sneenae e 502.06
e TR o] 1Y/ 1] =T Vo [T T USSP 502.03
Personal Financial Specialist DeSIgNatioN .........c.coueiiiiiiieiine e et 591.365-.366
RUIE OF CONAUCT ...ttt bbb bbbt bt s et bbb bbbt bt e et e e 502.01
UsSe Of the CPA Credential...........oiie ittt nae e 502.07

ALTERNATIVE PRACTICE STRUCTURE

APPLICADITItY OF RUIE 505 ... ettt b et e bt neesre e b e 505.04
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Effect on Applicability of

INAEPENUENCE RUIES ...ttt et e e te s e ste e teentesseeteaneesreeneeanes 101.16
HHUSEIAEIVE EXAMPIE ...ttt ettt bt e s b e e beenb e be et e ene e b e e teenes 101.16
Traditional Versus NONTraditioNal STTUCTUIES ........eeeeee oottt e e e e e e e e e e e e e e e eaeaenees 101.16

AMERICAN INSTITUTE OF CPAs

D7 1] T LU0 TP UR TR PRURPRRPRPTN 92.14

DESIGNALION OF FIIIM L.ttt b et e bt e e s b e s bt e sbeesbesreenbeenbeaneenae e 505.01

T a 0] 01T £ o OSSR SS ST 51.01-.02

Personal Financial Specialist DeSIgNatioN .........c.coieiiiiiiieiine e e 591.365-.366
APPRAISALS

Performance Of NONAIESE SEIVICES .......cuiiiiiieiiiie ettt beesbeeneenreas 101.05

APS—See Alternative Practice Structure

ATTEST ENGAGEMENTS

ATEST ENQAJEMENT TRAIM ....eiiiiiiiiiie ittt ettt b e e et e e e sab e e sab e e e s bb e e e nbb e e e bbeeenbneesbeae s 92.02

Covered Member, Attest ENgagement TEAIM ........cooiiiiiiieiiiie ettt see e 92.06

D7 1] T4 (o] ST PRUR PR 92.01

Gifts or Entertainment to or From CHENt...........ooo i 191.226-.229
ATTEST SERVICES

Use of Third-Party Service Provider ..........cocoovvenieninninin e 191.224-.225; 291.023-.024; 391.001-.002

ATTESTATION ENGAGEMENTS

Investment Advisory Services Provided by MemDEr .........c.oovoiiieiieiiie e 391.047-.048
Modified Application of INdependence RUIES ............cov oo 101.13
Performance Of NONAIEST SEIVICES.........uoiiiiiiiiiiie e e 101.05; 391.047-.050

AUDIT ENGAGEMENT

ComMMISSIONS OF RETEITAI FEES......eiiiiiiiiitieeiee ettt bbb e sb e beesbeeneenreas 503.01
Compliance With STANTAIAS ........ccveiiiieiiece et ae e e e nteesaesseesteaneenrees 202.01
CONTINGENT FEES ...ttt ettt et et e st e et e e st e s beesbees s e s beestesseesteeseeeseesbeenbesseeateanteateenteannenreas 302.01
GOVRIMMENTAL ...ttt ettt re e st e e st e e s e s te et e eseesteeseeeseenaeeneeareenteaneeaseeseaneenrens 501.04
Joint Audit With FOrmMEr PArtNers.........ccovieiiiieie st 591.271-.272
Litigation W CHIENT........c.oiiiiiei bbbttt bbb e e 101.08
Withdrawal From ENQAgEMENT...........coviiiieieiie et te et steeae e ns 391.005-.006
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AUDITORS" OPINIONS—See Opinions, Auditors'

AUDITORS' REPORTS—See Reports, Auditors’

B
BILLINGS TO CLIENTS
SUDCONITACLON'S SEIVICES ....vvevveiieiieiieesieesiesteesteete s e e te e e s e e teeseesreesteesseaseesteeseeaseesseenaeaseesaeeneenreenres 591.371-.372
Unpaid/NOtes RECEIVADIE ..o 191.103-.104
BOARD OF DIRECTORS
Fund-RaisSing Organization............cceiiereiieiieie e 191.128-.129; 191.186-.187
Honorary Directorships of Not-for-Profit Organizations ............cccccvevevieiieiiene e 101.06; 191.128-.129
BOOKKEEPING
Use of Third-Party Service Provider .........cccccoveviveveiienveic e 191.224-.225; 291.023-.024; 391.001-.002
BORROWING CONTRACT
DEFINITION OF LOAN ...ttt et s e be et eesa e s teeneeeseesaeeneesseesteeneesneenneeneenrens 92.18
(1= Ve o) ro U g T =0 [ 0T g TS USSR 101.07
Loans From Financial INStItUtION CHENT...........cooiiiiie e 101.07
Loans to/From Entity Connected With Member ..o 191.220-.221
Loans to Partnerships Where Covered Members Are General Partners...........cccooveveeveeieeresieesnenesnennnnn, 101.07
Loans to Partnerships Where Covered Members Are Limited Partners..........cccccevvveveeiee v cie e 101.07
Partially SECUIEA LOANS ......ccueeiieiiiiesie ettt ettt e st e st e e e e s e ste e teeseeasa e teeneesreenteanseaseeseeneenreas 101.07
BUSINESS COMBINATIONS
Confidential Client INFOrMAtiON. ...........oiiiiiie et esreeneenneas 301.04
Former Partner in FIrM NAME.......ooiiiiie et ae e srne e 591.289-.290
Nonproprietary Partner TItIe..........oov oo re e 591.273-.274
C
CERTIFIED PUBLIC ACCOUNTANTS
Acts Discreditable—See Acts Discreditable
Advertising—See Advertising
N (O N Yot 0 g o £ 4T o SRS 51.01-.02
AIErnative PraCtiCe STIUCLUIES ........coviiiiiiiie ettt e e enes 101.16; 505.04
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Applicability 0f Code Of CONUUCT...........coiiiiiiieee et ae s 91.01-.02
Commissions—See Commissions

Competence—See Competence

Confidential Client Information—See Confidential Client Information

Contingent Fees—See Contingent Fees

D] [0 ot SR PSSSRTR 56.04
Due Professional Care—See Due Professional Care

Employment or Association With AtteSt CHENTS.........c.eiieiiiiiie e 101.04
Form of Organization or Name—See Form of Organization

HOIAING OUL DETINITION ..ottt et e s s e s te e eereesteentesseesteeneesneesneaneenrens 92.11

Independence—See Independence

Integrity—See Integrity

Members Not in Public Practice—See Members Not in Public Practice

Member or Member's Firm—See Member or Member's Firm

Objectivity—See Objectivity

Partnership With NON-CPAS.........cccoceieiiereeese e 591.271-.272; 591.281-.282; 591.379-.380
Planning and Supervision—See Planning and Supervision

Principles of Professional CONUUCT...........ccueiiiieiicie e nas 51.01-.02
Professional ReSPONSIDIITIES .........ciuiiiiiiiie et 52.01; 53.01-.04
ReSPONSIDIILY FOr NON-CPAS .......oiieiieiece ettt e e s teeaeaneesbeenaesreenreenee e 591.281-.282
SCOPE AN NALUIE OF SEIVICES ...ttt b et et b e e sbe e st e sreenteenee e 57.01-.03
SUTFICIENT REIBVANT DALA........ccvi ettt b bbb bbb e e 201.01
Use Of the CPA Credential...........oieiiiieie et 501.12; 502.07

CHARITABLE ORGANIZATIONS

AUAITOr @S DIreCtOr OF OFFICEN .....ooiiiieiiecie et 191.128-.129
Director of Fund-Raising Organization ............ccccccevevivevveviesneneenn 191.027-.028; 191.128-.129; 191.186-.187
Honorary Directorships of Not-for-Profit Organizations .............ccccovvevieiieiieve e 101.06; 191.128-.129

CIRA—See Common Interest Realty Association

CIVIC ORGANIZATIONS

CItIZENS" COMIMITIEES ...ttt bbbttt e e e bbb b e bt b e s e 191.039-.040
CLIENTS

Advisory Services Provided DY MEmMDET ..o 191.015-.016
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Agreement With Member to Use ADR TEChNIQUES .........coviiiiiiiieiie e 191.190-.193

ALLESE AN OLNEE SEIVICES ....cvviviiiiitesicsese et 101.04-.05; 391.047-.050
Billing fOr SUDCONIIACLON'S SEIVICES ....ccuviivieiiiie ittt et 591.371-.372
Commissions or Referral Fee Arrangements With Nonattest Client........................ 391.049-.050; 591.383-.384
Confidential Information—See Confidential Client Information
Cooperative Arrangements With Member's FIrM........cccooiiiiiiie i 101.14
=] o] o PSSP RPRPRRTRS 92.03
Disclosure of Information From Previous ENgagement ...........cccecveieieenesie e 391.029-.030
Dual Practice Of IMEMDET .......c.oiiiieeee et sne e 591.275-.276
Employment or ASSOCIAtioN WiIth ALIESE.........ccviiiieiie et sae e 101.04
Engaging Member to Perform Other Professional Services for Company Executives191.198-.199; 391.041-.042
Gifts or Entertainment to or From CHENt...........cccooiiiiiiii e 191.226-.229
Governmental REPOITING ENTITY .....ooiiiiiiieiiie et b e nneas 101.12
Having Loan(s) to/From Entity Connected With Member's Firm.........c.cccooviieveiieinece e, 191.220-.221
Indemnification Clause in ENgagemMent LELET ..........ooieiiiiiieeiiiie e 191.188-.189
Investment Advisory Services Provided by Member to Attest Client..........c.cocevvvvevi e ceeceene, 391.047-.048
Investment Advisory Services Provided by Member to Nonattest Client................ 391.049-.050; 591.383-.384
Joint Audit With FOrMEr PArtNers.........ccovieiiioieie ettt 591.271-.272
Joint Interest in Vacation Home With Member ..o 191.184-.185
LESSEE 10 IMIBIMDET ... bbbt bbbttt b e bbb 191.182-.183
(IS o g (N Y (=100 o1 SRR 191.182-.183
Litigation With COVEred MEMDE.........cuviieieee ettt e e e teenaesreesreeneeaneenneens 101.08
Loans to/From Entity Connected With Member ..o 191.220-.221
LOANS 10 IMBIMDET ...t bbb b bbbt b et bbb bbb bt et nns 101.07
MeMDEr LEASING PIOPEITY .. .eouiiiiiiieieeie sttt sttt sttt ettt enbe et sreesneenee e 191.182-.183
Member 0N AAVISOTY BOAI .........ccoviiiiiieiieii ettt et ae e sneenaenneenneenee e 191.144-.145
Member Participation in Health and Welfare Plan of Client...........ccccoveviiiiiicce e, 191.214-.215
Member Performing Management FUNCLIONS ............coiiiiiiiiieieieie et 101.05
Member Performing Professional Services

INVOIVING CHENT AGVOCACY .....cvviriieite ittt bbbttt bbbt 102.07
Member's Depository Relationship With Client Financial Institution .............cccccoeevviie e, 191.140-.141
Member's DiSclosure Of CHENE'S NAME........cciieiiee e sre e 391.013-.014
Member's Sale Of Products 10 CHIENTS .........cuiiiiiiiieiiise e 591.369-.370
Membership in Trade Association With Member ... 191.003-.004

Nonattest Services—See Nonattest Services
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Notes Payable t0 IMEMDET ..o 191.103-.104

Obtained Through ThIrd PArti€S ........ccueiieiiee ettt ae et e esteenae s e e reeneenneas 502.06
Referral of Products DY IMEMDEN .........ooiiiieie et 591.375-.376
Request for INdemnifiCAtION .........cooviiiiiecic e re e e 191.204-.205
REQUEST TOr RECOITS. ...ttt ettt b e e b e et e b e nee et e 591.377-.378
Response t0 REQUESES FOr RECOITS.........cuiiiiiiee et e te e e e eneesnaenneens 501.02
SErvICIiNg MEMDEI'S LOAN .......eiiiiiieiiieite ettt bttt e bbb sbe e e nreenes 191.134-.135
Spouse Participation in Retirement, Savings, or Similar Plan Sponsored by, or That Invests in, Client...101.02
TaX RELUIN ITTEGUIAITEIES .....eeevieitieiiee et ettt be e b e sreers 391.005-.006
Trade Association Request for INfOrmation............ccccoviieie e 391.003-.004
UNPAIG FEES ...ttt b bt b e b e e bt e b eeb e e b e e bt et e e b e e bt e sbeeneenbeenbeenee e 191.103-.104
Use of Third-Party Service Provider .........ccccccoveviveveiieeiniic e 191.224-.225; 291.023-.024; 391.001-.002

CLOSE RELATIVE
(D L] 1011 T0] | TR 92.04

CODE OF PROFESSIONAL CONDUCT—See Conduct, Code of Professional

COMMISSIONS
Billing fOr SUDCONIIACLON'S SEIVICES ....ocuviiiieiieiie ittt bbb nre e 591.371-.372
Definition Of RECEIPT ....vveieeeieciee et nreas 391.033-.034; 591.367-.368
DISCIOSUIE ...ttt ettt sttt b e bt et e bt e e bt e s bt e R e bt e st e e Rt e b e e st e e Rt e nbeenbeebeenbeeneeabeenae e 503.01
Or Referral Fee Arrangements With Nonattest Client..........c.ccoceevveieiievivcce e 391.049-.050; 591.383-.384
Receipt DY MemDEI'S SPOUSE.........iiiiiieieiie et 391.037-.038; 591.373-.374
RETEITAl OF PrOGUCTES ...ttt bbbt 591.375-.376
U] (=) O] Lo L1 o PRSPPSO 503.01
Sale OF ProdUCTS 10 CHENTS........oiiiiiiiieiieie ettt st bbb 591.369-.370

COMMON INTEREST REALTY ASSOCIATION

Association With Real Estate Developer or Management COmMPany ..........ccocvevevvenesreeseeseseenens 191.061-.062

MEMDET 8S OWNEE OF LESSEE .....veeevisiecieeiieie ettt ettt bbbttt be bbb reenes 191.061-.062

Performance OF SEIVICES TOF ......ocviiiiicie et nteeneesreenne s 191.061-.062
COMMUNICATION

GAAP Conformity of FINancial STAatEMENTS .........coeiiiiiiiieiee e 203.05

Subordination of JUAGMENT T0 OLNEIS ........ciiiic et re e eaes 102.05
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COMPENSATION PLANS

FINanCial ReIAtIONSNIPS .....ccviiiiei et e e s te e e ereesteenaesneenaeens 101.17
COMPETENCE
(08T (o1 (= 1 oSS 56.01-.03
DUE ProfeSSIONEAL Care .......oiuieiiiie ettt sttt st e e sb et e e sbe e b e sbeenbeeneesne e b 56.01-.03
Performance Of ENQAQJEMENL..........oiiiiiee ettt et e e e te e esta e ae e st e steenteeneesreesseaneenreas 201.02
0] (=) O] Lo L1 o USSP PSR 201.01
SUPEIVISION OF SPECIAIISTS ....c.vvevieiiiieeie et a e e e te e e e sreeeenreenrs 291.017-.018
R T Lo - UaTo B =o (0 To%: 14 o] o TSR 56.02
USE OF CONSUITALION ......viieeeciieie ettt e et et e et e s e be et eene e te e s teeneesaeeneeareenreeneeaneenneens 201.02

COMPILATION ENGAGEMENT

CommMISSIONS OF RETEITAI FEES......uveiiiieciecie ettt e s te e e e s reesteesaesreesneeneennees 503.01
Compliance WIth STANTAIAS .......coeeieiieiei ettt sb e be e beeneesreas 202.01
(@00 0 T 10 T gL T USSR SSURTR 302.01

CONDOMINIUM ASSOCIATIONS—See Common Interest Realty Association
CONDUCT, CODE OF PROFESSIONAL

Acts Discreditable—See Acts Discreditable
Advertising—See Advertising

AEINALIVE PraCtiCE STIUCTUIES ...ttt e et e e e et eee e e e e ee e e eeeeneeenennnnnens 101.16; 505.04
N o] 01 1= o1 11 2SS 91.01-.02
AASSOCTALE IMIBIMIDEL ..ottt e e e et e e e e e e e e e e e e e e e e se e e seeeee e e e e eeeesesesenesennsnnenenenn e 91.02

Commissions—See Commissions
Confidential Client Information—See Confidential Client Information
Contingent Fees—See Contingent Fees

(0001 T =0 [V =T 0] oL PRSP ST 91.02
Definitions APPHCADIE ..o e re s 92.01-.27
Due Professional Care—See Due Professional Care

Form of Organization or Name—See Form of Organization

GENEIAL STANUAITS ...ttt b e bbbt bt s e e s et e b et et e s beebesbeebeereeneeneeneas 201.01
Independence—See Independence

Integrity—See Integrity

Member, as Defined by the Applicability Section of the COUe..........cccveiviiiieiiee e 91.02
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Members Not in Public Practice—See Members Not in Public Practice
Objectivity—See Objectivity

=T 1001 o] SRR 51.01-.02
Principles of Professional Conduct......51.01-.02; 52.01; 53.01-.04; 54.01-.04; 55.01-.04; 56.01-.05; 57.01-.03
Professional ReSPONSIDIITIES .........ciiiiiiiiiie it 52.01; 53.01-.04

CONFIDENTIAL CLIENT INFORMATION

BUSINESS COMDINALIONS ... .eviitieiiitie ittt sttt b e be et eebe et e e st e s be e s b e enbesreesbeenbeaneenae e 301.04
Disclosure in Legal or Alternative Dispute Resolution Proceedings ........ccccoovevevienveiesensnenenn 391.045-.046
DiSCIOSUIE OF CHENE'S INAMIE ...ttt st sbe et sre e nte e e 391.013-.014
Disclosure of Information From Previous ENgagement ...........ccoeoviieneenesiieseese e 391.029-.030
Disclosure of Joint Tax INFOrMatioN ..o e 391.031-.032
FPOM NONCHENT ...t bbbttt b et b e be b enes 391.027-.028
INFOrmMation t0 COMPELITOIS ......ciuiiiiiieiieie ettt sb e e ereenbe e 391.011-.012
Information to Professional Liability INSUrance Carrier.........ccooveeieenveie s 391.039-.040
INformation t0 SUCCESSOr ACCOUNTANT. ........ccuiiiieiiiie ittt sttt sb e sr e sae e 391.005-.006
Member as BanK DIFECION ...........cieiiiiiieieiesie sttt 191.170-.171; 391.035-.036
Member Providing Other Professional Services for Company Executives.............. 191.198-.199; 391.041-.042
RUIE OF CONAUCT ...ttt bbb bbbt b b ettt b et e bt e et e 301.01
Trade Association Request for Client INFOrmation............ccoooeiiiiiieinie e 391.003-.004
Use of Third-Party Service Provider .........cccccoveviveveiieeiviie e 191.224-.225; 291.023-.024; 391.001-.002

CONFLICTS OF INTEREST

Educational Services Performed DY MEMDEK .........ccvoieiiiiieie e 102.06
FUNO-RAISING ACHIVITIES ...ttt ettt b et et esbe e e sreesbeenee e 191.186-.187
Identification, Evaluation, and DISCIOSUIE...........ccuiiiiiieiieieie e 102.03; 102.08
Member as Bank DIFECLON .........cciuiiiiiieieiie s nreas 191.170-.171; 391.035-.036
MEMDEIS TN BUSINESS ...ttt bbbttt bbbt bbbttt bbb b e b e e et e 102.08
MEMDETS IN PUDIIC PIACHICE .....c.viieitiiicsee ettt sttt 102.03

CONSULTING SERVICES

N 0] L (=] R RTOROTRRR 101.05
Use of Third-Party Service Provider .........cccccevvvivnienienivnin e 191.224-.225; 291.023-.024; 391.001-.002

CONTINGENT FEES

Commissions or Referral Fee Arrangements With Nonattest Client........................ 391.049-.050; 591.383-.384
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Definition OF RECEIPL ....veeeeieieiiei et 391.033-.034; 591.367-.368

T 110 =TSSP 302.02
INVESTMENT AUVISOIY SEIVICES ....veiiiiiiieitieie ettt sttt sttt sttt ettt esbeenbeeneenreenteenee e 391.047-.048
Receipt by MemDEI'S SPOUSE.........ecveiierie e seese ettt sae e nnees 391.037-.038; 591.373-.374
(] [=0 o) O] Lo L1 o TSR SP PSR 302.01
I 0101 [T 2SS 302.01-.02
COOPERATIVE ARRANGEMENTS
Definition and EXAMPIES .......ocurie et et e st e re e re e neenne e 101.14
[0 (e oLt a0 [ g ol STR TP RSTURRR 101.14
COOPERATIVES—See Common Interest Realty Association
COUNCIL OF INSTITUTE
DT 1] T LU0 PP PRSPPI 92.05
COVERED MEMBERS
AILErNAtiVe PraCtiCe STIUCTUIES ........oiuiiiiiiiieieie ettt bbbttt bbbttt 505.04
Applicability of Code of Professional CONAUCT.............ooiiiiiiiiiiie e 91.02
Applicability of INdependenCe RUIES..........cov i reenes 101.02
D] a1 o] o PSSP RPRUPSRTRS 92.06
FaMIlY REIALIONSNIPS ....vviuiiiiieite ettt e te et et esbe e e ese e teesteeneesaeeneesreenreeneeaneenneens 101.02
FINaNCial REIALIONSNIPS ..ottt et r e be et ane e e e 101.02
Honorary Directorships of Not-for-Profit Organizations ............cccceveiieiiieie e 101.06
Independence, FaCtOrS ATTECTING .....ocvi it b et r et enes 101.08
Litigation With Client, Security Holders, or Other Third Party Litigation ..........c.cccccecevveveiinnineie e, 101.08
Loans From Financial INStItUtION CHENTS ...........ooiiiiiiiiieee e 101.07
Modified Definition for Certain Attestation ENQagemMENtS.........c.oivevueiieiieiesie e e e esie e 101.13
Participation in Health and Welfare Plan of CHent ... 191.214-.215
Property Leased t0 Or FFOM @ CHENL.........ccceiiiiiiiece ettt snee e 191.182-.183
Rules of Conduct Applied to Members Owning a Separate BUSINESS..........ccccoveiverieiieiieie e, 505.03
CREDIT UNIONS
Members Joining Client Credit UNION...........cooooiieieiiciicie e 191.150-.151
D
DATA PROCESSING
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Disclosure of Information From Previous ENgagement ...........cocooerieiienenin e 391.029-.030

Member OWNING SEPArate BUSINESS ........ccuiiieieiieiieeiesie e e ste st e se e eeste e ae s e teesaesseesseeseesreesreeneesseenseens 505.03
SUDCONEIACTON SEIECTION ...ttt r et sbeebesreers 291.015-.016
SUPEIVISION OF SPECIALISTS ....c.vveviiiie e e e e e re e e e e saeeeeereenrs 291.017-.018
Use of Third-Party Service Provider .........cccccoovvinieninniie e 191.224-.225; 291.023-.024; 391.001-.002

DEPARTURES FROM ESTABLISHED PRINCIPLES

DBEEIMINING ..ttt ettt b e bt e e b e b e et e ebe e nb e e st e e Rt e bt e s e e e b e e b e enbeeb e e nbeenbeebeenbeenbenneenae e 203.03
AN C Al S A O MIENTS ..ottt ettt e e e et e e e ettt e e e e e e e e et eeeeeeeeae e eeeeeneans 203.01-.02; 203.05
(CToXY LT gl L= a1 - LN E (o [ S 501.04; 501.06

DESIGNATION OF FIRM

ATCPA IMIBIMDEBIS ..ottt ettt e e e et e e e e e e e e e e e e e e e e e e e aesese e e seeeeeseeenennnenenennnnnnnnnnnn e 505.01

0T LT R TS AT A= 111 591.289-.290

INONECPA PAITNEES ..ottt e et e e ettt eeeeee et ee e e e seeeeeeee e st s seeeseeesssannsseeeaeeennnnnnnns 591.379-.380

Personal Financial Specialist DeSIgNatioN .........c.cccveiiiieiierese e sne e 591.365-.366
DILIGENCE

(O =1 (o1 (= ) 03T 56.04

DUE PrOTESSIONAI CAIE ..ottt e e e e e e e e s e s s e e s e e e s e e e e e s s e mesnnesemnnnsennnnnnns 56.04
DISCLOSURE

COMMUSSIONS OF RETEITAl FFOOS ..o e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e nennns 503.01

Confidential Client Information—See Confidential Client Information

(00 o] 1 [Tod ts3 o) (T =T SRRSO 102.03; 102.08

CPA Examination QUESLIONS AN ANSWELS .......cveeiuieiiieitieeireeiteeeiteesteesteesseesreesseesseeessasssseessessssesssessssesnes 501.07

GovernmMeNtal REQUITEMENTS ......cc.ioiiiieiieitieie ettt sttt et e sae e te et e b e be et e sbeenbeesbesbeesbeeneesreas 501.06
DISCRIMINATION

EMPIOYMENT PIACLICES ......viitietieie ettt ettt sttt nb et be et e e st e e bt e s beenteebeenbeenbeaneenae e 501.03

DISPUTES WITH CLIENTS

Disclosure of Confidential Information in Legal or Alternative Resolution Proceedings ............. 391.045-.046
Irregularities IN TaX RETUMN........oii bbb 391.005-.006
Use Of ADR TECNNIGUES ........ccuieiiiie ettt sne s 191.190-.193; 391.045-.046

DUE PROFESSIONAL CARE
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A G I ISTICS ..o 56.01-.05

(001101 0]=] (<] o[0T PP OUPPOPRPTPIN 56.01-.03
D] [0 g Lo SU USRS 56.04
o VT T T a0 T U0 BT T 1= Y 1] o o SRS 56.05
(] (=) O] To L1 o ST STTRSU PSP 201.01
I T Lo U B o [0 o%: La o] o PSS 56.02
E
EDUCATIONAL SERVICES
AAVETTISING IMALEITAL ... ...eeieieie ettt e e et e e e e s reete e s e steeeenreenrs 591.065-.066
EXAIMPIES ...ttt bbb bt b et R e bt bRt e Ee R b e Rt e bt e R be Rt e nEe et aneenae e 102.06
Integrity and ODJeCtiVity OF MEMDET ..........oiiiie et enes 102.06
EDUCATORS
Integrity and ODJeCtiVity OF MEMDET ..........ooieeie e nreenes 102.06

EMPLOYEE BENEFIT PLANS

Member Participation in Health and Welfare Plan of Client..........ccccovvveviiii e, 191.214-.215
Spouse Participation in Retirement, Savings, or Similar Plan Sponsored by, or That Invests in Client....101.02

EMPLOYEES
Financial Services Managed DY CHENt ..........ooiiii e 191.081-.082
Independence With Respect to Alternative Practice StrUCTUIES ..........ccevveieiieeiierie e 101.16
Member Participation in Health and Welfare Plan of CHent..........coooieiiiiiiicie 191.214-.215
Obligation to Employer's External ACCOUNTANT ...........ccoueiiiieieeiesie e eesnees 102.04
Preparation and Transmittal of Financial Statements to Third Parties.........c.ccccceevvevieeiieeiee i, 291.019-.020
Responsibility for Preparation of Financial Statements ...........cccovveieieiicie e 203.05

Spouse Participation in Retirement, Savings, or Similar Plan Sponsored by, or That Invests in Client....101.02

SUbOrdination OF JUAGMENT.........ooiie e e e et esreente et esreesaeeneenneas 102.05

SUPEIVISION OF SPECIAIISES ....c.veeiiiiie ettt sb e e es 291.017-.018
EMPLOYERS

Definition, @S USEd 1N CHENT.......o.iiiiiiiiee bbbt 92.03
EMPLOYMENT

Discrimination in EMPIOYMENT.........ooiiiiieee ettt nae e 501.03
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Harassment in EMPIOYMENT .........oiiiiiee ettt re et et neenae e 501.03

ENGAGEMENT LETTERS

Inclusion of INdeMNITICAtION ClAUSE.........cc.oiiiiieiiee e 191.188-.189
ENTERTAINMENT

TO OF FIOM CHIBNT ...ttt et et e et r e sbeebesreenes 191.226-.229
ESTATES

Gifts or Entertainment to or FromM CHENt...........ooo i s 191.226-.229

EXPERT WITNESS SERVICES—See Forensic Accounting Services

F
FACULTY MEMBERS
AAVErTISING IMALEITAL ... ...eeiieeie et e e et e e re e reeteeneenneeeeereenrs 591.065-.066
FAMILY RELATIONSHIPS
ClOSE REIALIVES ...ttt bbb bbb b e b et e bbbt et e 92.04; 101.02
EFfECt ON INUEPENUEBICE ...ttt b et b et et e s bt e b e e st e sreenbeenbeaneenae e 101.02
Member Participation in Health and Welfare Plan of Client..........ccccoovveviieiece s, 191.214-.215
Receipt of Contingent Fees or Commissions by Member's Spouse ............c.ccccueuee. 391.037-.038; 591.373-.374
SIGNITICANT INFIUBNCE ...ttt e st e e e re e beeseesseenteenaeaneenneens 92.27

Spouse Participation in Retirement, Savings, or Similar Plan Sponsored by, or That Invests in Client....101.02
FEASIBILITY STUDIES
Confidential Information From NONCHENT............coiiiiiiiiie e e 391.027-.028

FEDERAL ACCOUNTING STANDARDS ADVISORY BOARD (FASAB)

Authority Over Federal Government Entities Pursuant to Rule 203 ..., 203.03
Body Designated to EStabliSh PrINCIPIES .......eoviiiiiice et 203.03
FEES
Billing fOr SUDCONIIACLON'S SEIVICES ....ecvveiiieiieeie ettt sttt ste e e e e sae e e e 591.371-.372
LO00] 0111310 =T o | PR R TR UPPRTSPN 302.01-.02
RETEITAL ... h ettt b e bbbt bRt e s et et et bbbt bt et e 503.01
Response to Requests by CHENtS fOr RECOIS .........cviiiiiiiiiieiie e 501.02
6T 0 1o ST 191.103-.104
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FINANCIAL ACCOUNTING STANDARDS BOARD (FASB)

Body Designated to EStabliSh PrINCIPIES ......c.eoviiieiiee et 203.03
Status of Codification, Statements, and Interpretations Under Rule 203 ..., 203.03

FINANCIAL ACCOUNTING STANDARDS BOARD (FASB) ACCOUNTING STANDARDS
CODIFICATION (ASC)

SEATUS UNGEE RUIE 203 ...ttt ettt et e e e e e e e e ettt e e e e e e e et eeeeeeee e e e eeeeeeeeannnneeeees 203.03

FINANCIAL INSTITUTIONS

Credit Card Balances and Overdraft RESEIVE ACCOUNTS........c.oiuiriiririeiiisisiseeee et 101.07
=] a1 o] o PSP UTUR PSSR 92.08
Grandfathered and Other Permitted LOANS ..........cieiiiiriiieieiiesie sttt bbb 101.07
Member as Bank DIFECLON .........cccuiiiiiieieiie et 191.170-.171; 391.035-.036
Member's Depository RelatioNShiP........c.oiieiiii i 191.140-.141
SErvICING MEMDEI'S LOAN ....c.veiiiiiie ittt ettt e e sr et e nbeeeenreens 191.134-.135

FINANCIAL INTEREST

Common Interest Realty ASSOCIAtION SEIVICES.......ueiiiiiiieiieie ettt 191.061-.062
CONTHICES OF INTEIEST ... bbbt b et bbb e bt b ne et e e e 102.03
FaMily REIATIONSNIPS ... .eoueiiiiiitiee ettt b et b et et b e et e et e sreenbeenbesneenae e 101.02
FInanCial ReIAtIONSNIPS ... .cciiiiee e et e et eesaesreesteenaeaneenneens 101.17
IMpairment Of INAEPENAEBINCE .......cc.eiiiee ettt se e be e beeneesre et enes 101.01
Member Participation in Health and Welfare Plan of Client...........ccccoovveiiiciiece s 191.214-.215
Spouse Participation in Retirement, Savings, or Similar Plan Sponsored by, or That Invests in Client....101.02
Stockholder in SOCIAL ClUD .......ooviiiiiiicee e 191.033-.034

FINANCIAL RELATIONSHIPS

D] 1] T4 [0 ST PRSPPI 101.17
Financial Interests, Direct, Indirect, Unsolicited, Beneficially OWned ............ccooeviiiiinniinneeic e, 101.17
Limited Liability COMPANIES .....ccuiiieiieiecie st ee e et e et ettt e te et e sse e teesseeneessaenaesreesteeneeaneenneens 101.17
IMIUBUBE FUNGS ... bbbt bbbkt b bt st e et e bbb et et e e neene et e e 101.17
Retirement, Savings, COMPENSAtION PIANS ..........ccuiiiiiieiieiieie et nae e 101.17
SECHION 529 PLANS ...ttt ettt bbbt b e st e Rt e ettt b e bR e b e ne et nas 101.17
TTUSE INVESTMENTS. ...ttt ettt e bt e e b e e et e e e ab et e s sttt e sabe e e e st e e e bb e e e be e e e neeeennns 101.17
e L= 6] 0T oL PSPPSRSO 101.17
FINANCIAL STATEMENTS
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ACCOUNTING PIINCIPIES ...t nreas 203.01-.02; 203.05

D7 1] T4 (o] PP PRURPRRPRPIN 92.09
Departures From Established PrinCIPIES.........couiiiiiiiieiiee e 203.01-.02; 203.05
KNOWING MiISTEPIESENTALION. ... ..c.viiiieiieie ettt et te et este et e s s e teesaesneesseenaesseesreeneeaneenneens 102.02
NEGIIGENCE 1N PrEPAIAtION. .....oiviiiiiiie ittt sttt b e b et e st et e e s b e sbeesbeeneesreesbeeneesneenae e 501.05
Preparation and Transmittal t0 Third PartieS...........cccoveiiieiiiii i 291.019-.020
Representation Regarding GAAP CONFOIMILY .......cciiiiiiiiiieieiie et 203.05
FIRM
D] g o] o ST ORISR 92.10; 101.14
FIRM NAME
Designation @S AICPA IMEBMDET .......ccuiiiiieiiee ettt et e be e b e bt e sbeenbeaseenae e 505.01
FOrmMer PArtner's INAIME ........cc.oiiiieiieiieei et 591.289-.290
Partnerships With NON-CPAS ........ooiii e et sb et sre et sbe e b 591.379-.380
PAST OWVNETS ...ttt R et et e R e e e e R e et e e R et e R e e e Rt e e e e Rt e n e e nnn e e n e nnn e s 505.01
U] (=) O] T L1 o TSR SU PSR 505.01

FORENSIC ACCOUNTING SERVICES

D] o o] o PSSP PR 101.05
EXPEIT WITNESS SEIVICES ...eevveteeiieeiie it et s tteste et te et e ta e e st e ste e e e e s e sbeestease e teesteaseesseaneeaneenteeneeaneenneens 101.05
INVESTIGALIVE SEIVICES ...cuviiiee ettt sttt sttt b ettt sttt b e b e se e b e bt e s b e b e e b e e se e eb e e beeneeebe et e eneenbeenteenes 101.05
LITIgALION SEIVICES ....veeieete ettt ettt et e et e s te et e e s e ste e st e e Re e beeneease e teenteeseesseeneenreenreeneeaneenneens 101.05
Performance Of NONAIEST SEIVICES. .......cui it sttt et beesbeeneenneas 101.05

FORM OF ORGANIZATION

AIErnative PraCtiCe STIUCLUIES ........coviiieiiiie ettt sttt sr e e enes 101.16; 505.04
COOPEIAtIVE ATTANGEMENTS ....viivieitreieeieeeteesteeseesteesteeseeste e teaseesteesteaseesseesseaseesseeseeaseesseassesseesseasseasenssennsensens 101.14
Designation of Firm as AICPA MEMDEIS........c.oiiiii e 505.01
Nonproprietary Partner TItIe..........oovo i sre e 591.273-.274
Ownership of Separate BUSINESS.........ccviiiiiieie et sae et 505.03; 591.275-.276
Partnerships With NON-CPAS ........ccciiiiieieie et snees 591.271-.272; 591.379-.380
PASE OWVNETS ...tttk h et e b e e e s bt e e R e e e Rt e e b e e e ab e e e he e e s bt e e be e e b e e nhe e e beeann e e neennneenns 505.01
U] (= 0] T [F o USRS 505.01

FUND-RAISING ORGANIZATIONS
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Member 0n Board Of DireCIOIS ....eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee 191.027-.028; 191.128-.129; 191.186-.187

GENERAL STANDARDS
RUIE OF CONUUCT ...ttt e et e e e e s e e e e et e s e e e e s e s e nennnesemnnnnnnnns 201.01

GENERALLY ACCEPTED ACCOUNTING PRINCIPLES

DBPAITUIES ...ttt b e e e e e s et e n b e n e nb e e nr e e nre e 203.01-.03; 203.05

Designation of Bodies to EStablish PriNCIPIES.........cveiiiiiiiee e 203.03

Pronouncements EStabIiSNING ........oouoiiiii s 203.03

Representation Regarding Conformity of Financial Statements ...........cccccevviienieeie e, 203.05

(] (=) O] 1o L1 o P STURSP PSR 203.01
GIFTS

TO OF FIOM CHIBNT ... ettt b et et st e et st e sbeebesneenrs 191.226-.229

GOVERNMENTAL ACCOUNTING STANDARDS BOARD

Body Designated to EStabliSh PrINCIPIES ........ooviiiiiiiieiee e 203.03

Status of Statements and Interpretations Under RUle 203 ..........coiieiieie i 203.03
GOVERNMENTAL AGENCIES

FEes Based ON FINAINGS .....oiviiieieiie ettt et et e s et e e esneesteeseesseesaeansesreenneenee e 302.01-.02

Member 0N CitiZeNn's COMIMITIEE .........oiuiiiiiiiie ettt sb e sreenre e 191.039-.040

GOVERNMENTAL REPORTING ENTITY

F N (o o] gl [T (=] 01T g (=] o o RSOOSR 101.12
Failure to FOIIOW REQUITEIMENTS .......cviiieiieeie ettt et e e ae e sreeneenes 501.04; 501.06
H
HARASSMENT
EMPIOYMENT PTACLICES ....uviiviiiiieiicie ettt ettt et et et e et e ste et eene e teasteeneesaeenaeareenteeneeaneenneens 501.03

HEALTH AND WELFARE PLANS
Member Participation in Health and Welfare Plan of Client...........ccccoovveviie e, 191.214-.215
HOLDING OUT

(D L] 1411 T0] | TR ORI 92.11
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HOMEOWNERS ASSOCIATIONS—See Common Interest Realty Association

|
INDEPENDENCE
Actions Permitted Upon IMPairMENt..........coouoiiiiiiiiiieeie e 191.200-.201
y a0 VAo A = 10T 1o I O T o | SRS 191.144-.145
AdVISOrY SErVICES T0 CHEBNT .....eiiiiiiieie et sb e nre e e 191.015-.016
AILErNative PraCtiCe STIUCTUIES ......c.ooviiiiiiiiieieie et bbbt 101.16; 505.04
Applicability 0f Code Of CONUUCT...........ooiiiiiee et sbe e nreas 91.02
Application to All Partners and Professional EMPIOYEES..........ccoviieiieii i 101.02
ATESTAtION ENQAGEMENTS ...ttt sttt e st e b e e b e e sb e sb e e beeseesbeenbeenbeebeenbeeneesreenne e 101.13
Broad Categories Of IMPAITMENT...........ccviiiiiee e e s re e e e e sreenaesseenneens 101.02
Campaign Organization TIEASUIET .........ccueieerueeiesieesieaiesteesteeeesreesteessesseesbeeeesseesbeessesseesseeneesseesees 191.164-.165
(O g L= 1ol LT 1 [ ST P TP PR PRSP 55.01-.04
(08 11T o1 N oo Loy YRS P PSPPSR 102.07
Client Servicing MemDEI'S LOAN ........ccuviieiieiieie et ae et esaeeeenneenns 191.134-.135
Commencement Of ADR ProCEEAINGS .......oiuiiiiieiierieeie sttt es 191.192-.193
Common Interest Realty ASSOCIAtION SEIVICES.......uciiiiieiieieeie e ee s e e sreesae e nns 191.061-.062
COMPENSALION PIANS........eiitieiiee ettt b et e sb e s be et e s be e be e st e sbeenbeasbesbeesbeeneenreas 101.17
Cooperative Arrangements With CHENLS ........c.coveiiie e nnes 101.14
Credit Card Balances and Overdraft RESEIVE ACCOUNTS.........oiieieiieiieiesie e see et siee e e e eee e 101.07
Depository Relationship With Client Financial INStitUtion ...........cccoceiiveveiie e 191.140-.141
Documentation, FAIIUIE 10 PIEPAIE .......cc.oiiiiieie ettt bbbttt et sneenae e 101.02
Employment or Association With AtteSt CHENTS.........c.eiieiieiiiie e 101.04
Examples of Impaired INdependence. ..........oovoiiiiieiiee e s 101.02; 191.220-.221
EXeCUtor REIAtIONSNIPS ...c.viiiciiee e 101.02; 191.220-.221
FaMIly REIATIONSNIPS ... .ottt sttt et b et e et s bt e b e e st e reenbeenbesneenae e 101.02
FINANCTAL TNTEIESTS ...ttt b e b bbbt bbbt st b et e b e e b e e et e e 101.17
FINaNCial ReIALIONSNIPS ... ..ottt r et e et neenae e 101.17
Financial Services Managed DY CHENt ..........ooeiieii e 191.081-.082
FUNO-RAISING ACHIVITIES ..ottt et nreas 191.027-.028; 191.128-.129
Gifts or Entertainment to or From CHENt...........cccooiiiiiiiie e 191.226-.229
Governmental AQVISONY UNITS........couiiiiiiiieiiiie ettt sbe e e es 191.039-.040
Governmental REPOITING ENLITY ......oouiiiiiiece e este e e e aeeneenneas 101.12
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(T Tal0) =1L a T (=10 Il I Y: 1o T 101.07

Honorary Directorships of Not-for-Profit Organizations ............cccccvvvevieiiesiienecic e 101.06; 191.128-.129
INAEMNITICALION AQIEEIMENT ......oiiiii ettt sttt e b e beesbeeseenreenteenee e 191.204-.205
Indemnification Clause in ENgagemMent LELEr ..........cccveivviieiieiecie e 191.188-.189
Investment Advisory Services, Rule 101 ConSIdered ...........ccooceoeieeiinieniieneeiesee e 391.047-.048
JOINt ClOSElY HEld INVESIMENT........eiiiieee ettt esreeteeneesreenaeaneenneens 92.16
Leasing Property t0 OF FrOmM CHENt .........cocooiiii e 191.182-.183
Limited Liability COMPANIES .....ccuiiieiieie ettt e et te et este et e sse e teesseaneesseenaesreesreeneeaneenneens 101.17
(Ao [o o PRSPPSO 101.08
Loans From Financial INStItUtioN CHENT...........cooiiiiiiiiii e 101.07
Loans to/From Entity Connected With Member ..o 191.220-.221
Loans to Partnerships Where Covered Members Are General Partners...........cccocvevevieieeresieesnenesvennnnn, 101.07
Loans to Partnerships Where Covered Members Are Limited Partners..........cccccevvveieivee i v cie e 101.07
Member Joining Client Credit UNION ..........ccvieiiiie e 191.150-.151
Member Participation in Health and Welfare Plan of CHent.........ccoooieiiiiiiice e 191.214-.215
Member Performing Management FUNCLIONS ..........cuiieiieiieieiie e see e e e sre e e e eeeeneenaeens 101.15
Members NOt iN PUBIIC PraCICE .......cc.oiiiiiii ettt sr et nbe e nreas 55.04
Membership in CHeNt Credit UNION ........oovoiie et sne e 191.150-.151
Membership in Trade Association With CHENt ... 191.003-.004
IMIUBUBE FUNDS ... bbbttt bbbt bt bt et et bbbt bt bt ne et n s 101.17
Nonattest Services—See Nonattest Services

Nonindependent Firm 0N ENQAgEMENT ........ccviieiieie et sae e 191.142-.143
Partially SECUIEA LOANS ......ccueiiiiiiiiesie ettt sttt b et se e st e et e st e st e e beeneenbeenbeenbesbeebeeneenreas 101.07
LTS 6] 0T oL SRS PS USSR 101.17
Period of Professional ENQAgEMENT...........ccuiiiiiiieieie ettt b e sb e b sre e e enes 92.24
Predispute Agreement t0 Use ADR TECHNIQUES. .........coueiierieiieiiesie e see e seeseesie e e e snee e 191.190-.191
Preparation and Transmittal of Financial Statements to Third Parties..........c.cccccccveveviveiieiiciiennn, 291.019-.020
L E =T 1= o o -V SR 101.17
Rule 101 Considered When Member Provides Investment Advisory Services ..........ccoceveevvennene. 391.047-.048
U] (= 0] T [F o USRS 101.01
VT T T d U SO SSSURTRS 101.17
SECUION 529 PIANS ... .coiiiieiiet ettt ettt r et e e te e s e s te et eeseesteesaeaseesaeeneenreenteaneeareesteaneenreas 101.17
SIGNITICANT INFIUBNCE ... et e st e e e e st e e teetesaeesteeneeareesreens 92.27

Spouse Participation in Retirement, Savings, or Similar Plan Sponsored by, or That Invests in Client....101.02
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Stockholder IN SOCIAL ClUD ... 191.033-.034

TTUSE INVESTMENTS ...t e e n et s e s se e e n e e e ne e e ennneeneennneennee e 101.17
Trustee RelatiONSNIPS.......eiiie e 101.02; 191.021-.024
Unpaid FEeS/NOES RECEIVADIE .........ccviiieiiee et re e e 191.103-.104
Vacation Home Joint Interest With CHENT..........ccooiiiiiiiee s 191.184-.185

INDEPENDENCE STANDARDS

ACCEPLADIE RISK ...ttt b et bt be b re e e e 100-1.04
Conceptual FrameWOIK FOF ........oiiiiieece et e e esaeeaenneenrs 100-1.01-.26
=] a1 o] 1SR 100-1.06-.21
Documentation PrEPATALION ...........ccueiieiiiieie e ettt se e te e e te e teeae s estaeaeaseessaeaeeseesraenseaneenneens 100-1.02
18T [0 410 PO STTRT 100-1.01-.26
RISK-BaSed APPIOACH .......viiiieiece ettt ettt ae e reenre e e 100-1.01-.26
RISK-Based APPIrOaCH, STEPS. .....cuiiieiiiiiiieiti ettt sttt st et st eebeeseesbeeneesreenae e 100-1.05
(O FToTorcT o] =1 o] L ]SSPSR 100-1.01

Use of Framework to Overcome Prohibitions or Requirements in Independence Interpretations and Rulings100-1.03
INDIVIDUAL IN A POSITION TO INFLUENCE AN ATTEST ENGAGEMENT

AAS COVEIEA IMBIMDIBT ...ttt e et e e e e e e e et e e e e e e seseeeeeeneeeeneneeennsenenenennns 92.06
(D L] 1 011K T0] | TR 92.13

INSTITUTE—See American Institute of CPAs

INSURANCE COMPANIES
Financial Services Managed for Member or Member's FirM ... 191.081-.082

INTEGRITY
(08 11T o1 N Ao Tox: Loy YRS PUURRTRPPURTRS 102.07
(000] g ][0 [T 2= 11 o] 1 SRS PR PR PRPR 54.01-.04
Educational Services Performed DY MEMDEK .........cciiiiiiiiie e 102.06
Gifts or Entertainment to or From CHENt...........c.cooiiiiiiiiee e 191.226-.229
Knowing Misrepresentation of Financial Statements............cccooeiieiiic i 102.02
Obligation to Employer's EXternal ACCOUNTANT ............uiiiiiieiieieie e 102.04
Professional RESPONSIDIIILY.........c.iiiiiiiie ettt re et e e e reesre e e e sneenneas 102.04-.05
L] (= 0] T [F o SRS 102.01
SUbOrdination Of JUAGMENL.........coi it e e ste e besreesteeneesreas 102.05
Use of Third-Party SErviCe PrOVITET ..........ccoiiiiiiiiiiiisieeee s 191.224-.225
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INTERNATIONAL ASSOCIATE

Applicability of Code of Professional CONAUCT............cccveiiiieiieic e 91.02
INTERPRETATIONS OF RULES OF CONDUCT

DIETINITION ... h b E et h et R Rt r R n e r e n e 92.15
INVESTIGATIVE SERVICES—See Forensic Accounting Services

INVESTMENT ADVISORY SERVICES

Fee Arrangements With Nonattest CHent..........coov e 391.049-.050; 591.383-.384
Fee Based on Percentage of Client's Investment Portfolio.........ccccovvveveiie e 391.047-.048
Rule 101, CONSIAEratioN OF ........c.oiiiiiiieiieie ettt ste e e 391.047-.048
Rule 301, Professional Responsibility to Clients UNder............ccooviieiieneiiie s 391.047-.048
Rule 302, Member in VIOIation OF ...........ooooiiiiie e 391.047-.050
Rule 503, Member in VIOIAtIoN OF ........coooiiiiiii s 391.047-.050
Professional Responsibility to Clients Under Rule 301.........cccoiieiiiiiiiniiieeecee e 391.047-.048
Provided by Member t0 AteSt CHENT.........coooiiie e 391.047-.048
Provided by Member to Nonattest CHENt ..........cooviiiiiiiiiesee e 391.049-.050; 591.383-.384
INVESTMENTS
AQVISONY SEIVICES ...ttt ettt sttt bbb r e sbe et aneesbeenaesneenne e 391.047-.050; 591.383-.384
Financial Services Managed DY CHENt ...........ooe e 191.081-.082
Joint Closely Held INVESIMENT.........oii et ae e 92.16; 101.02

Spouse Participation in Retirement, Savings, or Similar Plan Sponsored by, or That Invests in Client....101.02

J
JOINT CLOSELY HELD INVESTMENT
Competence in Performance of ENQAgEMENT............ociiiiiieiiee ettt sne e 92.16
JUDGMENT
Competence in Performance of ENQAgEMENT...........cciiiieiiiie et e e e snees 201.02
Conceptual Framework for Independence Standards ............ccooeeeeieenenieiienece e 100-1.01-.26
Gifts or Entertainment to or From CHENT...........cccooiiiiiiiiiee e 191.226-.229
SCOPE 1N NALTUIE OF SEIVICES.....ccueiiiii ettt b et b et e sb e b e e b e e st e sreenbeenee e 57.01-.03
SUDCONTIACTOr SEIECTION ...ttt 291.015-.016
SUDOIAINALION OF ...ttt sttt b e bt st e e e e b e e be et e e beenbeesbesbeesbeeneenreas 102.05
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SUPEIVISION OF SPECIATISES .......eeiiiiie ittt sb e e sreees 291.017-.018

K

KEY POSITION

D] o] o PRSPPSO RPRPSRTRS 92.17

Prohibitions for Immediate Family and Close RelatiVes...........ccoviveiiii e 101.02

L

LAWS

AIErNALIVE PraCtiCe SIIUCLUIES ......ovveiiieiiesicite sttt sttt 101.16; 505.04
LEASES

Member as LesSee OF CHENT..........ccccviiiiiiiee e 191.061-.062; 191.182-.183

MeMDEr 8S LESSO OF CHENT ..ot e b e bt 191.182-.183
LETTERHEADS

JoINt AUdit WIth FOIMEr PArtNerS.........ooiiiieiieiieie et st 591.271-.272

Personal Financial Specialist DeSIgNatioN .........c.cciviiiiiieiieie e sne e 591.365-.366

Transmittal of Financial Statements Prepared by Member to Third Parties...........cccocevevveiiinnne. 291.019-.020
LIENS

Response to Requests by CHENtS fOr RECOIS ........ccviiiiiiiiiieiie e 501.02
LIMITED LIABILITY COMPANIES

FINANCIal REIALIONSNIPS ... ..ottt e b be et sne e e e 101.17
LIMITED PARTNERSHIPS

Loans to Partnerships Where Members Are Limited Partners ..........ccoooeveeiiinneeiesie e 101.07
LITIGATION

Confidential Client INFOrMALION .........ccoiiiiiiii e 391.045-.046

CONTHICES OF INTEIEST ... bbb bbbttt b bt e b bbb e ne et et e 102.03

Consulting Services—See Forensic Accounting Services

EFfECt ON INUEPENUEBICE .. ..ottt sttt e st e e e e s e te e s te e st e steenaeareesteeneeaneenneens 101.08

Services—See Forensic Accounting Services

LOAN AGREEMENTS—See Borrowing Contract
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MANAGEMENT
CONTHICES OF INTEIEST ..ot e e ettt e e e et e e e ettt ee e e e e e e e eeeeeeeeennneeees 102.03; 102.08

MANAGEMENT CONSULTING SERVICES—See Consulting Services

MANAGER
AS COVEIEUA IMIBIMDET ...ttt b ettt e e st e b e e bt e st e sbe et e enbesbeenbeeneenreas 92.06
D7 1] T4 (o] o TR PRSPPI 92.19
MATERIALITY
Independence With Respect to Alternative Practice StrUCTUIES ..........ccvevveieiieeiierie e 101.16
Independence With Respect to Governmental Reporting ENtIties ..........cccoovieiiiii e 101.12

MEMBER OR MEMBER'S FIRM

ACCOUNTING PIINCIPIES ...ttt nreas 203.01-.02; 203.05
Acts Discreditable—See Acts Discreditable
Advertising—See Advertising

AILErnNative PraCtiCe STIUCTUIES ........ocviiiiiiiiiiieie ettt 101.16; 505.04
Billing fOr SUDCONIIACLON'S SEIVICES ....ccuviiiieiiiie ittt bbbt 591.371-.372
(08 11T g AN Yoo Loy Y SO OSSS USSR 102.07
Commissions—See Commissions

Commissions or Referral Fee Arrangements With Nonattest Client........................ 391.049-.050; 591.383-.384
Competence—See Competence

Compliance With STANTAIAS ........cveieeieiieie e ae et e e e nteesaesraesseeneennees 202.01
Confidential Client Information—See Confidential Client Information

CONTIICES OF INTEIEST ... bbb bbbttt e bbb b et e b e b e s et e e e 102.03
Contingent Fees—See Contingent Fees

Cooperative Arrangement With CHENE..........coiiiieicecie st e e neennees 101.14
(0001t =To Y =T 0o o ST 92.06; 101.16
DETINITION ... bbbttt b et e et bbb bt 92.20; 101.16
Departures From Established Accounting PrinCIpIEs ..........ccoovvieiiiiiiinii e 203.01-.02; 203.05
Discrimination and Harassment in EMploymMeNnt PraCtiCes.........c.covveveiieiiereiie e esie e, 501.03
DUE ProfeSSIONEL Care .......oiiiiiieii ettt sttt b et b et et b e b e e st e ereenbeenbeaneenae e 201.01
Failure to File Tax Return or Pay TaX LIiability .........ccccoveiieiiiiiii e 501.08
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Form of Organization or Name—See Form of Organization

Governmental REQUITEMENTS .........oiieiecie et ee e ste et e e ra e teeneesnaenneeneenrens 501.04; 501.06
INAeMNITICALION OF CHENT......cceiiiee e bbb 191.204-.205
Independence—See Independence

Integrity—See Integrity

INVESTMENT AUVISOIY SEIVICES ....vveuviiiieitieieeiiesieesieette e ste e ste e teesae s e e steaseesseesseesaeasaesseaseesseenseeneens 391.047-.050
Knowing Misrepresentation of Financial Statements............ccooiiiiiiieiieiec e 102.02
Litigation WIth CHENT........oiiee ettt et esae e e nneenreenee e 391.045-.046
Loans to/From Entity Connected With Member ..o 191.220-.221
Members Not in Public Practice—See Members Not in Public Practice
Negligence in Financial Statement Preparation...........cccocooieieiieieeie e 501.05
NONAEST SEIVICES 10 CHIBNT. .. .ottt ettt e 101.05
Notes Receivable Arising From Client’s Unpaid FEES .........ccciiiiiiiiiieiiiie e 191.103-.104
Objectivity—See Objectivity
Obligation to Employer's External ACCOUNTANT ..........c.ooiiiiiiiieie e 102.04
Ownership Of Separate BUSINESS.........ccuiiieieerieiie e sie e ste e se e sae e e sre e sneenneens 505.03; 591.275-.276
Planning and Supervision—See Planning and Supervision
Preparation and Transmittal of Financial Statements............ccccooveiiiiiiiese e 291.019-.020
Professional RESPONSIDIITIES .........ciiiiiiieiieiiee ettt s e sbe e b e sreeeeenes 52.01
o] [ Tol o (ot £ [of T O (=] - WP URPS PR 92.25
Referrals—See Referrals
Representation Regarding GAAP CONFOIMILY .......ccviiiiiiiiieie s 203.05
Response to Requests by CHENtS fOr RECOIS .........coiiiiiiiiiieiie e 501.02
Sale Of ProdUCTS 10 CHENTS.........oiiiiiiiieiee it b e bbb 591.369-.370
SUDOrdiNAtion OF JUAGMENT.........i ittt sb e be e beeneesneas 102.05
SUTFICIENT REIBVANT DALA........cviiiiieiiiiciie ettt bbb b ettt re e e e 201.01
B AT (o I T AV AT [Tod LA o] RS 502.06
Use of Third-Party Service Provider .........ccccccovvvivnienenicnie e 191.224-.225; 291.023-.024; 391.001-.002
MEMBERS
ASSOCIALE IMBIMIDET ...ttt ettt e st e s e st e ste e s e e st ebeese e e se e te e s eeeseeteeneenreeteeneeeseenneaneenrees 92.20
D] 1] T LU0 OSSPSR PSRN 92.20
INTErNALIONAT ASSOCIALE ...eeiieviiee et ettt e et e e st e e s e e e e s s bt e e e e s sbb e s e s s sabaaeesssbbaeeessbbaneessares 91.02; 92.20

MEMBERS NOT IN PUBLIC PRACTICE
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Applicability 0f Code Of CONUUCT...........coiiiiiiieee et ae s 91.01-.02

(@ o =Tot LY Y Oo] 05 o (=T - LA o] PSSR 55.04

OWNEIShip OF SEPArAte BUSINESS.....cviiiiiitieiiitie ittt sttt ettt re et b et esbeenbeesbesbeesbeeneesreas 505.03

o] [ Tol o (ot £ (o1 O (=T - WP TP RS PRRT 92.25
MISREPRESENTATION

Educational Services Performed By MEMDET .........ccviie it 102.06

Knowingly False and Misleading Financial Statements............ocovieeririieiiiie e 102.02

MUTUAL FUNDS

FINANCIal REIALIONSNIPS ......eiiiiiiei ettt et r e be et sneenae e 101.17
N
NONATTEST SERVICES
Appraisal, Valuation, and ACLUAIIAL ............ccoiiiiiiii e e ae e 101.05
Benefit Plan AdmMINISIIATION ..........ooiiiiiiiieiee ettt e e 101.05
100 S C=T=T o] [ o ST SP PSR 101.05
(@00 0111110 SO OSSSSRSSR 101.05
(000 g 10 ] 221 (=3 | TV (ol SR P PRSPPSO 101.05
Cumulative EffeCt 0N INAEPENUENCE ......cceeiieie ettt e ae et sraesteesaesraesaeeneesnees 101.05
EXAIMPIES ...ttt bbbt b et R bttt R e R e R b e Rt e bt e s be Rt e nbeeneeaneenae e 101.05
EXecutive or EMPIOYEE SEAICH .........ooviiie ettt nae e 101.05
FOreNSIC ACCOUNTING SEIVICES .....viiviiiieieitieitieieetee it et ee sttt et esbeesbeaseesbeestease e beesbesseesbeanbesreesbeeneeaseenaens 101.05
INFOPMALION SYSTEMS ... ettt et e e et e te e st e s se et e e neenraeteaneeaneeteaneenreennennes 101.05
INEEINAT AUGIT ASSISTANCE ... ettt sttt b et e st e s b e st e e b e e se e s beebeeneeebeebeeneesbeenteenes 101.05
LNV (=T | TP TSP PPRPPR 101.05
NONEAX DISDUISEIMENT .......viitiiitieie ettt ettt st e b e bt et sbe e beesbe s bt e sbeenbesreesbeeneeaneenaeens 101.05
L E T U Fo U0 VA =T o LSS 101.05
Relation t0 INUEPENUEBNCE. ... .oiuiieeiee ettt sttt et r et e s e bt e b e e sbesreesbeeneesneenae e 101.05
TAX SEIVICES. ...ttt ettt b ettt s bbb bbbt b b e Rt e A e et e b e b b e e b e e b e e Rt e R et et e bbb bRt nner s 101.05
NONCLIENTS
Confidential Information From MCS CHENE ........cccoiiiiiiiiiee e 391.027-.028

NORMAL LENDING PROCEDURES, TERMS, AND REQUIREMENTS

(D L] 11011 T0] | TR TR 92.21
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NOT-FOR-PROFIT ORGANIZATIONS

(ol aTo] - LY BT (=T od (o] £ 11 o LTRSS 101.06; 191.128-.129
@)
OBJECTIVITY
(O g L= 1ol LT 1 [ ST PRSP 55.01-.04
(08 11T o1 N Ao Tox: Loy YOS PUURRURPPURPRS 102.07
CONTHICES OF INTEIEST ...ttt bbbt nns 102.03; 102.08
Educational Services Performed DY MEMDEK .........cooiiiiiiiieie e 102.06
Gifts or Entertainment to or From CHENT...........cccooiiiiiiiiiee e 191.226-.229
Knowing Misrepresentation of Financial Statements............cccooiiiiiiie i 102.02
Member as Bank DIFECION ...........cieiiiiiieieierie et 191.170-.171; 391.035-.036
Member as Director of Federated Fund-Raising Organization .............ccocevveiieieninninne e 191.186-.187
Member Providing Other Professional Services for Company Executives.............. 191.198-.199; 391.041-.042
Members NOt iN PUDIIC PraCICE ........c.ooiiiiiiiie ettt sne e nreas 55.04
Obligation to Employer's EXternal ACCOUNTANT ...........ccoueiiiiieiieie e e e eenneas 102.04
Professional RESPONSIDIIITY........ccuiiiiiiiii ittt st ne e b e b 102.04-.05
RUIE OF CONAUCT ...ttt bbbttt b bt sttt e bbbttt b e b e e e e e 102.01
SUDOrdiNAtioN OF JUAGMENT........oi ittt r et e b e be e b e eneenneas 102.05
Use of Third-Party SErviCe PrOVIUET .........ocoiieiieie et 191.224-.225
OFFICE
D7 1] T4 (o] PP PR PRSPPI 92.22
OFFICERS
Independence With Respect to Alternative Practice StrUCTUIES ..........ccevveverieeiierie e 101.16
OPINIONS, AUDITORS'
Departures From EstabliShed PriNCIPIES........c.voiiiiiii et 203.01
Impairment of INAEPENAEINCE ........cui it 191.200-.201
Joint Audit With FOrMEr PArtNers.........ccovieiiiieie st 591.271-.272
P
PARTNERS
D7 1] T LU (0] TPV PRURPRPRPN 92.27
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FOrmer PartNer iN FIrM NAIMIE......ooeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee ettt ettt et e e e e e e et e e e e e e e e e e e e e e e eeeeeeeeeeaeeeees 591.289-.290

Joint Audit With FOrmMEr PArtNers.........ccovieiiiee st 591.271-.272
Member With NON-CPA Partners........cccuveeieerenieseenesee e 591.271-.272; 591.281-.282; 591.379-.380
Nonproprietary Partner TItIe..........oovo it re e 591.273-.274
Preparation and Transmittal of Financial Statements to Third Parties.........c.cccccevvveviieiieeiee i, 291.019-.020
Responsibility FOr NON-CPA PAINer ........ccciiiieiie et rte e e st sae e sae e esneenee e 591.281-.282
Separate Proprietorship PraCliCe.........cooiiiiieiiiiie ettt 591.275-.276

PARTNERS AND PROFESSIONAL EMPLOYEES

Broadly Defined INAePendence RUIES .........ocviii it 101.02
Employment or Association With AtteSt CHENTS.........c.eiieiieiiiie e 101.04
PARTNERSHIPS

FINanCial ReIAtIONSNIPS .....civiiii et e st e e saesreesteeneeaneenaeens 101.17
Former Partner in FIrM NAME.... ..o sre e 591.289-.290
Joint Audit With FOrMEr PArtNers..........coviiioieiene s 591.271-.272
Limited—See Limited Partnerships

Loans to Partnerships Where Covered Members Are General Partners...........cccooveveeieneenesieesnenesvennnnn, 101.07
Loans to Partnerships Where Covered Members Are Limited Partners..........cccccevvvevieiieeie v viie e 101.07
Member With Non-CPA Partners..........ccooceoererenenenenesesieseeneens 591.271-.272; 591.281-.282; 591.379-.380
Nonproprietary PartNer TIHIE..... ..o e 591.273-.274
Partner With SEParate PraCliCe ........c.ccveueiiueiiiieseesieeie e se e teeste e raeste e sraesae e sraesseenaesneenneas 591.275-.276
Responsibility FOr NON-CPA PAITNer ..ottt e 591.281-.282

PERIOD OF THE PROFESSIONAL ENGAGEMENT
DBTINITION .ottt e st e e e e e e e e e e e e e e m e e e s e s s et n e e s e e e e n e st e e st nnnnnnnnnnnnnnnnnnnnnn 92.24

PERSONAL FINANCIAL PLANNING

(0001 i 1o S0 01 (=] 5] S ST P PRSPPSO 102.03
Member Providing Services for Company EXECULIVES..........ccceveveereeiieiienieeienens 191.198-.199; 391.041-.042
Personal Financial Specialist DeSIgNatioN.........c.cccueiiiiiiieieie e 591.365-.366

PLANNED UNIT DEVELOPMENTS—See Common Interest Realty Association
PLANNING AND SUPERVISION
DUE ProfeSSIONGAL CAIE ......eeiiieiieie ettt ettt et e e ase e s teenteeseesaeenteereesteeneesneenneaneenrens 56.05

RUIE OF CONUUCT ...ttt e e e ettt e e e e e e e e ettt eeee e e e e e e eeeeeeeeeeaennneenaeeeeans 201.01
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POLITICAL CAMPAIGNS

Member as CamPAIGN TIEASUIET .......ccueeveieerteeeeseesteeseesseesaeaseesteessesseesseessesseesseessesseesseessessessseesens 191.164-.165
PRACTICE-MONITORING PROGRAMS

AIernative PraCtiCe SIIUCTUIES ......cvoviiiiiieistesi e 101.16; 505.04

PUBLIC PRACTICE

AILErnative PraCtiCe STIUCTUIES ........ooviiiiiiieiieeeie ettt bbbt 101.16; 505.04
D] oo o PSP UTURRPRPRRTRS 92.25
NONAEST SEIVICES 10 CHIBNT. .. .ottt bbbt e e 101.05
Ownership Of Separate BUSINESS........cccuiiiriieiiiie ettt 505.03; 591.275-.276
Principles of Professional CONUUCT............cueiiiiiiieis e nas 51.01-.02
Professional RESPONSIDIITIES .........ocuiiiiii ettt et b e e ae s sbeeeeenes 52.01
Responsibility FOr NON-CPA PAINer ........cccoiiieiieee e ceeris st sae et sse e sneesneenee e 591.281-.282
PROFESSIONAL SERVICES
AILErNative PraCtiCe STIUCTUIES .......oivi ittt 101.16; 505.04
Applicability 0f Code Of CONUUCT...........ooiiiiiiieee e et ne s 91.01-.02
(08 11T gL AN Yoo Loy YOO PSSR 102.07
CHENES DY TRIFA PAITIES ...ttt ettt st et be et e b e e nbe e st e s beenbeeneenreas 502.06
(00110101 (<] o[0T ST PSP PPR 201.01-.02
Compliance WIth STANTAIAS .......coveieiieie ettt re et sb e beesbeeneenneas 202.01
Confidential INTOrMATION .......ccoiiiiiiie bbb 391.011-.012
(O00] 1 i 103 S0 1 101 (=] 5] SRRSO PRURRTRN 102.03; 102.08
CONTINGENT FEES ...iiieiieie sttt s e e et e s be e e e se e teesteese e beesaeaseenseenteaseenaeaneesreenseaneeaneenneas 302.01-.02
(D =Tod Lo [ oo I (o JN =T o (o] 1 PSR PR 191.221
D7 1] T4 (o] o PP TR PRSPPI 92.26
DUE ProfeSSIONEL Care .......oiiieeieii ettt b et b et et s bt et e et e sreesbeenbesneenae e 201.01
EAUCALIONAI SEIVICES.......eiiiiiieiete ettt bbbttt b e ettt bbb e bt b e e ne et e 102.06
GENEIAL STANUAITS ...ttt bbbt b e bt e b e s et e b et e st e e beebesbe e b e eneeneeneeneas 201.01
Governmental REQUITEMENTS .......cviiieieiie et ste e e e teeneesseeneeaneenrens 501.04; 501.06
Indemnification Agreement as Condition for Performance...........c.ccccevvveveiieiecic s, 191.204-.205
INVESTMENT AUVISOIY SEIVICES ....veivieieieiieie et sie st ie et te e sneesre e sneenee e 391.047-.050; 591.383-.384
Joint Audit With FOrmMEr PArtNers.........ccovieeiiieieie et 591.271-.272
Loans to/From Entity Connected With MEmMDbEr ...........ccoiiiiiiii s 191.220-.221
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Member Providing Other Services for Company EXeCUtiVES...........ccccoverieeiiaennnnnn 191.198-.199; 391.041-.042

Membership in CHeNt Credit UNTON ........ooveiie et sne e 191.150-.151
Nonattest Services—See Nonattest Services

Ownership Of Separate BUSINESS.........ccuiiieieerieiie et sie e ste e se e e sre e sneeneeens 505.03; 591.275-.276
Period of Professional ENQAgEMENT ...ttt ettt sb e b sre e e enes 92.24
Planning and SUPEIVISION .......ccuveiiiieiieie et e e eesta et ste e et esta e e e seesteesteasaessaeaeaneesseenseaneeasensseaneenrens 201.01
Referral of Products 10 CHENES.......c.oiiiiieiee et 591.375-.376
Yoo L= Lo B AN (- SRS 57.01-.03
Subcontractor's Services, BilliNgs t0 CHENTS ........covoiiiiiiiee s 591.371-.372
SUbOrdination OF JUAGMENL.........coiiece ettt esreente et e s reesaeeneenrees 102.05
SUFFICIENT REIEVANT DIALA......c.eiiiieitieieiie sttt sttt be et e b e e nbe e st e beenbeeneenreas 201.01
Unpaid FeeS/NOteS RECEIVADIE ........ccuiiieiieice et re e e 191.103-.104
Use of Third-Party Service Provider .........cccccovvvenieninniin e 191.224-.225; 291.023-.024; 391.001-.002

PROMOTERS
Independence With Respect to Alternative Practice StrUCTUIES .........cccoevuiiiiiiiniiiie e 101.16

PURCHASE/SALE OF PRACTICE

Confidential CHENt INFOrMELTON.........ooiiiie e 301.04
R

RECEIVABLES

Notes Receivable/UNPaid FEES ........ociiiiiiiii et 191.103-.104
RECORDS

Requests From CHEeNt's REPIeSENTALIVE ..........couiiiiiiiieiieii e 591.377-.378
REFERRALS

Independence With Respect to Alternative Practice StrUCTUIES .........ccoevviiiiieeriiiie e e 101.16

PrOTUCES T0 CHEINTS ...ttt ettt 591.375-.376

RUIE OF CONAUCT ... bbb bbbttt b e bbbt n s 503.01
REGULATIONS

AIErnative PraCtiCe STIUCLUIES .........ooviiiiieiiiii it 101.16; 505.04

RELATIONSHIP WITH CLIENTS

F N =Tod T o o 0TSSP 191.190-.193
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AUVISONY SEBIVICES ...ttt sttt ettt et e bt s e sbe e beesb e e be e beesbeebe e nbe e st e abeenbeenbenbeenbeenee e 191.015-.016

Confidential Information From NONCHENT ..ot 391.027-.028
COOPEIALIVE ATTANGEMENTS ...ttt iteeieeiiestee st ste e et este e beaseesbeesbesseesbeasbesseesbeesaeaseesbeasbesbeesbeesbeabeesbeaneenseas 101.14
Disclosure of Information From Previous ENgagement ...........ccceveiieneenesie e 391.029-.030
Independence With Respect to Alternative Practice StrUCTUIES ...........covvrieiiiniiiie e 101.16
Loan to/From Entity Connected With MembEr ..........ccooveiiiii i 191.220-.221
Member Participation in Health and Welfare Plan of CHent..........ccoooiiiiiiiiienee 191.214-.215
Member Preparation and Transmittal of Financial Statements to Third Parties..............ccccccevenene. 291.019-.020
Member's Depository Relationship With Client Financial InStitution .............ccoccevveiiiiinieennne 191.140-.141
INONATTEST SEIVICES. ...ttt bbbkt b et b e bbbt bt bt e s et et et b e e bt et e e bt e b e ne et e e 101.05
Response t0 REQUESES TOr RECOITS. .......cuiiiiiieii ittt et ne e e 501.02
Retirement Fund Managed for Member or Member's FIrm .........ccooevieieiiecieece e 191.081-.082
SErviCiNg MEMDEI'S LOAN .......eiiiiiieiiieieetie ettt e et e et e b e benreens 191.134-.135

Spouse Participation in Retirement, Savings, or Similar Plan Sponsored by, or That Invests in Client ...101.02
REPORTS
Partnership With NON-CPA ...ttt nnes 591.271-.272; 591.379-.380

REPORTS, AUDITORS'

Impairment of INAEPENAEINCE ........cviiieiee et b e e nreenaeenee e 191.200-.201
JoINt AUdit WiIth FOIMEr PArtNerS.........oo it 591.271-.272
Unpaid FEeS/NOES RECEIVADIE .........coveiiiiieii ettt re e e 191.103-.104

REQUESTS FOR RECORDS

Response t0 REQUESES DY CHIENTS ......ccvieieiie ettt e e e naenae e 501.02
RESOLUTIONS OF COUNCIL

FASB Designated to EStablish PriNCIPIES........c.viiiiiie e 203.03

GASB Designated to EStabliSh PrINCIPIES ........oiiiiiiieiiee e 203.03

RESPONSIBILITIES TO CLIENTS

Competitive INTOrMALION. ..ot et te e ae e ns 391.011-.012
Confidential Client Information...............ccccvvvvennnee. 191.198-.199; 301.01; 301.04; 391.029-.030; 391.041-.042
DiSCIOSUIE OF CHIENT'S INAME ..ottt bbbt be bbb ereens 391.013-.014
Disclosure of Confidential Information to Professional Liability Insurance Carrier .............c........ 391.039-.040
IrreguIarities iN TAX REIUIN.......ooiii ettt ta e te e e reenre e e e 391.005-.006
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SUDCONEIACTON SEIBCTION ...ttt ettt e st e eesreers 291.015-.016
Trade Association Request for Client INFOrmation............ccoooeivive i 391.003-.004

RESPONSIBILITIES TO COLLEAGUES

INON=CPAS ...ttt bbbttt b bbbt bt h e e Rt et e b e bt bbbt e bt e Rt e R e e b et bbbttt neenes 591.281-.282
Principles of Professional CONUUCT...........coiiiiiiiiie e et e 52.01

RESPONSIBILITIES TO PUBLIC

AIErnative PraCtiCe STIUCLUIES ........coviiiiiiiie ettt nre e enes 101.16; 505.04
D7 1] 0T LU [0 o PSP PTTP TSP 53.01-.04
False or Misleading AGVEITISING.......ccuoiiiieiiei ettt e st e e saesreesreeneesneenae e 502.03
Principles of Professional CONAUCT............ccoiieiiiieiiee e 52.01; 53.01-.04

RETIREMENT PLANS

FINanCial ReIAtIONSNIPS ......ciiiieee e e et e e teeaesreesteenaeaneenaeens 101.17
MaNAGE DY CHIBNT......oeie ettt a et neesre e te et e 191.081-.082
Spouse Participation in Retirement, Savings, or Similar Plan Sponsored by, or That Invests in, Client...101.02

REVIEW ENGAGEMENT
ComMISSIONS OF RETEITAI FEES ......uiiiiiiii ettt e s ae et e sreeste et e s reesteaneenreas 503.01
Compliance WIth STANTAIAS .......coveeiieeie ettt sre et sa e be e beeneesreas 202.01
CONTINGENT FEES ...iiieieetie ettt e te et e s e s te e et es e e s teestees e e s teeseeeseenteeneeaseesaeeneenseenseaneeasenseaneennes 302.01

RISK-BASED APPROACH—See Independence Standards

S
SAFEGUARDS
(08 1T o] 4 1=K PSSO P SRR 100-1.01-.22
D7 1T 0T LU [0 o TSRO P VPP PRURPRRRPN 100-1.20
o T o Y= TSRS 100-1.21
Examples Created by the Profession, Legislation, or Regulation.............cccoccoviveveniiiieinsce e, 100-1.24
Examples Implemented by the AtteSt CHENT ..........ooiiiiiiei e 100-1.25
Examples Implemented DY the FIrM ..o 100-1.26
SAVINGS PLANS
FINaNCial ReIAtIONSNIPS ......cciiiiei e e st e teeaesre e teenaeaneenneens 101.17

Spouse Participation in Retirement, Savings, or Similar Plan Sponsored by, or That Invests in Client....101.02
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SECTION 529 PLANS
FINaNCial ReIAtIONSNIPS ... .iiviiiei et e s teeaesreenteenaeaneenaeens 101.17
SIGNIFICANT INFLUENCE

(D L] 1011 A T0] | TR TR 92.27

EFfeCt 0N INAEPENUEBNCE ..ottt sttt b e b sre e enes 101.02; 101.16
SOCIAL CLUBS

MEMDET AS STOCKNOIURT ...ttt ettt e et e e et et e e e e e e e e e e e e e e e aeeeaeeeees 191.033-.034

SOLICITATION—See Advertising

SPECIALIZATION
SUDCONTTACTOT SEIBCTION ...eeeeeeee oottt e e e e e e ettt e e e e e e e e e e e e eeeeenaeeeeeees 291.015-.016
SUPEIVISION OF SPECIAIISES .......eeiiiiie et sb e es 291.017-.018

SPOUSE OF MEMBER

Participation in Retirement,Savings, or Similar Plan Sponsored by, or That Invests in, Client ................ 101.02
Receipt of Contingent Fees or Commissions From Attest Client..............cccccvevvennen. 391.037-.038; 591.373-.374

STAFF MEMBERS

(00110101 (<] o[0T TSP PPROPROUPROPPN 201.02
SUPEIVISION OF SPECIAIISES .....c..eiviiiie ettt rs 291.017-.018

STATEMENTS ON STANDARDS FOR ATTESTATION ENGAGEMENTS—See Attestation Engage-
ments

STOCKHOLDERS/OWNERS
Common Interest Realty ASSOCIAtION SEIVICES.......uoiiiiiiieiiiie ettt 191.061-.062
Form of Organization and NAIME ..........ceiieiiee e e et e e aesre e reenaeaneesaeens 505.01
Member, as Principle Shareholder, Connected With Entity Having Loan to/From a Client .......... 191.220-.221
PaSt OWNETS, USE OF NAIMIES.........eiiiiiiiiiitiie ettt ettt bbb e 505.01
Preparation and Transmittal of Financial Statements to Third PartieS.........c.cccccevvvevieiieeiie i, 291.019-.020
SUBCONTRACTORS
Management Consulting Services ENgagemMentS...........cocveiviieieeneiiie st 291.015-.016
SUBORDINATION
B [UTo [0 4 LT oL (T O 11 1T £ SR 102.06
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SUCCESSOR ACCOUNTANT

TaX RELUIN IrTEQUIAITTIES . .....veeve ettt ettt e e s reeteeneesneeaenneenrs 391.005-.006
SUPERVISION
YO Lo ol T 1] SRR 291.017-.018
T
TAX SERVICES
Compliance With STANTAIAS ........cveieeieiieie e e st et e sreenteestesreesreeneesrees 202.01
CONTINGENT FEES ...ttt sttt ettt et e st e e st e s b e b e e st e e bt e et e e st e e beenbeeneesbeenbeaneesseebeas 302.01-.02
D] 1] 0T LU ST URPRUR PP 101.05
Disclosure of Joint Tax INFOrMatioN ..........ccooiiiiiieieiie e 391.031-.032
Engagement INVOIVING CHENE AGQVOCACY .........ccvviieiiiiie ettt ste e s e nae e 102.07
Failure to File Tax Return or Pay TaxX LIaDIItY ........cccccoiiiiiiiiiie e 501.08
INfOrmation t0 SUCCESSOr ACCOUNTANT........cvirieiiitertisiesiisee ettt bbb eneas 391.005-.006
Member Providing Services for Company EXECULIVES..........cccoeveiieieiieniieniinienens 191.198-.199; 391.041-.042
Performance Of NONALIEST SEIVICES........iiiiiiiieieie ettt ettt sttt ne et 101.05
Use of Third-Party Service Provider .........ccccovvvnienniiniinneenenn 191.224-.225; 291.023-.024; 391.001-.002

TERMINATION OF ENGAGEMENT

EFFECE OF LITIGALION. ....cotiiee ettt bbbt et b et e e st s bt e be e st e eb e e nbeenbesreenae e 101.08
INfOrmation t0 SUCCESSOr ACCOUNTANT........cviiveiiiteitisiestieee ettt bbb ene e 391.005-.006
TERMINOLOGY
AAVEISE INTEIEST TIIEAL. ...ttt bbbttt b e bbb bt b e e ne e 100-1.15
F oAV o Lo Loy YA I 0 (T | SRRSO 100-1.14
F N (S g To FoTo [T 1T o | ST P R RPPRTOUPRRTP 92.01
ATESt ENQAGEMENT TORAM ...t e e et e e e bb e e e bt e e s abb e e e bb e e s ne e e e nnns 92.02
BenefiCially OWNEU ... .ottt et et e e e e st e teenaesreenteeneesneenaeens 101.17
(O 11T o | OSSPSR 92.03
ClOSE REIALIVE ...ttt bt bbb bbbt e e bbbt bbbt be et e e et 92.04
CONTINGENT FEES ...ttt ettt b ettt e bt e st e e b e e be e st e e be e e been b e ebeenbeeneesbeebeaneesneebeas 302.01-.02
COOPEIAtIVE ATTANGEMENTS ....viiveeitieieeteesteesteeeeseesteeseesteesteaseesteesseaseesseeseeaseesseesseaseesseassesseesseesseasensseansensens 101.14
LO0o 11 o Tox | PSRRI 92.05
0001V T IV =T 0] 1 TP R PRSPPI 92.06
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DIFECE FINANCIAL INEEIST. ...ttt ettt ettt e e e e e e e s s e e se e s e s s nennnneemnnnnnnn e 101.17

D] CTot BTN o 1=1 o USSP 101.16
D] gt £ YA Ofo] 11 (o | ISP PR 101.16
ENQAGEIMENT TAIM ...ttt b e b e e e st e e sa b e e sab e e e sab e e e bt e e e nbb e e e bneeebeeeenes 101.13
EXPEIT WITNESS SEIVICES ....cviitieiieiie sttt sttt sttt sttt sttt et b e bt et ebe e be e st e s bt e sbeenbeebeenbeenbeaneenae e 101.05
e TN T T Y N =T LSS 100-1.16
FINANCIAL INSTITULION ...ttt b et sttt et e be e sb e e b e sbe e nbeenbesneenbeaneenrean 92.08
FINanCial ReIAtIONSNIPS ... .ccviiieice e e e beesaeere e reeneeaneenneens 101.17
Financial Self-INTEreSt TRFEAL ..........ooiiiii ettt sre e ne e 100-1.18
FINANCIAL STALEIMENTS ...ttt bbb bttt e et e bbbt b et et e et et e e 92.09
L1 0 T TSP T PR PPRPOPPTPO 92.10
FOreNSIiC ACCOUNTING SEIVICES ....uviiuieieeieitiesteeteeteesteetesseesteetesseesteessesseesseassesseesseasseaseesaeaneesseesseensesseenseens 101.05
IMMEIALE FAMITY ...ttt st et s e e st e e bt e st e st e e beeneesaeesbeeneesreas 92.12
1001 0 U PSPPSR OPPTPPPRROPPN 100-1.09
INAEPENUENCE TN APPEAIANCE ... veeveieteeitie e etieste e et et eeste et e sbe e beaseesbe e bt eseesbeesbeeseeabeesbeeseesbeesbeeneeaneenaeans 100-1.06
INAEPENUENCE OF IMIIN ...t e st e te e e e areebeesaesreenreeneeaneenneens 100-1.06
INAIreCt FINANCIAI INTEIEST .......viiie ettt b e nb e st sre et enes 101.17
Lo T =To AU 1= g o] £ SRS 101.16
Individual in a Position to Influence the AtteSt ENQAgemMENT .........ooiiiiiiieiieienie e 92.13
INSTIEULE .. b b bbb b s e b b h bt E bRt R et E e b e b bR bbbt e e e n s 92.14
Interpretations Of RUIES OF CONAUCT...........oiiiiieiie et nreas 92.15
INVESTIGALIVE SEIVICES ...evviieieiieeiectie sttt e sttt et e st et e et e te e e e se e beenaesse e teenaeeseesse e st e nteeteesseaneeeaaneesreenneanes 101.05
JOINt Closely Held INVESIMENT ... ..ottt et et ree e e 92.16
(5} Y2 0151 1 o] USSR 92.17
Litigation CONSUITING SEIVICES......ccueiiiiiieiieitieie ettt b ettt e e e b e et sreenbeentesseenae e 101.05
LITIgALION SEIVICES ....vviieeeee ittt ettt ettt ettt e s te et e e s e ste e st e e Rt e beeseease e teenteeseesseeneesreesteeneeaneenneens 101.05
0T o [PPSO PPR PRSP 92.18
Management PartiCipation TRIEAL............cviiiiiiriiii i 100-1.19
Y F= T To T PRSPPI 92.19
=T8S SRPSSSRSRR 92.20
MEMIDET TN BUSINESS. ...ttt ettt et e b bbbt b e bt e s et e benbesbe st e st e e b e ere e st eneeneas 92.22
Normal Lending Procedures, Terms, and REQUITEMENTS .........oiveieririieeiieseeieseesie e sree e sreesne e e 92.21
(@ 1 o= TSRS 92.22
e L 01T PRSPPSO PP PTPPOPPR 92.27
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PartNer EQUIVAIENT. .......ouiii ettt ettt sttt st e b e e bt ese e st e et e e b e e ebeebeeneenbeeeeenes 92.28

Period of Professional ENQAgEMENT...........ccuoiiiieiieie ettt e e eeste s e snaesneeneenreeeeenes 92.24
PrOTESSIONAI SEIVICES .....viiiiitieeee ettt b et h e bt et e st e b e e bt e see s b e e be e bt e ebeebeeneenbeeneeenes 92.26
PUDIIC PFACTICE ...ttt bbb bbbt et et bbb b e e e e 92.25
Receipt of Contingent Fee or COMMISSION......cc.ciiiiieriinieiieiceee e 391.033-.034; 591.367-.368
RESPONSIDIE PAITY .....eeeiecie ettt ettt et e et e st e et e e s e teestease e teesteeseesaeeneeaseesreeneeaneenneens 101.13
Y L=T0 U o TSR OR 100-1.20
SEIT-REVIEW THIBAL......ceuiiiiiteiti it bbbttt b bbb bbbt b e e s 100-1.13
SIGNITICANT INFIUBNCE ... et ee s 92.27; 101.16
Subject Matter of an AttesSt ENGAgEMENT ..........civeiiiieiiece et esre e nneas 101.13
TaX COMPIIANCE SEIVICES ....eeueiiiieitieie ettt ettt et e st e s be e bt e st e s beebe e st e sbeebesneenbeenteanes 101.05
B I =] (1] 0 OO PR PSPPI 101.05
Those Charged With GOVEIMEANCE...........coiiiiiieiieie ettt bt se et eesneenteentesseenee e 92.33
LI LT LSS P TSR 100-1.10
UNAUE INFIUBNCE TRIEAL ..ottt sttt sbeeneesneenae e 100-1.17

THIRD-PARTY SERVICE PROVIDERS

Applicability of General and Technical Standards When USing.........ccoovoveeienenencneniieseseens 291.023-.024
ProfessionNal SEIVICES .........ciiiiiiiieieiee e 191.224-.225; 391.001-.002

THREATS TO INDEPENDENCE

AAGVEISE TNEEIEST ...ttt bbb bbbt bt bt e bt e e b e b e st e eb et e e bt e bt ene e e e e 100-1.15
N0 Ao Tox Loy YRS 100-1.14
oL L T T USSP 100-1.16
FINANCIAL SEIT-TNTEIEST....c. e ettt st et s e b e e be s e nbeeneesneenae e 100-1.18
Management PArtiCIPALION .........ccveiieieeieseese ettt et e s estaeaeereesseeaeeseesreeneeaneenneens 100-1.19
SBIT-REVIBW ...ttt b bt s e e b e b e e st e bt e e b e e st e e Rt e b e e b e Rt e be e beene e b e et enes 100-1.13
UNAUE INTIUBNCE.......oiiiieee bbb sb bbbttt 100-1.17

TIMESHARE DEVELOPMENTS—See Common Interest Realty Association

TITLES, PROFESSIONAL

CPA in Partnership With NON-CPAS..........coei ettt ns 591.379-.380
Former Partner in FIrM NAIME........cviiiieieie et sae e sreenre e e 591.289-.290
NONPIOPIIELATY PAITNEIS. ... .c.eeiiiiie ittt ettt e e ae et e st e e saesse e s beeteaseesteeneesreenreenee e 591.273-.274
Personal Financial SpecialiSt DeSIGNatioN ...........ccoiiiiiiiiiieiee e 591.365-.366
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TRADE ASSOCIATIONS
Request TOr INFOrMALION.........ccviiiiiee et re e sreenae e e e 391.003-.004

TRUST INVESTMENTS

FINanCial ReIAtIONSNIPS .....ccviiiiee e e st e et eereesteenaeaneesaeens 101.17
TRUSTEES
Estate of Majority STOCKNOIEN .........ccviiieiiee e 191.021-.022
Honorary Directorships of Not-for-Profit Organizations .............cccvveieiinniencnie e 101.06; 191.128-.129
Independence With Respect to Alternative Practice StrUCTUIES ..........ccevveveiieeiieie e 101.16
Prohibited REIAtIONSNID.......ciuiiiiiiiiie ettt ettt et beenbeeneenreas 101.02
U
UNDERWRITERS
Independence With Respect to Alternative Practice StrUCTUIES ...........covvrieiieninie e e 101.16
W

WORKING PAPERS

Response to Requests by CHENtS fOr RECOIS .........oviiiiiiiieieiie e 501.02
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