
  
 

 

 
 

Q&A section 90, Responding to Noncompliance With Laws and 
Regulations, paragraphs .01–.27 

You can find these and other Q&As here: 

• Ethics Online Library — Look for Ethics Questions and Answers to discover 
a range of topics from independence to records requests and more. 

• AICPA Technical Questions and Answers — In addition to ethics Q&As, this 
resource has an array of technical content for auditing and accounting, 
financial reporting, compilation, and review standards. 

Terms defined in the AICPA Code of Professional Conduct are italicized in this 
document. If you’d like to see the definitions, you can find them in “Definitions” (ET 
sec. 0.400) 

.01 Level of guidance in the new interpretations 
Inquiry — Are the new “Responding to Noncompliance With Laws and Regulations” 
interpretations (ET sec. 1.180.010 and 2.180.010) general guidance or do they impose specific 
responsibilities when a member becomes aware of noncompliance with laws and regulations 
(NOCLAR) or suspected NOCLAR? 

Reply — The interpretations for members in business and members in public practice contain 
requirements with which a member must comply. These requirements (designated by the word 
"should") vary depending on whether the member is performing an audit or review of financial 
statements, is providing another professional service, or is a member in business.  

.02 Interaction with other laws and regulations 
Inquiry — If a member has complied with applicable legal or regulatory provisions for how to 
address a particular type of NOCLAR, does this mean that the member does not need to 
comply with the applicable NOCLAR interpretation? 

Reply — No. The NOCLAR interpretations for members in public practice and members in 
business may contain other applicable provisions that laws or regulations do not require. 
Examples include the following: 

• Provisions addressing escalation of the matter within the entity  

• In the case of an audit of group financial statements, communication with the relevant 
member involved in the group audit 

• Advice to management or those charged with governance regarding mitigation or 

https://pub.aicpa.org/codeofconduct/Ethics.aspx
https://www.aicpa.org/resources/download/aicpa-technical-questions-and-answers-at-your-fingertips
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod0.400
http://pub.aicpa.org/codeofconduct/resourceseamlesslogin.aspx?prod=ethics&tdoc=et-cod&tptr=et-cod0.400
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remediation of the consequences of NOCLAR or the deterrence of NOCLAR 

• Determination of the need for further action (including withdrawal from the client 
relationship) in appropriate circumstances 

• Documentation 

.03 Addressing noncompliance before the effective date of the interpretations 
Inquiry — The NOCLAR interpretations become effective on June 30, 2023. If a member 
becomes or is aware of an act or suspected act of NOCLAR prior to that time, is there any 
obligation to address it? 

Reply — No. However, as early adoption is permitted, the provisions may be applied with 
respect to any NOCLAR or suspected NOCLAR of which the member becomes or is aware prior 
to that date. 

.04 Acts of noncompliance that occur before the effective date of the interpretations 
Inquiry — The NOCLAR interpretations become effective on June 30, 2023. If an act of 
NOCLAR was committed before then and the member became aware of it subsequent to June 
30, 2023, is there any obligation for the member to address it? 

Reply — Yes. The interpretations for members in public practice and members in business 
require a response to any instance of NOCLAR a member learns about after June 30, 2023. 

.05 Clearly inconsequential matters 
Inquiry — Paragraph .10 of the interpretations for members in business and members in public 
practice scopes out clearly inconsequential matters. Why does paragraph .07 indicate that the 
only laws and regulations covered are those that directly affect the determination of material 
amounts and disclosures in the financial statements, and those for which compliance may be 
fundamental to the client's or employing organization’s business? 

Reply — The phrases "material amounts and disclosures" and "fundamental to the operating 
aspects of the business" refer to the kind of laws and regulations covered by the NOCLAR 
interpretations.  

These phrases do not refer to the actual or suspected instances of NOCLAR. For example, laws 
and regulations addressing corporate taxation are within the scope of the interpretations. 
However, if an entity narrowly misses a deadline for filing its tax return, this could be a clearly 
inconsequential matter and the interpretations would require nothing further from the member. 

.06 Noncompliance by an entity other than client or employer 
Inquiry — A member becomes aware of a breach of a law by an entity that is not the member’s 
client or employer. Do the interpretations for members in business and members in public 
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practice impose a responsibility to respond to the matter?  

Reply — No. As the member had no professional relationship with the entity, the interpretations 
do not apply. For example, if a member engaged by client A to perform due diligence services 
on company B identifies an actual or suspected NOCLAR at company B, the member has no 
responsibilities relating to company B under this interpretation.  

.07 Noncompliance by contractors, agents, or nonexecutive directors of a client or 
employer 
Inquiry — Does the code require a member to respond to acts of NOCLAR committed by 
contractors or agents working for the client or employing organization, or by nonexecutive 
directors of the client or employing organization? 

Reply — Yes. The definition of NOCLAR in the interpretations for members in business and 
members in public practice includes acts committed by anyone working for or under the 
direction of a client or the employing organization if such acts are related to the business 
activities of the client or employing organization.  

Contractors, agents, and nonexecutive directors are examples of parties who work for or under 
the direction of a client or employing organization. In the context of responding to NOCLAR, a 
formal employment relationship does not need to exist between the party that has committed 
the act of NOCLAR and the client or employing organization. 

.08 Responsibility for detecting noncompliance 
Inquiry — Do the interpretations for members in business and members in public practice 
require members to detect acts of NOCLAR at their client or employing organization? 

Reply — No. The interpretations do not require members to perform specific procedures to 
identify acts of NOCLAR when providing professional services. The interpretations for members 
in business and members in public practice merely require a response from members when 
they become aware of NOCLAR or suspected NOCLAR.  

Members performing financial statement audit or review services do have certain requirements 
regarding the member’s consideration of a company’s possible illegal acts, however, and must 
comply with any applicable professional standards, in addition to the interpretation for members 
in public practice. 

.09 Encountering noncompliance versus being made aware of noncompliance 
Inquiry — Paragraph .07 of the interpretation for members in public practice indicates that a 
member may encounter or be made aware of an identified or suspected NOCLAR while 
providing a professional service to a client. Is there a difference in responsibility when a member 
encounters an instance of NOCLAR and when a member is made aware of one by someone 



 
 
 

4 | Professional Ethics Division: Ethics Questions and Answers section 90, Noncompliance With Laws 
and Regulations, paragraphs .01–.27 
 

else? 

Reply — No. The member’s required approach is the same whether a member encounters an 
identified or suspected NOCLAR unexpectedly or another party brings such a matter to the 
member’s attention. 

.10 Discovery of noncompliance during audit and review engagements 
Inquiry — If a member providing financial statement audit or review services becomes aware of 
an actual or suspected NOCLAR committed by a client in circumstances other than through 
performing professional services (for example by coming across the matter on the internet or 
hearing about it from someone at a social event), is the member required to discuss the matter 
with management or those charged with governance? 

Reply — The interpretation for members in public practice is applicable regardless of the source 
or whether the information was obtained as a result of audit procedures. The member, however, 
should consider whether the information is credible (see paragraph .13) and whether the matter 
is within the scope of the interpretation or is clearly inconsequential. 

.11 Noncompliance with no direct effect on the amounts and disclosures in financial 
statements 
Inquiry — Is there any expectation that a member be able to identify NOCLAR that does not 
have a direct effect on the determination of the amounts and disclosures in the financial 
statements — for example, in relation to food safety or vehicle emissions requirements? 

Reply — Members in business and members in public practice should have the level of 
knowledge of laws and regulations required to perform an engagement for a client or perform a 
role within the employing organization. Members who specialize in a particular field (for 
example, corporate taxation or greenhouse gas emissions) need a sufficient understanding of 
the laws and regulations applicable to that field to competently undertake engagements related 
to the relevant subject matter.  

Members are expected to be able to recognize NOCLAR or suspected NOCLAR related to their 
subject matter expertise if information concerning the matter comes to their attention. For 
example, if a member has been engaged to provide an assurance report regarding a food 
manufacturer's controls relating to compliance with licensing regulations, the member is 
expected to be able to recognize noncompliance with those regulations.  

The member is not expected to recognize NOCLAR or suspected NOCLAR in areas beyond the 
member’s training or beyond which the member has been engaged to apply specialized skills. 
See paragraphs .13 and .14 of the interpretations for members in business and members in 
public practice. It is understood that instances of NOCLAR might be concealed, and the 
interpretations do not require members to search for NOCLAR. 
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.12 Examples of NOCLAR fundamental to an organization’s business 
Inquiry — The interpretations for members in business and members in public practice explain 
the required approach when a member encounters or is made aware of suspected or actual 
NOCLAR that does not have a direct effect on the determination of the amounts and disclosures 
in the client's or employing organization’s financial statements, but compliance with which may 
be fundamental to the operating aspects of the client's or employing organization’s business, to 
its ability to continue its business, or to avoid material penalties. What are some examples of 
these types of NOCLAR? 

Reply — Fraud, corruption, and bribery are some examples. Other laws and regulations in this 
category might be relevant only to certain entities because of the nature of their business. Here 
are some additional examples that may apply:  

• Environmental protection regulations for an entity operating in the fossil fuels industry 

• Regulatory capital requirements for a bank 

• Laws and regulations against money laundering and terrorist financing for financial 
institutions 

• Vehicle emissions regulations for a car manufacturer 

• Licensing regulations for a pharmaceutical company or a food manufacturer  

In sum, members who provide professional services that require an understanding of those laws 
and regulations to an extent sufficient to competently perform such professional services are 
expected to be able to recognize NOCLAR or suspected NOCLAR in relation to those laws and 
regulations. 

.13 An organization’s response to noncompliance 
Inquiry — If management and those charged with governance (TCWG) are unwilling to address 
an identified or suspected NOCLAR, does this mean that the member has no further 
responsibilities with respect to the matter under the code? 

Reply — No. Part of the response framework in the interpretation for members in public practice 
involves assessing the appropriateness of the response of management and, where applicable, 
the response to the matter by TCWG. If management and TCWG do not address the matter, 
this would be grounds for the member to conclude that their response is not appropriate.  

If this happens, paragraph .24 of the members in public practice interpretation requires the 
member to determine whether the public interest requires further action. Paragraph .25 sets out 
various factors for the member to consider in making this determination, including the nature 
and extent of any such further action. 
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.14 A member’s responsibility regarding adverse consequences or deterrence of 
noncompliance 
Inquiry — Does the code impose any responsibility on the member to rectify, remediate, or 
mitigate the adverse consequences of identified or suspected NOCLAR or to deter the 
commission of NOCLAR? 

Reply — No. Rectifying, remediating, or mitigating adverse consequences of identified or 
suspected NOCLAR or deterring the commission of NOCLAR are the sole responsibility of 
management, with oversight from those charged with governance. Paragraph .19 of the 
interpretation for members in public practice only requires the auditor to advise management to 
take appropriate and timely actions, if they have not already done so. 

.15 Documentation related to noncompliance  
Inquiry — What is the purpose of the documentation provisions in the interpretations for 
members in business and members in public practice? 

Reply — Documentation provides several benefits, including facilitating review of team 
members' work, enhancing the quality of the professional judgments made through 
documentation of the thought process, and retaining a record of matters of continuing 
significance to future professional services.  

Importantly, the requirement to document the matter helps the member demonstrate compliance 
with the interpretations, including retaining a record of the member’s professional judgments 
and actions given the information available to the member at the time. The documentation 
requirement is set out in paragraph .30 of the members in public practice interpretation. 
Paragraph .29 of the members in business interpretation and paragraph .44 of the members in 
public practice interpretation encourage documentation. 

.16 Contractually negotiated confidentiality clause relating to noncompliance 
Inquiry — How should members in public practice resolve interactions between a contractually 
negotiated confidentiality clause in contracts for professional services and clauses in such 
contracts that require compliance with applicable laws and regulations and professional 
standards when providing the services? 

Reply — Members should first determine whether the professional service is one that would be 
excluded from the interpretation for members in public practice (see paragraph .06). If the 
engagement is not specifically excluded, then the member should discuss the professional 
obligation to abide by the code with the client, which includes the obligation to respond to actual 
or suspected NOCLAR (see BL section 2.3.2, requiring compliance with the rules of the Code of 
Professional Conduct [code] as a condition of membership).  

If there is a contractually negotiated confidentiality clause (as opposed to confidentiality 
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imposed by law or regulation), it would be advisable to include a clause making it clear that such 
a confidentiality clause is subject to the member’s obligation to comply with the code. For 
contracts signed before the effective date of the NOCLAR provisions, members should consider 
whether amendments are advisable or practicable. 

.17 Implementation of noncompliance requirements in firm policies and methodologies 
Inquiry — To what extent is the process of responding to NOCLAR or suspected NOCLAR 
under the members in public practice interpretation expected to be explicitly addressed in firm 
policies and methodologies? 

Reply — Approaches to implementation of and changes to the code vary among firms. For 
clarity and consistency, however, firms may find it useful to articulate the following in their 
policies and methodologies:  

• The scope of the interpretation 

• The escalation process within an engagement team and within the firm, including 
when to escalate the matter and to which level within the engagement team and 
within the firm 

• When to consult with legal counsel or other external parties 

• Who within the firm should be involved in discussions with management and those 
charged with governance 

• The protocols for communication within a group engagement team, with a network 
firm and, if not within the firm or a network, with the external auditor of a client 

• Determination of the need for further action, including withdrawal from the 
engagement and client relationship 

Regardless of the approach or extent to which the NOCLAR response process is encompassed  
in firm policies and methodologies, members remain responsible for compliance with the code. 

.18 Laws and regulations addressed by the interpretation for members in public practice 
Inquiry — What is the relationship between the laws and regulations addressed by the 
interpretation for members in public practice and the laws and regulations addressed by other 
professional standards? 

Reply —This interpretation does not expand the range of laws and regulations of which a 
member must have knowledge for purposes of performing an engagement. However, if a 
member becomes aware of identified or suspected NOCLAR that is within the scope of laws 
and regulations addressed by the interpretation, the code requires the member to respond to it 
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in accordance with the interpretation, regardless of whether the matter falls within the scope of 
laws and regulations addressed by specific applicable professional standards. 

.19 Relationship of NOCLAR guidance with applicable professional standards 
Inquiry — Does the interpretation for members in public practice in any way extend members’ 
obligations under professional standards with respect to the performance of an audit or review? 

Reply — No. The interpretation is not intended to modify or interpret any applicable professional 
standards. However, the interpretation does impose requirements on members beyond 
applicable professional standards for purposes of fulfilling their ethical obligations under the 
code.  

Though the scope of laws and regulations covered by the interpretation is the same as 
applicable professional standards, the application of the interpretation differs from the 
application of professional standards in light of the different objectives of the code.  

Specifically, under professional standards, members are concerned with whether the 
consequences of identified or suspected NOCLAR have a material effect on the financial 
statements. This concern will apply equally for purposes of the code, given the need for 
members to have regard to the consequences for the entity.  

However, where the interpretation goes beyond is in alerting members to give attention to 
possible wider public interest implications that could substantially harm stakeholders, whether in 
financial or nonfinancial terms. See paragraph .12 and note the need to take into consideration 
potential harm to the interests of the entity, investors, creditors, employees, or the general 
public. 

.20 Timing related to finalization of an auditor’s report and becoming aware of 
noncompliance 
Inquiry — A member becomes aware of an instance of NOCLAR shortly before the member is 
expected to sign the auditor's report on the entity's financial statements. How does the timing of 
finalization of the auditor's report affect the member’s responsibilities under the interpretation for 
members in public practice? 

Reply — The member’s responsibilities under the interpretation are separate and distinct from 
the member’s responsibilities under applicable auditing standards. The timing of finalization of 
the auditor's report therefore does not affect the member’s responsibilities under the NOCLAR 
interpretation. The member must still respond to the instance of NOCLAR according to the 
interpretation’s provisions. 

.21 When management disagrees with the assessment of noncompliance 
Inquiry — During the audit of an entity's financial statements, a member becomes aware of 
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suspected NOCLAR committed by the entity. Management, however, disagrees with the 
member regarding the information and conclusion concerning the matter. Does the 
interpretation for members in public practice require the member to do anything further?   

Reply — It depends. The member may have obligations to go beyond the interactions with 
those charged with governance (TCWG). Management’s disagreement with the member is not 
sufficient grounds for the member to stop pursuing the matter.  

The member needs to be satisfied that management's explanations adequately dispel the 
member’s suspicion. If not, the member may consider other courses of action.  

Some possible courses of action include consulting with others within the firm, obtaining advice 
from the member’s legal counsel, consulting on a confidential basis with a regulator or 
professional body, or escalating the matter to TCWG. The member should also consult 
applicable professional standards.1 

.22 Group engagement partner’s required action in response to noncompliance  
Inquiry — Under the interpretation for members in public practice, is the group engagement 
partner always required to take action to address any identified or suspected NOCLAR, 
including when the components are based in other jurisdictions? 

Reply — Yes. The interpretation for members in public practice requires the group engagement 
partner to always respond, consistent with the member’s responsibility to act in the public 
interest.  

.23 Assessing the effects of noncompliance on components 
Inquiry — A group engagement partner has become aware of an instance of NOCLAR at a 
component during an audit of group financial statements. In considering whether to 
communicate the matter to those performing work at other components where the matter may 
be relevant, is the group engagement partner expected to assess the possible effects of the 
NOCLAR on such components? 

Reply — No. Paragraph .23 of the interpretation for members in public practice requires only 
that the group engagement partner take steps to have the matter communicated to those 
performing work at components where the matter may be relevant, unless prohibited from doing 
so by law or regulation. Responsibility for assessing the possible impact of the NOCLAR on the 
components rests with the members performing work at those components. 

 
1 See paragraphs .17–.20 of AU-C section 250, Consideration of Laws and Regulations in an Audit of 

Financial Statements, for the auditor’s GAAS responsibilities when noncompliance is identified or 
suspected. 
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.24 Disclosure of noncompliance to an appropriate authority before an entity has 
addressed the matter 
Inquiry — Do the interpretations for members in business and members in public practice permit 
disclosure of NOCLAR or suspected NOCLAR to an appropriate authority if management, the 
member’s superiors, and those charged with governance have not yet appropriately addressed 
the matter? 

Reply — Members should consult the “Confidential Client Information Rule” (ET sec 1.700.001) 
and the “Confidential Information Obtained From Employment or Volunteer Activities” 
interpretation (ET sec. 2.400.070) of the “Acts Discreditable Rule” (ET sec. 2.400.001) to 
determine whether any disclosure can be made. As consideration of the matter may involve 
complex analysis and judgments, a member may want to consider consulting internally or 
externally, including obtaining legal or other advice to understand the member’s options. 

For example, if a member believes a client is committing a crime (including but not limited to 
bank fraud, bankruptcy fraud, mortgage fraud, tax fraud, securities fraud, and identity theft), a 
member may want to take steps to ensure that failure to disclose does not result in legal liability 
to the member, such as becoming an accessory to, or aiding and abetting, a crime. Note that 
the “Confidential Client Information Rule” and the “Confidential Information Obtained From 
Employment or Volunteer Activities” interpretation of the “Acts Discreditable Rule” do not 
preclude a member from complying with applicable laws and regulations. 

.25 Communication of noncompliance after a change of auditor 
Inquiry — When an auditor withdraws from the client relationship as a result of identified or 
suspected NOCLAR, is that auditor expected to identify the proposed new auditor in order to 
communicate information about the NOCLAR? 

Reply — No, the predecessor auditor is not expected to seek out the proposed new auditor in 
order to provide this information. Members should consult the applicable professional standards 
regarding communications between successor and predecessor auditors.   

.26 Responsibility to address noncompliance when performing professional services 
other than audit or review services 
Inquiry — Does a member who is engaged to provide a professional service other than an audit 
or review of an entity's financial statements have the same level of responsibility to address 
identified or suspected NOCLAR under the interpretation for members in public practice as a 
member who is engaged to perform an audit or review of the entity's financial statements? 

Reply — No. The requirements for responding to identified or suspected NOCLAR for a member 
engaged to provide a service other than an audit or review of financial statements is significantly 
less than that expected of a member engaged to perform an audit or review of financial 
statements.  
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For example, paragraph .31 of the interpretation for members in public practice requires the 
former only to seek to obtain an understanding of the matter; that is, to make an attempt at 
gathering such an understanding, recognizing that limitations on access to information may 
preclude obtaining that understanding.  

In contrast, paragraph .13 of the interpretation requires the latter to obtain an understanding of 
the matter. This provision recognizes that there is a greater public expectation of members 
providing financial statement audit or review services compared with members providing other 
services, and that members providing financial statement audit or review services have greater 
access to information compared with those who provide other professional services.   

.27 Suspected noncompliance that a member cannot substantiate 
Inquiry — If a member who is engaged to provide a professional service other than an audit or 
review of the entity's financial statements becomes aware of a suspected NOCLAR within the 
entity but is unable to substantiate the suspicion, does this mean that the member has not 
complied with the interpretation for members in public practice? 

Reply — No. The interpretation recognizes that for members providing services other than 
audits or reviews of financial statements, there may be limitations on access to information. The 
member’s ethical responsibilities will be fulfilled if the member makes an attempt to obtain 
relevant information to substantiate the suspicion. 
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