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HOW TO USE THIS VOLUME 

Scope of This Volume . . . 
T h i s vo l ume , w h i c h is a repr in t of v o l u m e 2, the looseleaf ed i t i on 
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A c c o u n t a n t s , a n d Q u a l i t y C o n t r o l . 

How This Volume Is Arranged . . . 
T h e con ten ts of t h i s v o l u m e are a r r a n g e d as f o l l o w s : 
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2 How to Use This Volume 

H o w t o U s e T h i s V o l u m e . . . 

T h e a r r a n g e m e n t o f ma te r i a l in th i s v o l u m e is i nd ica ted i n the 
g e n e r a l tab le of con ten ts a t the f ron t of the v o l u m e . T h e r e is a 
de ta i l ed tab le of con ten ts c o v e r i n g the ma te r i a l w i t h i n each m a j o r 
d i v i s i o n . 

T h e m a j o r d i v i s i o n s are d i v i d e d i n t o sec t ions , each w i t h i ts o w n 
sec t i on n u m b e r . E a c h p a r a g r a p h w i t h i n a sec t ion is d e c i m a l l y n u m 
be red . F o r e x a m p l e , E T sec t ion 101.04 re fe rs t o t he f o u r t h pa rag raph 
o f sec t ion 101, Independence. 

T h e R u l e s of C o n d u c t , I n te rp re ta t i ons of R u l e s of C o n d u c t , and 
E t h i c s R u l i n g s re la ted to the same sub jec ts have been a s s e m b l e d 
w i t h i n the m a j o r d i v i s i o n s of the E t h i c s par t of the v o l u m e . R e l a t e d 
I n te rp re ta t i ons of R u l e s o f C o n d u c t have sec t ion n u m b e r s w h i c h are 
the same as the n u m b e r s of the R u l e s of C o n d u c t to w h i c h t hey re la te . 

A separa te t o p i c a l i n d e x is p r o v i d e d f o r the E t h i c s pa r t of the 
v o l u m e . 

T h e B y l a w s of the A I C P A and re la ted I m p l e m e n t i n g R e s o l u t i o n s 
o f C o u n c i l are a s s e m b l e d w i t h i n the m a j o r d i v i s i ons b y sec t ion n u m 
ber . F o r e x a m p l e , B L sec t i on 250, International Associates, is fo l lowed 
b y B L sec t ion 2 5 0 R , Implementing Resolution under Section 2.5, Interna
tional Associates. 

I n B L sec t i on 900, General, the fo l low ing sections are i n c l u d e d : 

O b j e c t i v e s of the A m e r i c a n Ins t i t u te of Ce r t i f i ed P u b l i c A c 
coun tan ts 

A D e s c r i p t i o n of t he P r o f e s s i o n a l P r a c t i c e of Ce r t i f i ed P u b l i c 
A c c o u n t a n t s 

T h e B y l a w s d i v i s i o n is a lso p rov ided w i t h a separate top i ca l i ndex . 

T h e t op i ca l i ndexes use the k e y w o r d m e t h o d t o fac i l i t a te re fe r 
ence t o t he p ronouncemen ts . T h e i ndexes are a r ranged a l p h a b e t i c a l l y 
b y subject w i t h references to sec t ion a n d p a r a g r a p h numbers . E a c h 
i ndex is ident i f ied as e i the r the E T I n d e x o r the B L Index to i nd ica te 
the ma jo r d i v i s i o n . 

Q u a l i t y C o n t r o l is l oca ted i n the t h i r d d i v i s i o n o f the v o l u m e . 

Copyright © 1979, American Institute of Certified Public Accountants, Inc. 
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CODE OF PROFESSIONAL ETHICS 
Introduction 

T h e r e are f o u r ca tegor ies o f e th i ca l s tandards . T h e y are 
desc r i bed i n t he f o l l o w i n g paragraphs . 

T h e first, Concepts of Professional Ethics, is a phi losophical 
essay a p p r o v e d b y the p ro fess iona l e th i cs d i v i s i o n . T h e essay 
sugges ts b e h a v i o r w h i c h C P A s s h o u l d s t r i v e f o r b e y o n d the m in i 
m u m leve l of accep tab le conduc t set f o r t h i n t he R u l e s of C o n d u c t 
a n d is not in tended t o es tab l i sh en fo rceab le s tandards . 

T h e second ca tegory , Rules of Conduct, cons is ts of enforce
ab le e th ica l s tandards and requ i red the a p p r o v a l of the member 
s h i p before the R u l e s became ef fect ive. T h e same is t r ue of the 
B y l a w s of the Ins t i tu te . 

T h e t h i r d ca tego ry , Interpretations of Rules of Conduct, con
s is ts of i n te rp re ta t i ons w h i c h have been adop ted , a f ter exposure 
t o state societ ies a n d state boards , b y t he p ro fess iona l e th ics 
d i v i s i o n ' s execu t i ve commi t t ee to p r o v i d e gu ide l i nes as t o the 
scope and app l i ca t i on of the R u l e s bu t a re not i n tended t o l i m i t 
s u c h scope o r app l i ca t i on . A m e m b e r w h o depar ts f r o m s u c h 
gu ide l i nes sha l l h a v e the b u r d e n of j u s t i f y i n g s u c h depar tu re i n 
a n y d i s c i p l i n a r y hea r i ng . 

T h e fou r th ca tegory , Ethics Rulings, cons is ts of f o r m a l r u l 
i n g s made b y the p ro fess iona l e th ics d i v i s i o n ' s execu t i ve c o m 
mi t tee af ter exposure t o s ta te societ ies a n d state boards . T h e s e 
r u l i n g s s u m m a r i z e the a p p l i c a t i o n of R u l e s of C o n d u c t a n d 
In te rp re ta t ions to a p a r t i c u l a r set o f f ac tua l c i r cums tances . M e m 
bers w h o depar t f r om s u c h ru l i ngs i n s i m i l a r c i rcumstances w i l l 
be reques ted to j u s t i f y s u c h depar tu res . 

P u b l i c a t i o n of an In terpre ta t ion o r E t h i c s R u l i n g in The 
Journal of Accountancy cons t i tu tes no t ice to members . H e n c e 
the pub l i ca t ion date of the not ice , un less a la te r date is spec i f i ca l l y 
i nd i ca ted , const i tu tes the ef fect ive date of the pronouncement . 
T h e p ro fess iona l e th ics d i v i s i o n w i l l take i n to cons idera t ion the 
t ime that w o u l d have been reasonable fo r the m e m b e r to c o m p l y 
w i t h the p ronouncement . 

A m e m b e r shou ld a lso consu l t , i f app l i cab le , the e th i ca l 
s tanda rds of h i s state C P A soc ie ty , s tate b o a r d of accoun tancy , 
t he Secu r i t i es a n d E x c h a n g e C o m m i s s i o n , a n d any o ther gov 
e r n m e n t a l a g e n c y w h i c h m a y regu la te h is c l i en t ' s bus iness o r use 
h i s repo r t t o eva lua te the c l i en t ' s c o m p l i a n c e w i t h app l i cab le 
l a w s a n d re la ted regu la t i ons . 

Wh*~ The next page is 4271. 
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AICPA Professional Standards ET §51.06 

Introduction 
A m a n s h o u l d be u p r i g h t ; not be kept up r i gh t . 

MARCUS AURELIUS 

.01 A d i s t i n g u i s h i n g m a r k of a p ro fess iona l is h is acceptance of 
r espons ib i l i t y to the pub l i c . A l l t rue pro fess ions have there fore 
deemed it essent ia l to p romu lga te codes of eth ics and to estab
l i s h means for e n s u r i n g the i r observance . 

.02 T h e re l iance of the pub l i c , the gove rnmen t a n d the bus iness 
c o m m u n i t y o n sound f inanc ia l r e p o r t i n g a n d adv ice on business 
af fa i rs , a n d the impor tance of these mat te rs t o t he economic and 
socia l aspects of l i fe impose p a r t i c u l a r ob l iga t ions o n cer t i f ied 
pub l i c accoun tan ts . 

.03 O r d i n a r i l y those w h o depend upon a cert i f ied pub l i c ac 
coun tan t f ind i t difficult to assess the qual i ty of his services; they 
have a r i gh t to expect , howeve r , that he is a pe r son of com
petence and in teg r i t y . A m a n o r w o m a n w h o enters the p ro 
fess ion of accoun tancy is assumed t o accept a n ob l i ga t i on to 
u p h o l d i ts p r i nc ip les , to w o r k for the inc rease of know ledge 
i n the ar t a n d for the i m p r o v e m e n t of methods , and to abide 
b y the p ro fess ion 's e th ica l a n d techn i ca l s tandards. 

.04 T h e e th i ca l C o d e of the A m e r i c a n Ins t i t u te emphas izes the 
pro fess ion 's r espons ib i l i t y t o the pub l i c , a respons ib i l i t y that 
has g r o w n as the n u m b e r of i nves to rs has g r o w n , as the re la 
t i onsh ip be tween corporate managers and s tockho lders has 
become m o r e impe rsona l and as gove rnmen t i n c r e a s i n g l y re 
l ies on a c c o u n t i n g i n f o rma t i on . 

.05 T h e C o d e a l so stresses the C P A ' s respons ib i l i t y t o c l ien ts 
a n d co l leagues, s ince h is behav io r i n these re la t ionsh ips canno t 
fa i l to affect the respons ib i l i t ies of the pro fess ion as a w h o l e 
t o the pub l i c . 

.06 T h e Ins t i tu te 's R u l e s of C o n d u c t set fo r th m i n i m u m leve ls 
of- acceptable conduc t and are m a n d a t o r y a n d enforceable. 
H o w e v e r , i t is i n the best in terests of the profess ion that C P A s 
s t r i ve for conduct b e y o n d that i nd ica ted mere l y b y p roh ib i t i ons . 
E t h i c a l conduc t , i n the t rue sense, is m o r e than me re l y a b i d i n g 
by t he le t te r of exp l i c i t p roh ib i t ions . R a t h e r i t requ i res u n 
s w e r v i n g commi tmen t to honorab le behav io r , even a t the sac
r i f ice of pe rsona l advantage. 

ET Section 51 
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.07 T h e conduct t o w a r d wh ich C P A s should str ive is embodied 
i n five b road concep ts s ta ted as a f f i rmat ive E t h i c a l P r i n c i p l e s : 

Independence, integrity and objectivity. A cer t i f ied pub l i c 
accoun tan t s h o u l d m a i n t a i n h i s i n t e g r i t y and ob jec t i v i t y a n d , 
w h e n engaged i n the p rac t i ce of pub l i c a c c o u n t i n g , be i nde 
pendent o f those he serves. 

General and technical standards. A cer t i f ied pub l i c ac
coun tan t s h o u l d observe the pro fess ion 's genera l and techn ica l 
s tandards and s t r i ve c o n t i n u a l l y to i m p r o v e h i s competence 
a n d the q u a l i t y o f h is serv ices . 

Responsibilities to clients. A cer t i f ied pub l i c accoun tan t 
shou ld be fa i r a n d cand id w i t h his c l ien ts a n d serve them to the 
best of h i s ab i l i t y , w i t h p ro fess iona l concern fo r t he i r best i n 
terests, cons is ten t w i t h h is respons ib i l i t i es t o the publ ic . 

Responsibilities to colleagues. A cer t i f ied public accountan t 
s h o u l d conduc t h imse l f i n a m a n n e r w h i c h w i l l p romo te coop
e ra t ion a n d g o o d re la t ions a m o n g members of t he pro fess ion . 

Other responsibilities and practices. A cer t i f ied pub l i c ac 
coun tan t shou ld conduct h imse l f i n a manne r w h i c h w i l l e n 
hance the s ta tu re of the p ro fess ion a n d i ts ab i l i t y to serve the 
pub l ic . 

.08 T h e f o r e g o i n g E t h i c a l P r i n c i p l e s are in tended as b road 
gu ide l i nes as d i s t i ngu i shed f r o m enforceable R u l e s of Conduc t . 
E v e n t h o u g h they do not p rov i de a bas is fo r d i sc ip l i na ry ac t i on , 
they cons t i t u te the ph i l osoph i ca l f ounda t i on u p o n w h i c h the 
R u l e s of C o n d u c t are based. 

.09 T h e f o l l o w i n g d i scuss ion is in tended to e laborate on each 
of the E th i ca l Pr inc ip les and prov ide rationale for their support. 

ET §51.07 
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AICPA Professional Standards ET § 52.06 

Independence, Integrity 

and Objectivity 

A certified public accountant should maintain his integrity and 
objectivity and, when engaged in the practice of public accounting, 
be independent of those he serves. 

.01 The public expects a number of character traits in a certified 
public accountant but primarily integrity and objectivity and, in 
the practice of public accounting, independence. 

Independence has always been a concept fundamental to the 
accounting profession, the cornerstone of its philosophical struc
ture. For no matter how competent any C P A may be, his opinion 
on financial statements will be of little value to those who rely on 
him—whether they be clients or any of his unseen audience of 
credit grantors, investors, governmental agencies and the 
like—unless he maintains his independence. 

.02 Independence has traditionally been defined by the profession 
as the ability to act with integrity and objectivity. 

•03 Integrity is an element of character which is fundamental to 
reliance on the C P A . This quality may be difficult to judge, 
however, since a particular fault of omission or commission may 
be the result either of honest error or a lack of integrity. 

.04 Objectivity refers to a CPA's ability to maintain an impartial 
attitude on all matters which come under his review. Since this 
attitude involves an individual's mental processes, the evaluation 
of objectivity must be based largely on actions and relationships 
viewed in the context of ascertainable circumstances. 

.05 While recognizing that the qualities of integrity and objectivity 
are not precisely measurable, the profession nevertheless con
stantly holds them up to members as an imperative. This is done 
essentially by education and by the Rules of Conduct which the 
profession adopts and enforces. 

.06 C P A s cannot practice their calling and participate in the 
world's affairs without being exposed to situations that involve 
the possibility of pressures upon their integrity and objectivity. 
To define and proscribe all such situations would be im-

ET Section 52 
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practicable. To ignore the problem for that reason, however, and 
to set no limits at all would be irresponsible. 

07 It follows that the concept of independence should not be in
terpreted so loosely as to permit relationships likely to impair the 
CPA's integrity or the impartiality of his judgment, nor so strictly 
as to inhibit the rendering of useful services when the likelihood 
of such impairment is relatively remote. 

.08 While it may be difficult for a C P A always to appear'com
pletely independent even in normal relationships with clients, 
pressures upon his integrity or objectivity are offset by powerful 
countervailing forces and restraints. These include the possibility 
of legal liability, professional discipline ranging up to revocation 
of the right to practice as a C P A , loss of reputation and, by no 
means least, the inculcated resistance of a disciplined profession
al to any infringement upon his basic integrity and objectivity. 
Accordingly, in deciding which types of relationships should be 
specifically prohibited, both the magnitude of the threat posed by 
a relationship and the force of countervailing pressures have to 
be weighed. 

.09 In establishing rules relating to independence, the profession 
uses the criterion of whether reasonable men, having knowledge 
of all the facts and taking into consideration normal strength of 
character and normal behavior under the circumstances, would 
conclude that a specified relationship between a C P A and a 
client poses an unacceptable threat to the CPA's integrity or ob
jectivity. 

.10 When a C P A expresses an opinion on financial statements, not 
only the fact but also the appearance of integrity and objectivity 
is of particular importance. For this reason, the profession has 
adopted rules to prohibit the expression of such an opinion when 
relationships exist which might pose such a threat to integrity 
and objectivity as to exceed the strength of countervailing forces 
and restraints. These relationships fall into two general 
categories: (1) certain financial relationships with clients and (2) 
relationships in which a C P A is virtually part of management or 
an employee under management's control. 

.11 Although the appearance of independence is not required in 
the case of management advisory services and tax practice, a 
C P A is encouraged to avoid the proscribed relationships with 
clients regardless of the type of services being rendered. In any 
event, the C P A , in all types of engagements, should refuse to 

© 1974, American Institute of Certified Public Accountants, Inc. 
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Independence, Integrity and Objectivity 4293 

subord inate his professional judgment to others and shou ld ex
press his conc lus ions honest ly and object ive ly . 

12 T h e f i nanc ia l re lat ionships proscr ibed when an op in i on is ex
pressed on f i nanc ia l statements make no reference to fees pa id to 
a C P A by a c l ient . Remune ra t i on to prov iders of services is 
necessary for the con t inued prov is ion of those services. Indeed, a 
p r i nc ipa l reason for the development and persistence in the 
professions of the c l ien t -prac t i t ioner re la t ionsh ip and of 
remunera t ion by fee (as contrasted w i t h an employer-err jployee 
re l a t i onsh ip and remune ra t i on by sa la ry ) is that these 
arrangements are seen as a safeguard of independence. 

.13 T h e above reference to an employer -employee re la t ionsh ip is 
pert inent to a quest ion somet imes raised as to whether a C P A ' s 
object iv i ty in expressing an op in ion on f i nanc ia l statements w i l l 
be impa i red by his be ing invo lved w i th his c l ient in the dec i s ion 
mak ing process. 

.14 C P A s con t i nua l l y prov ide adv ice to their c l ients , and they ex
pect that this adv ice w i l l usua l ly be fo l l owed . Dec is ions based on 
such adv ice may have a s ign i f icant effect on a c l ient 's f i nanc ia l 
cond i t i on or operat ing results. T h i s is the case not on ly in tax 
engagements and management adv isory services but i n the audi t 
func t ion as w e l l . 

.15 If a C P A disagrees w i th a c l ien t on a s ign i f icant matter du r i ng 
the course of an audi t , the c l ien t has three cho ices—he can 
modi fy the f i nanc ia l statements (wh ich is usua l l y the case), he 
can accept a qua l i f i ed report or he can d ischarge the C P A . W h i l e 
the u l t imate dec is ion and the resul t ing f i nanc ia l statements 
c lear ly are those o f the c l ien t , the C P A has obv ious ly been a 
s igni f icant factor i n the dec i s i on -mak ing process. Indeed, no 
responsib le user o f f i nanc ia l statements w o u l d want it otherwise. 

.16 It must be noted that when a C P A expresses an op in ion on 
f i nanc ia l statements, the judgments invo lved per ta in to whether 
the results of operat ing dec is ions of the c l ien t are fa i r l y presented 
in the statements and not on the under l y i ng w i sdom of such 
dec is ions. It is h igh ly u n l i k e l y therefore that be ing a factor in the 
c l ient 's dec i s i on -mak ing process w o u l d impa i r the C P A ' s ob 
jec t iv i ty in j udg ing the fairness o f presentat ion. 

.17 T h e more important quest ion is whether a C P A w o u l d 
de l i be ra te l y comprom ise h is in tegr i ty by express ing an 
unqua l i f i ed op in ion on f i nanc ia l statements w h i c h were prepared 
in such a way as to cover up a poor business dec is ion by the 
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c l ien t and on w h i c h the C P A has rendered adv ice. T h e bas ic 
character traits of the C P A as we l l as the r isks ar is ing f rom such 
a compromise of integri ty, i n c l ud i ng l i ab i l i t y to th i rd part ies, 
d i sc ip l i na ry ac t ion and loss o f r ight to pract ice, shou ld prec lude 
such ac t ion . 

.18 P r o v i d i n g adv ice or recommendat ions w h i c h may or may not 
invo lve sk i l l s log ica l l y re lated to a c l ien t 's in fo rmat ion and con 
t ro l system, and w h i c h may affect the c l ient 's dec i s i on -mak ing , 
does not in i tsel f ind icate lack o f independence. Howeve r , the 
C P A must be alert to the poss ib i l i t y that undue ident i f i ca t ion 
w i th the management of the c l ien t or invo lvement w i th a c l ient 's 
affairs to such a degree as to place h i m v i r tua l l y in the posi t ion o f 
be ing an employee, may impa i r the appearance of independence. 

.19 T o sum up, C P A s cannot avo id externa l pressures on thei r i n 
tegri ty and object iv i ty in the course o f their professional wo rk , 
but they are expected to resist these pressures. T h e y must, in fact, 
re ta in the i r integri ty and object iv i ty in a l l phases o f their pract ice 
a n d , when expressing op in ions on f i nanc ia l statements, avo id i n 
vo lvement in s i tuat ions that w o u l d impa i r the c red ib i l i t y of thei r 
independence in the minds o f reasonable men fam i l i a r w i th the 
facts. 
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AICPA Professional Standards ET § 53.05 

General and Technical 
Standards 

A certified public accountant should observe the profession's 
general and technical standards and strive continually to improve 
his competence and the quality of his services. 

.01 S i nce a c c o u n t i n g i n f o r m a t i o n is of great impor tance to a l l 
segments of the pub l i c , a l l C P A s , w h e t h e r i n pub l i c p rac t i ce , 
g o v e r n m e n t serv ice , p r i va te e m p l o y m e n t o r academic pu rsu i t s , 
s h o u l d p e r f o r m the i r w o r k at a h i g h l eve l of p ro fess iona l i sm . 

.02 A C P A shou ld m a i n t a i n and seek a l w a y s to i m p r o v e h i s 
compe tence i n a l l areas of accoun tancy in w h i c h he engages. 
Sa t i s f ac t i on of the requ i remen ts for the C P A cert i f icate is 
ev idence of bas ic compe tence at the t ime the cert i f icate is 
g ran ted , bu t i t does not j us t i f y an a s s u m p t i o n that th is 
competence is mainta ined wi thout cont inu ing effort. Fu r the r , 
i t does no t necessar i l y j u s t i f y u n d e r t a k i n g comp lex engage
men ts w i t h o u t add i t i ona l s t udy and exper ience. 

.03 A C P A shou ld not render p ro fess iona l serv ices w i t h o u t 
b e i n g awa re of, and c o m p l y i n g w i t h , the app l i cab le genera l o r 
t echn i ca l s tandards as in te rp re ted b y bodies des igna ted b y 
C o u n c i l . M o r e o v e r , s ince p u b l i s h e d gene ra l a n d techn ica l 
s tanda rds can never cover the w h o l e field of accoun tancy , he 
must keep b r o a d l y i n fo rmed . 

.04 O b s e r v a n c e of the ru le o n genera l and techn ica l s tandards 
ca l l s f o r a de te rm ina t i on b y a C P A w i t h respect to each 
engagemen t unde r t aken tha t there is a reasonab le expec ta t ion 
i t can be comp le ted w i t h the exerc ise of due pro fess iona l care, 
w i t h adequate p l a n n i n g a n d superv is ion a n d w i t h the gather 
i n g of suf f ic ient Re levan t da ta to a f ford a reasonable bas is fo r 
c o n c l u s i o n s and recommenda t i ons . If a C P A is unable to 
b r i n g s u c h p ro fess iona l competence to the engagement he 
s h o u l d suggest , i n fa i rness to h is c l ient a n d the pub l i c , the 
engagemen t of someone competen t t o pe r f o rm the needed 
serv ice , e i ther i ndependen t l y or as an assoc ia te . 

.05 T h e s tandards re fer red to i n the ru les are e laborated and 
re f ined to meet c h a n g i n g cond i t i ons , and i t is each C P A ' s 
r e s p o n s i b i l i t y to keep h imse l f up to date in th is respect . 
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A certified public accountant should be fair and candid with his 
clients and serve them to the best of his ability, with professional 
concern for their best interests, consistent with his responsibilities 
to the public. 

.01 A s a professional person, the C P A shou ld serve his c l ients w i th 
competence and w i th professional concern for their best i n 
terests. H e must not permit h is regard for a c l ient 's interest, 
however, to overr ide his ob l iga t ion to the pub l i c to ma in ta in his 
independence, integri ty and object iv i ty . T h e discharge o f this 
dua l respons ib i l i ty to both c l ients and the pub l i c requires a h igh 
degree o f e th ica l percept ion and conduct . 

.02 It is fundamenta l that the C P A ho ld in str ict conf idence a l l i n 
fo rmat ion concern ing a c l ient 's affairs w h i c h he acqui res in the 
course of h is 'engagement. T h i s does not mean, however, that he 
shou ld acquiesce in a c l ient 's unwi l l i ngness to make d isc losures 
in financial reports w h i c h are necessary to fa i r presentat ion. 

.03 Exp lo i t a t i on of re lat ions w i th a c l ien t for personal advantage is 
improper . F o r example , acceptance of a commiss ion f rom any 
vendor for recommend ing his product or serv ice to a c l ien t is 
p roh ib i ted . 

04 A C P A shou ld be frank and st ra ight forward w i th c l ients . 
W h i l e tact and d ip lomacy are des i rab le , a c l ien t shou ld never be 
left in doubt about the C P A ' s posi t ion on any issue of 
s ign i f i cance. N o t ru ly professional man w i l l subord inate his own 
judgment or concea l or modi fy his honest op in ion mere ly to 
please. T h i s admon i t i on appl ies to a l l services i nc l ud ing those 
related to management and tax prob lems. 

.05 W h e n accept ing an engagement, a C P A shou ld bear i n m i n d 
that he may find it necessary to resign i f con f l i c t arises on an i m 
portant quest ion of p r inc ip le . In cases of i r reconc i lab le di f 
ference, he w i l l have to judge whether the impor tance of the mat
ter requires such an ac t ion. In we igh ing this quest ion, he can feel 
assured that the pract i t ioner who is independent , fa ir and cand id 
is the better respected for these qua l i t ies and w i l l not lack op
portuni t ies for construct ive serv ice. 
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AICPA Professional Standards ET § 55.04 

Responsibilities to 

Colleagues 

A certified public accountant should conduct himself in a man
ner which will promote cooperation and good relations among 
members of the profession. 

.01 T h e support of a profession by its members and their 
coopera t ion w i th one another are essent ia l e lements of 
profess ional character . T h e pub l i c con f idence and respect w h i c h 
a C P A enjoys is largely the result o f the cumu la t i ve ac
compl i shments of a l l C P A s , past and present. It is, therefore, in 
the C P A ' s o w n interest, as we l l as that o f the genera l pub l i c , to 
support the co l lec t i ve efforts o f co l leagues through professional 
societ ies and organizat ions and to dea l w i th fe l l ow pract i t ioners 
in a manner w h i c h w i l l not detract f rom thei r reputat ion and 
we l l - be ing . 

.02 A l t h o u g h the re luctance of a professional to give test imony 
that may be damag ing to a co l league is unders tandab le , the 
ob l iga t ion of professional courtesy and f raternal cons idera t ion 
can never excuse lack o f comple te candor i f the C P A is test i fy ing 
as an expert wi tness in a j u d i c i a l proceeding or proper ly c o n 
st i tuted inqu i ry . 

.03 A C P A has the ob l iga t ion to assist his fe l lows in comp l y i ng 
w i th the C o d e of Pro fess iona l E th i cs and shou ld a lso assist ap
propr iate d i sc ip l i na ry author i t ies in en forc ing the C o d e . T o c o n 
done ser ious fault can be as bad as to commi t it. It may be even 
worse, in fact, s ince some errors may result f rom ignorance 
rather than intent and , i f let pass wi thout ac t i on , w i l l p robab ly be 
repeated. In s i tuat ions of this k i n d , the wel fare of the pub l i c 
shou ld be the gu ide to a member 's ac t ion . 

.04 W h i l e the C o d e proscr ibes cer ta in spec i f ic act ions in the area 
o f re la t ionships w i th co l leagues, it shou ld be understood that 
these proscr ip t ions do not def ine the l im i ts of des i rab le i n -
t raprofessional conduct . Ra the r , such conduc t encompasses the 
profess ional cons idera t ion and courtesies w h i c h each C P A w o u l d 
l i ke to have fe l l ow pract i t ioners extend to h i m . 
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.05 I t is na tu ra l tha t a C P A w i l l seek to deve lop h i s p rac t i ce . 
H o w e v e r , i n d o i n g so he s h o u l d not seek to d i sp lace ano the r 
accoun tan t i n a c l ien t r e l a t i o n s h i p b y a n y means w h i c h w i l l 
lessen the ef fect iveness of h is t echn ica l pe r fo rmance o r lessen 
h is concern fo r the r i gh t s of t h i r d pa r t i es to re l iab le i n f o r m a 
t i on . F u r t h e r , he s h o u l d not act i n any w a y that ref lects nega 
t i v e l y o n f e l l o w p rac t i t i oners . 

.06 A C P A m a y p rov i de se rv i ce to those w h o request it, even 
t h o u g h they m a y be se rved b y ano ther p rac t i t i oner i n another 
area of serv ice , o r he m a y succeed another p rac t i t i oner at a 
c l i en t ' s request . I n such c i r cums tances i t is a l w a y s desi rable 
a n d requ i r ed i n some s i tua t ions before a c c e p t i n g an engage
m e n t tha t the C P A w h o has been approached shou ld adv ise the 
accoun tan t a l r eady s e r v i n g the c l ient . S u c h ac t i on is ind ica ted 
no t o n l y b y cons idera t ions of pro fess iona l cour tesy bu t b y good 
bus iness judgment . 

.07 A c l i en t m a y somet imes request serv ices r e q u i r i n g h i g h l y 
spec ia l i zed k n o w l e d g e . I f the C P A l acks the exper t i se neces
sary to render s u c h serv ices , he s h o u l d c a l l upon a fe l l ow 
p rac t i t i one r fo r ass is tance o r refer the ent i re engagement to 
ano ther . S u c h ass is tance o r re fer ra l b r i ngs to bear o n the 
c l ien t ' s needs b o t h the r e fe r r i ng p rac t i t i oner ' s k n o w l e d g e of 
the c l i en t ' s af fa i rs a n d the techn ica l exper t ise of the spec ia l 
is t b rough t in to the engagement . I f bo th serve the c l i en t best 
i n t he i r o w n area of ab i l i t y , a l l par t ies are w e l l se rved as is the 
pub l i c . 
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AICPA Professional Standards ET § 56.05 

Other Responsibilities 
and Practices 

A certified public accountant should conduct himself in a manner 
which will enhance the stature of the profession and its ability to 
serve the public. 

.01 I n l i g h t of the impor tance of t he i r f u n c t i o n , C P A s a n d the i r 
firms s h o u l d have a keen consc iousness of the pub l i c in te res t 
a n d the needs of soc ie ty . T h u s , t hey s h o u l d suppor t ef forts to 
ach ieve equa l i t y of oppo r t un i t y fo r a l l , regard less of race, re 
l i g i o u s b a c k g r o u n d o r sex, and shou ld con t r i bu te to t h i s g o a l 
b y the i r o w n serv ice re la t ionsh ips a n d e m p l o y m e n t prac t ices. 

.02 T h e C P A is a benef ic iary of the o r g a n i z a t i o n and charac te r 
of h is p ro fess ion . S i n c e he is seen as a representat ive of the 
p ro fess ion b y those w h o come i n con tac t w i t h h i m , he shou ld 
behave h o n o r a b l y bo th i n h i s persona l and p ro fess iona l l i fe and 
avo id any conduct that might erode publ ic respect and confidence. 

.03 S o l i c i t a t i o n to ob ta in c l i en ts t h r o u g h fa lse, m i s l e a d i n g and 
decept ive s ta tements o r acts is p roh ib i t ed unde r the R u l e s of 
C o n d u c t because it w i l l lessen the p ro fess iona l ef fect iveness 
a n d the independence t o w a r d c l ien ts w h i c h is essent ia l to the 
best in te res ts of the pub l i c . 

.04 A d v e r t i s i n g , w h i c h is fa lse, m i s l e a d i n g and decept ive, is a lso 
p roh ib i t ed because s u c h representa t ions w i l l m i s l e a d some of 
the p u b l i c and thereby reduce o r des t roy the profess ion 's use
fu lness to soc ie ty . A C P A s h o u l d seek to es tab l i sh a repu ta 
t i on for competence a n d charac ter , t h rough act ions ra the r t h a n 
w o r d s . T h e r e are m a n y w a y s th is can be done such as b y 
m a k i n g h imse l f k n o w n t h r o u g h p u b l i c se rv i ce , by c i v i c a n d 
po l i t i ca l ac t i v i t i es , and b y j o i n i n g assoc iat ions and c lubs . I t is 
des i rab le for h i m t o share h i s k n o w l e d g e w i t h in te res ted 
g roups b y a c c e p t i n g requests to m a k e speeches and w r i t e a r t i 
c les. W h a t e v e r p u b l i c i t y occu rs as a na tu ra l by -p roduc t of 
s u c h ac t i v i t i es is en t i re l y proper . 

.05 I n h is w o r k , the C P A s h o u l d be mo t i va ted more b y desire 
fo r exce l lence i n pe r fo rmance t h a n for ma te r i a l r eward . T h i s 
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does not mean that he need be ind i f fe rent abou t compensa t ion . 
Indeed , a p ro fess iona l m a n w h o cannot, m a i n t a i n a respectab le 
s tandard of l i v i n g i s u n l i k e l y to i nsp i re conf idence o r to en joy 
suf f ic ient peace of m i n d to do h i s best w o r k . 

.06 I n d e t e r m i n i n g fees, a C P A m a y assess the degree of respon
s i b i l i t y a s s u m e d b y u n d e r t a k i n g an engagemen t as w e l l as the 
t ime, m a n p o w e r and sk i l l s requ i red to p e r f o r m the serv ice i n 
c o n f o r m i t y w i t h the s tandards of the p ro fess ion . H e m a y also 
take in to accoun t the va l ue of the serv ice to the c l ien t , the 
c u s t o m a r y charges of p ro fess iona l co l leagues and o ther c o n 
s idera t ions . N o s ing le f ac to r is necessa r i l y con t ro l l i ng . 

.07 C l i e n t s have a r i gh t to k n o w i n advance w h a t rates w i l l be 
cha rged and a p p r o x i m a t e l y h o w m u c h an engagement w i l l 
cost . H o w e v e r , w h e n p ro fess iona l j u d g m e n t s are i n v o l v e d , i t 
is usua l l y not poss ib le to set a fa i r cha rge u n t i l an engagement 
has been comp le ted . F o r th is reason C P A s s h o u l d state the i r 
fees for p roposed engagements i n the f o r m of est imates w h i c h 
m a y be sub jec t to change as the w o r k p rogresses . 

.08 O t h e r p rac t i ces p roh ib i t ed b y the R u l e s of C o n d u c t i nc lude 
u s i n g a n y firm des igna t i on o r desc r i p t i on w h i c h m i g h t be m i s 
l e a d i n g , or p r a c t i c i n g as a p ro fess iona l co rpo ra t i on o r assoc ia 
t i on w h i c h fa i ls to c o m p l y w i t h p rov i s i ons es tab l i shed by 
C o u n c i l to pro tec t the p u b l i c in terest . 

.09 A member , w h i l e p r a c t i c i n g pub l i c a c c o u n t i n g , m a y not en 
gage in a bus iness o r o c c u p a t i o n w h i c h is i ncompa t i b l e there
w i t h . W h i l e ce r ta in occupa t ions are c lea r l y i ncompa t i b l e w i t h 
the p rac t i ce of pub l i c a c c o u n t i n g , the p ro fess ion has never at
tempted to l is t t h e m , for i n mos t cases the i n d i v i d u a l c i r c u m 
stances ind ica te whe the r there is a p rob lem. F o r examp le , 
there w o u l d be a p r o b l e m of conf l ic t of in terest if a p r a c t i c i n g 
C P A we re to serve on a t ax assessment board s ince he w o u l d 
be open to accusat ions of f a v o r i n g h is c l ien ts w h e t h e r th is was 
done o r not . M o r e o v e r , they m igh t , u n d e r some c i rcumstances , 
create a conf l i c t of in terest i n the C P A ' s independence re la 
t i onsh ip w i t h h is c l ien ts . 

.10 P a y i n g a c o m m i s s i o n to ou ts iders is p roh ib i t ed i n o rder to 
e l im ina te the temp ta t i on to compensate a n y o n e fo r r e fe r r i ng 
a c l ien t . R e c e i p t of a commiss ion is proscr ibed since pract i t ioners 
should look to the client, and not to others, fo r compensation for 
services rendered. T h e practice of pay ing a fee to a re fer r ing C P A 
irrespective of a n y serv ice pe r fo rmed o r r espons ib i l i t y assumed 
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b y h i m is p rosc r i bed because there is no jus t i f i ca t i on for a C P A 
to share i n a fee fo r a c c o u n t i n g serv ices w h e r e h is so le c o n 
t r i b u t i o n w a s to m a k e a re fe r ra l . 

.11 O v e r the years the vast major i ty o f C P A s have endeavored to 
earn and mainta in a reputat ion fo r competence, integr i ty and ob
ject iv i ty . T h e success o f these ef for ts has been l a rge l y re 
spons ib le fo r the w i d e p u b l i c accep tance of a c c o u n t i n g as an 
honorab le p ro fess ion . T h i s acceptance is a va l uab le asset w h i c h 
s h o u l d never be taken fo r g ran ted . E v e r y C P A s h o u l d c o n 
s t a n t l y s t r i ve to see t ha t i t con t i nues to be deserved. 
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Definitions 

Effective March 1, 
1973, unless other
wise indicated 

.01 T h e fo l l ow ing def in i t ions of te rmino logy are app l i cab le 
wherever such termino logy is used in the R u l e s and In
terpretat ions. 

.02 C l i e n t . T h e person(s) or ent i ty w h i c h retains a member or his 
f i rm , engaged in the pract ice of pub l i c account ing , for the per
fo rmance of professional services. 

.03 C o u n c i l . T h e C o u n c i l of the A m e r i c a n Inst i tute of Ce r t i f i ed 
P u b l i c Accoun tan ts . 

.04 En te rp r i se . A n y person(s) or ent i ty, whether organ ized for 
prof i t or not, for w h i c h a C P A provides services. 

.05 F i r m . A propr ie torsh ip, par tnership, or professional cor 
porat ion or associat ion engaged in the pract ice of pub l i c ac
coun t ing , i nc l ud ing ind iv idua l partners or shareholders thereof. 

.06 F i n a n c i a l s tatements. Statements and footnotes related 
thereto that purport to show f inanc ia l posi t ion w h i c h relates to a 
point in t ime or changes in f i nanc ia l pos i t ion w h i c h relate to a 
per iod of t ime, and statements w h i c h use a cash or other i n 
comple te basis of account ing. Ba lance sheets, statements of i n 
come, statements of retained earn ings, statements of changes in 
f i nanc ia l pos i t ion, and statements of changes in owners ' equi ty 
are f i nanc ia l statements. 

.07 Inc identa l financial data i nc luded in management advisory 
services reports to support recommendat ions to a c l ient and tax 
returns and suppor t ing schedules do not, for this purpose, con 
stitute f i nanc ia l statements; and the statement, af f idavi t , or 
s ignature of preparers requi red on tax returns nei ther consti tutes 
an op in i on on f i nanc ia l statements nor requires a d i sc la imer o f 
such op in ion . 

.08 Inst i tu te. T h e A m e r i c a n Inst i tute of Ce r t i f i ed P u b l i c A c 
countants. 
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.09 Interpretations of Rules of Conduct. Pronouncements issued 
b y the d iv is ion of professional ethics to prov ide guidelines con
cern ing the scope and appl icat ion of the Rules of Conduct . 

.10 Member. A member , associate member , or in ternat ional 
associate of the A m e r i c a n Inst i tute of Cer t i f i ed P u b l i c A c 
countants. 

.11 Practice of public accounting. H o l d i n g out to be a C P A or 
pub l i c accountant and at the same t ime per forming for a c l ient 
one or more types of services rendered by pub l i c accountants. 
T h e term sha l l not be l im i ted by a more restr ict ive de f in i t ion 
wh ich might be found in the accountancy law under wh i ch a 
member pract ices. 

.12 Professional services. One or more types of services per
formed in the pract ice of pub l i c account ing . 
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•Bylaws Section 7.4. [BL section 740.] 
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Applicability of Rules 
Effective March 1, 
1973, unless other
wise indicated 

.01 T h e Inst i tute's C o d e of Pro fess iona l E th i cs der ives its 
author i ty f rom the by laws of the Inst i tute wh i ch provide that the 
T r i a l B o a r d may, after a hear ing, admon ish , suspend, or expel a 
member w h o is found gui l ty of in f r ing ing any of the by laws or 
any prov is ions of the R u l e s of C o n d u c t . * 

.02 T h e R u l e s of C o n d u c t wh i ch fo l l ow apply to a l l services per
formed in the pract ice of pub l i c account ing i nc lud ing tax and 
management adv isory services except (a) where the word ing of 
the ru le ind icates otherwise and (b) that a member who is prac
t i c ing outs ide the U n i t e d States w i l l not be subject to d i sc ip l i ne 
for depar t ing f rom any of the rules stated herein so long as his 
conduct is in acco rd w i th the rules of the organ ized account ing 
profession in the count ry in w h i c h he is prac t ic ing. Howeve r , 
where a member 's name is associated w i th f i nanc ia l statements in 
such a manner as to imp ly that he is act ing as an independent 
pub l i c accountant and under c i rcumstances that wou ld ent i t le 
the reader to assume that Un i t ed States pract ices were fo l l owed , 
he must comp ly w i th the requi rements of Ru les 202 and 2 0 3 . 

.03 A member may be he ld responsib le for compl iance w i th the 
R u l e s of C o n d u c t by a l l persons associated w i th h im in the prac
t ice of p u b l i c account ing who are ei ther under his superv is ion or 
are his partners or shareholders in the pract ice. 

.04 A member engaged in the pract ice of pub l i c account ing must 
observe a l l the R u l e s of Conduc t . A member not engaged in the 
pract ice of pub l i c accoun t ing must observe on ly Ru les 102 and 
501 s ince a l l other R u l e s of C o n d u c t relate so le ly to the pract ice 
of pub l i c account ing . 

.05 A member sha l l not permit others to carry out on his behal f , 
e i ther w i th or wi thout compensat ion, acts wh i ch , i f car r ied out by 
the member , w o u l d p lace h im in v io la t ion of the R u l e s of C o n 
duct . 
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AICPA Professional Standards ET § 101.01 

Independence 

Effective March 1, 
1973, unless other
wise indicated 

.01 R u l e 101—Independence. A m e m b e r o r a firm of w h i c h he 
is a p a r t n e r o r shareho lder sha l l no t express a n o p i n i o n o n 
financial s ta tements of a n en terpr ise u n l e s s he a n d h i s firm are 
independent w i t h respect to s u c h enterpr ise . Independence w i l l 
be cons idered to be impa i red if, f o r e x a m p l e : 

A . D u r i n g the per iod o f h i s p ro fess iona l engagement , o r at the 
t i m e of exp ress i ng h is o p i n i o n , he o r h i s firm 

1. (a) H a d or w a s c o m m i t t e d to acqu i re a n y d i rec t o r m a 
te r ia l i nd i rec t financial in terest i n the en te rp r i se ; o r 

(b) W a s a t rus tee of a n y t rus t o r executor o r a d m i n i s 
t ra tor of any estate i f s u c h t rus t o r estate had o r 
w a s c o m m i t t e d t o acqu i r e a n y d i rec t o r ma te r i a l 
ind i rec t financial in te res t i n t he en te rp r i se ; o r 

2. H a d a n y jo in t c l ose l y h e l d bus iness inves tmen t w i t h the 
enterpr ise o r a n y off icer, d i rec to r , o r p r inc ipa l s tock
ho lder thereof w h i c h w a s ma te r i a l i n re la t i on to h i s o r 
h is firm's net w o r t h ; o r 

3. H a d a n y l oan to o r f r o m the enterpr ise o r a n y off icer, 
d i rec to r , o r p r i nc i pa l s t ockho lde r thereof . T h i s la t te r 
p rosc r ip t i on does no t a p p l y t o the f o l l o w i n g loans f r o m 
a financial i n s t i t u t i o n w h e n made u n d e r n o r m a l l e n d i n g 
procedures, t e rms , a n d r e q u i r e m e n t s : 

(a) L o a n s ob ta ined b y a member o r h i s firm w h i c h are 
no t ma te r i a l i n re la t i on t o the net w o r t h o f s u c h 
bor rower . 

(b ) H o m e m o r t g a g e s . 

(c) O t h e r secured l o a n s , except l o a n s guaranteed b y a 
m e m b e r ' s firm w h i c h a re o t h e r w i s e unsecured . 

B . D u r i n g the pe r iod covered b y t he financial s ta tements , d u r 
i n g the per iod of the p ro fess iona l engagement , o r a t the 
t i m e of e x p r e s s i n g a n o p i n i o n , h e o r h i s firm 

1. W a s connec ted w i t h the enterpr ise as a p romote r , under
w r i t e r o r v o t i n g t rus tee, a d i rec to r o r off icer o r i n a n y 

^->~ The next page is 4411-3. 

ET Section 101 



Independence 4411-3 

capac i t y equ iva len t to that of a m e m b e r of managemen t 
or of an e m p l o y e e ; or 

2. W a s a t rustee for a n y pens ion o r p ro f i t - shar ing t rus t 

of the enterpr ise. 

T h e above examples are not i n tended to be a l l - i nc lus i ve . 

[ A s amended M a r c h 31, 1978.] 

Interpretations under Rule 101—Independence 
.02 101 -1—Di rec to r sh ips . M e m b e r s are o f ten asked to l end the 

prest ige of the i r name as a d i rec to r of a char i tab le , re l i g i ous , 
c i v i c o r o ther s i m i l a r t ype of nonpro f i t o r g a n i z a t i o n whose board 
is large and representa t ive of the c o m m u n i t y ' s leadersh ip . A n 
aud i to r w h o permi ts h is name to be used in th is manne r w o u l d 
not be cons idered l a c k i n g i n independence u n d e r R u l e 101 so 
long as he does not pe r f o rm o r give advice on management func
t ions , and the boa rd i tsel f is suf f ic ient ly la rge tha t a t h i r d pa r t y 
w o u l d conc lude that his membersh ip was hono ra r y . 

[ N o t e : T h e f o l l o w i n g mod i f i ca t i on of I n te rp re ta t i on 101-1 is 
to become ef fect ive w i t h respect t o fiscal years b e g i n n i n g af ter 
F e b r u a r y 29, 1980.] 

101 -1—Hono ra r y d i rec to rsh ips a n d t rus teesh ips . M e m b e r s 
are o f ten asked to lend the p res t ige of the i r names to not - for -
pro f i t o r g a n i z a t i o n s that l im i t t he i r ac t i v i t i es to those of a 
char i tab le , re l i g ious , c i v i c o r s i m i l a r na tu re by b e i n g n a m e d as a 
d i rec to r or a t rustee. A m e m b e r w h o pe rm i t s h is name to be 
used i n th i s m a n n e r a n d w h o is assoc iated w i t h the financial 
s ta tements of the o r g a n i z a t i o n w o u l d not be cons idered l a c k i n g 
i n independence u n d e r R u l e 101 so l o n g as (1) h is pos i t i on is 
p u r e l y hono ra r y , (2) i t is ident i f ied as h o n o r a r y i n a l l le t ter
heads a n d e x t e r n a l l y c i r cu la ted mater ia ls i n w h i c h he is n a m e d 
as a d i rec to r o r t rustee, (3) he res t r ic ts h is par t i c ipa t ion t o the 
use of h is name, and (4) he does not vo te o r o therw ise pa r t i c i 
pate i n managemen t func t ions . 

I t is p r e s u m e d tha t o rgan i za t i ons to w h i c h members lend 
o n l y the p res t ige of the i r names w i l l have suf f ic ient ly la rge 
boards of d i rec to rs o r t rustees t o c l ea r l y pe rm i t the m e m b e r to 
l i m i t h is pa r t i c i pa t i on cons is tent w i t h the f o r e g o i n g res t r i c t i on . 

.03 101 -2—Ret i red pa r tne rs a n d firm independence . A re t i red 
pa r tne r h a v i n g a re la t i onsh ip of a type speci f ied i n R u l e 101 
w i t h a c l ien t of h is former firm w o u l d not be cons ide red as 
i m p a i r i n g the firm's independence w i t h respect t o t he c l ient 
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p rov ided tha t he is no l onge r ac t ive in the firm, that the fees 
rece ived f r o m such c l ien t do not have a ma te r i a l effect on h is 
re t i rement benef i ts and tha t he i s not he ld out as b e i n g asso
c iated w i t h h is fo rmer par tnersh ip . 

.04 1 0 1 - 3 — A c c o u n t i n g serv ices . M e m b e r s i n pub l i c p rac t ice are 
somet imes asked to p r o v i d e m a n u a l o r au tomated b o o k k e e p i n g 
o r da ta p r o c e s s i n g serv ices to c l ien ts w h o are of insuf f ic ient s ize 
to emp loy an adequate in te rna l a c c o u n t i n g staff. C o m p u t e r 
sys tems des ign and p r o g r a m m i n g ass is tance are a lso rendered 
b y members e i ther i n con junc t i on w i t h data p rocess ing serv ices 
o r as a separate engagement . M e m b e r s w h o p e r f o r m such 
serv ices and w h o are engaged i n the pract ice of pub l i c account 
i n g are subject to the b y l a w s and R u l e s of Conduc t . 

O n occas ion members a l so rent " b l o c k t i m e " o n the i r c o m 
puters to the i r c l ien ts but are not i n v o l v e d in the p rocess ing of 
t ransac t ions o r m a i n t a i n i n g the c l ient 's a c c o u n t i n g records . I n 
such cases the sale of b l ock t ime const i tu tes a bus iness ra ther 
t h a n a pro fess iona l re la t i onsh ip and m u s t be cons ide red together 
w i th al l other relationships between the member and his client to 
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determine i f thei r aggregate impact is such as to impa i r the mem
ber's independence. 

W h e n a member performs manua l or automated bookkeep ing 
services, concern may ar ise whether the per formance of such ser
vices w o u l d impa i r his audi t independence—that the per
fo rmance of such basic accoun t ing services w o u l d cause his audi t 
to be l ack i ng in a review of mechan ica l accuracy or that the ac
coun t ing judgments made by h i m in record ing t ransact ions may 
somehow be less re l iab le than i f made by h i m in connect ion wi th 
the subsequent audi t . 

M e m b e r s are s k i l l e d i n , and w e l l accustomed to, app ly ing 
techniques to con t ro l mechan ica l accuracy , and the per formance 
of the record-keep ing func t ion shou ld have no effect on ap
p l i ca t ion of such techniques. W i t h regard to account ing 
judgments , i f th i rd part ies have conf idence in a member 's 
judgment in per forming an audi t , it is d i f f i cu l t to contend that 
they w o u l d have less conf idence where the same judgment is ap
p l ied in the process of prepar ing the under l y ing account ing 
records. 

Never the less, a member per forming accoun t ing services for an 
audi t c l ien t must meet the fo l l ow ing requi rements to retain the 
appearance that he is not v i r tua l l y an employee and therefore 
l ack ing in independence in the eyes of a reasonable observer. 

1. T h e C P A must not have any re la t ionsh ip or comb ina t ion of 
re la t ionships w i th the c l ien t or any con f l i c t of interest wh i ch 
w o u l d impa i r his integri ty and object iv i ty . 

2 . T h e c l ient must accept the respons ib i l i t y for the f i nanc ia l 
statements as his own . A sma l l c l ien t may not have anyone in his 
employ to ma in ta in account ing records and may re ly on the C P A 
for this purpose. Never the less, the c l ien t must be suf f ic ient ly 
know ledgeab le of the enterpr ise's act iv i t ies and f inanc ia l con 
d i t i on and the app l i cab le account ing pr inc ip les so that he can 
reasonably accept such respons ib i l i ty , i n c l ud i ng , spec i f i ca l l y , 
fairness of va lua t ion and presentat ion and adequacy of 
d isc losure . W h e n necessary, the C P A must discuss account ing 
matters w i th the c l ien t to be sure that the c l ien t has the requi red 
degree of unders tand ing. 

3. T h e C P A must not assume the ro le o f employee or of 
management conduc t ing the operat ions of an enterprise. F o r 
example , the C P A sha l l not consummate t ransact ions, have 
custody of assets or exerc ise author i ty on beha l f o f the c l ient . 
T h e c l ien t must prepare the source documents on a l l t ransact ions 
in suf f ic ient deta i l to ident i fy c lear ly the nature and amount of 
such t ransact ions and main ta in an accoun t ing cont ro l over data 

AICPA Professional Standards ET §101.04 



4414 Independence, Integrity and Objectivity 

processed b y the C P A s u c h as con t ro l t o ta l s a n d documen t 
coun ts . T h e C P A s h o u l d no t m a k e changes i n such bas ic da ta 
w i t h o u t the concu r rence of the c l ient . 

4. T h e C P A , i n m a k i n g an e x a m i n a t i o n of f inanc ia l s tate
m e n t s p repared f r o m b o o k s and records w h i c h he has m a i n 
ta ined c o m p l e t e l y o r i n par t , m u s t c o n f o r m t o gene ra l l y 
accep ted a u d i t i n g s tandards . T h e fact tha t he has processed 
o r m a i n t a i n e d ce r ta in records does not e l im ina te the need to 
m a k e suff ic ient aud i t tests. 

W h e n a c l ien t ' s secur i t ies become sub jec t t o r egu la t i on b y 
the S e c u r i t i e s a n d E x c h a n g e C o m m i s s i o n o r o the r federa l o r 
s ta te r egu la to r y b o d y , r espons ib i l i t y f o r m a i n t e n a n c e of the 
a c c o u n t i n g records , i n c l u d i n g a c c o u n t i n g c lass i f i ca t ion dec i 
s i ons , m u s t be assumed b y a c c o u n t i n g pe rsonne l e m p l o y e d b y 
the c l ien t . T h e a s s u m p t i o n of th is r espons ib i l i t y mus t c o m 
mence w i t h the first fiscal y e a r a f ter w h i c h the c l i en t ' s secu r i 
t ies qua l i f y for such regu la t i on . 

.05 101-4—Effect of family relationships on independence. R u l e 
of C o n d u c t 101 p rosc r ibes re la t i onsh ips w h i c h i m p a i r a m e m 
be r ' s independence t h r o u g h d i rec t f inanc ia l in terests , ma te r i a l 
i nd i r ec t financial in terests , o r o the r i n v o l v e m e n t s . R e l a t i o n 
sh ips w h i c h ar ise t h r o u g h f a m i l y b l ood l i nes and mar r iage g i v e 
r ise to c i r cums tances that m a y i m p a i r a member ' s i n d e p e n d 
ence. 

1. Financial- and business relationships ascribed to the member. 
I t i s w e l l accep ted that the independence of a m e m b e r m a y be 
i m p a i r e d b y the financial in teres ts and bus iness re la t ionsh ips 
of the member ' s spouse, dependent c h i l d r e n , o r a n y re la t i ve 
l i v i n g i n a c o m m o n househo ld w i t h o r suppor ted b y the m e m 
ber. T h e financial in terests o r bus iness re la t i onsh ips of s u c h 
f a m i l y , dependents o r re la t i ves in a member ' s c l ient are 
asc r ibed to the m e m b e r ; i n such c i r cums tances the i ndepend 
ence of the m e m b e r o r h is firm w o u l d be i m p a i r e d u n d e r R u l e 
101. 

2. Financial and business relationships that may be ascribed to 
the member. 

Close Kin 

F a m i l y re la t i onsh ips m a y a lso i n v o l v e o ther c i r cums tances 
in w h i c h the appearance of independence is l a c k i n g . H o w 
ever, it is no t reasonab le to assume that a l l k i n s h i p s , pe r se, 
w i l l i m p a i r the appearance of independence s ince some k i n 
sh ips are too remote . T h e f o l l o w i n g gu ide l i nes t o the effect 
of k i n s h i p on the appearance of independence have evo l ved 
o v e r the y e a r s : 
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A p r e s u m p t i o n tha t the appearance of independence is i m 
pa i red ar ises f r o m a s ign i f i can t financial in terest , i nves tmen t , 
o r bus iness r e l a t i o n s h i p b y the f o l l o w i n g c lose k i n i n a 
m e m b e r ' s c l i e n t : non-dependen t c h i l d r e n , b ro the rs and s is ters , 
grandparents, parents, parents- in- law, and the respective spouses 
of a n y of the f o rego ing . 

I f the c lose k i n ' s financial in teres t i n a m e m b e r ' s c l ien t is 
m a t e r i a l i n re la t i onsh ip to the k i n ' s net w o r t h , a t h i r d pa r t y 
c o u l d c o n c l u d e tha t the m e m b e r ' s o b j e c t i v i t y i s i m p a i r e d w i t h 
respec t t o the c l i en t s ince the k i n s h i p is so c lose. I n add i t i on , 
financial in te res ts he ld b y c lose k i n m a y resu l t i n an ind i rec t 
financial in terest b e i n g asc r ibed to the m e m b e r . 

T h e p r e s u m p t i o n tha t the appearance of independence is 
i m p a i r e d w o u l d a lso p r e v a i l w h e r e a c lose k i n has an impo r t an t 
ro le o r respons ib le execu t i ve pos i t i on (e. g . , d i rec to r , chief 
execu t i ve o r financial off icer) w i t h a c l ien t . 

G e o g r a p h i c a l sepa ra t i on f r o m the c lose k i n a n d in f requen t 
con tac t m a y m i t i ga te s u c h i m p a i r m e n t excep t w i t h respect t o : 

a. a par tner pa r t i c i pa t i ng i n the engagement o r l oca ted i n 
an off ice pa r t i c i pa t i ng i n a s ign i f i can t po r t i on of the 
engagement , 

b. a pa r tne r i n the same office o r one w h o ma in ta i ned 
c lose personal re la t ionsh ips w i t h par tners p a r t i c i p a t i n g 
i n a s ign i f i can t po r t i on of the engagement , 

c. a pa r t ne r w h o , as a resu l t o f h i s a d m i n i s t r a t i v e o r 
a d v i s o r y pos i t i ons , is i n v o l v e d i n the engagement , o r 

d . a staff m e m b e r pa r t i c i pa t i ng i n the engagemen t o r 
loca ted i n an office pa r t i c i pa t i ng i n a s ign i f i can t po r t i on 
of the engagement . 

I f a m e m b e r does not o r c o u l d not r easonab l y be expected 
to h a v e k n o w l e d g e of the financial in teres ts , i nves tmen ts and 
bus iness re la t i onsh ips of h is c lose k i n , such l a c k of k n o w l e d g e 
w o u l d p rec lude an i m p a i r m e n t of o b j e c t i v i t y a n d appearance 
of independence . 

3. Financial and business relationships that are not normally 
ascribed to the member. 

Remote Kin 

A p r e s u m p t i o n that the appearance of independence is i m 
pa i red w o u l d no t n o r m a l l y ar ise f r o m the f inanc ia l in terests 
and business relat ionships of remote k i n : uncles, aunts, cousins, 
nephews , n ieces, o ther i n - l a w s , and o ther k i n w h o are not c lose. 

T h e financial in terests and bus iness re la t i onsh ips of these 
remote k i n are not cons ide red e i the r d i rec t o r ind i rec t in terests 
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a s c r i b e d to the member . H o w e v e r , t he p r e s u m p t i o n of no 
i m p a i r m e n t w i t h remo te k i n w o u l d be nega ted i f o the r fac tors 
i n d i c a t i n g a c loseness ex is t , s u c h as l i v i n g i n t he s a m e house
h o l d w i t h the member , h a v i n g f inanc ia l t ies, or j o i n t l y pa r t i 
c i pa t i ng in o ther bus iness en terpr ises . 

Summary 

M e m b e r s m u s t be a w a r e that i t is imposs ib l e to enumera te 
a l l c i r c u m s t a n c e s w h e r e i n the appearance of a m e m b e r ' s i n 
dependence m i g h t be ques t i oned b y t h i r d par t ies because of 
f a m i l y re la t ionsh ips . I n s i tua t ions i n v o l v i n g the assessment 
of r e l a t i onsh ips w i t h b o t h c lose a n d remo te k i n , m e m b e r s 
m u s t cons ider whe the r geograph ica l p r o x i m i t y , s t reng th of 
persona l and other bus iness re la t i onsh ips and other f a c t o r s — 
w h e n v i e w e d together w i t h f inanc ia l in teres ts in q u e s t i o n — 
w o u l d lead a reasonab le observer to conc lude that the speci f ied 
re l a t i onsh ips pose an unaccep tab le th rea t to the member ' s 
ob jec t i v i t y and appearance of independence. 

.06 101-5—Meaning of the term "normal lending procedures, 
terms and requirements". R u l e 101 (A) (3 ) p roh ib i t s loans to a 
m e m b e r f r o m his c l ient except for cer ta in speci f ied k i nds of 
loans f r o m a c l ien t f inanc ia l i ns t i tu t ion w h e n made under 
" n o r m a l l end ing p rocedures , terms a n d requ i remen ts . " T h e 
m e m b e r w o u l d meet the c r i t e r ia p resc r ibed b y th is ru le if the 
procedures , te rms a n d requ i remen ts r e l a t i ng to his loan are 
r easonab l y comparab le t o those r e l a t i n g to other loans of a s im i 
la r cha rac te r commi t t ed to o ther bo r rowers d u r i n g the pe r iod 
in w h i c h the loan to the member is commi t t ed . A c c o r d i n g l y , 
in m a k i n g such compar i son and i n e v a l u a t i n g w h e t h e r h i s l oan 
w a s made under " n o r m a l l e n d i n g procedures , te rms a n d re
q u i r e m e n t s " , the member shou ld cons ide r a l l the c i r cumstances 
u n d e r w h i c h the l o a n was g ran ted i n c l u d i n g 

1. T h e amoun t of the loan i n re la t ion to the va l ue of the 
co l la te ra l p ledged as secur i t y and the c red i t s tand ing of 
the member o r h is f i rm. 

2. R e p a y m e n t te rms . 

3. In teres t rate, i n c l u d i n g " p o i n t s " . 

4. R e q u i r e m e n t to pay c l o s i n g cos ts i n accordance w i t h the 
lender 's usua l p rac t ice . 

5. Gene ra l a v a i l a b i l i t y of such loans to the pub l i c . 

R e l a t e d p roh ib i t i ons ( w h i c h m a y be more res t r i c t i ve) are 
p resc r ibed b y cer ta in state and federa l agencies h a v i n g regu la 
to ry au tho r i t y over such f inanc ia l ins t i tu t ions. 
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.07 101 -6—The effect of a c t u a l o r th rea tened l i t i g a t i o n o n i nde 
pendence. R u l e of C o n d u c t 101 p roh ib i t s the express ion of an 
o p i n i o n o n financial s ta tements of an enterpr ise unless a m e m 
ber a n d h is firm are independent w i t h respect to the enterpr ise. 
I n some c i r cums tances , independence m a y be cons idered to be 
i m p a i r e d as a result of l i t i ga t i on o r the expressed in ten t ion to 
c o m m e n c e l i t i ga t i on . 

Litigation between client and auditor 

I n order for the aud i to r to fu l f i l l h i s o b l i g a t i o n to render a n 
in fo rmed , ob jec t ive op in i on on the c l i en t c o m p a n y ' s financial 
s ta tements , the re la t ionsh ip be tween the managemen t of the 
c l ien t and the aud i to r must be charac te r i zed b y comple te c a n 
d o r a n d f u l l d isc losure rega rd ing a l l aspects of the c l ient 's 
bus iness opera t ions . I n add i t i on , there must be an absence of 
b ias o n the par t of the aud i to r so that he can exercise d ispas
s ionate pro fess iona l j u d g m e n t o n the financial repor t i ng dec i 
sions made by the management. W h e n the present management 
of a c l ien t c o m p a n y commences , or expresses an i n ten t i on to 
commence , l ega l ac t i on aga ins t the aud i to r , the aud i to r and the 
c l ient managemen t m a y be p laced i n adversa ry pos i t i ons i n 
w h i c h the management ' s w i l l i ngness to m a k e comple te d i sc lo 
sures and the aud i to r ' s ob jec t i v i t y m a y be af fected b y self-
interest . 

F o r the reasons ou t l i ned above , independence m a y be i m 
pa i red wheneve r the aud i t o r a n d h is c l ien t c o m p a n y or i ts 
m a n a g e m e n t are i n threatened o r ac tua l pos i t ions of ma te r i a l 
adverse in terests b y reason of ac tua l o r in tended l i t i ga t ion . B e 
cause of the c o m p l e x i t y a n d d ivers i t y of the s i tua t ions of a d 
verse in terests w h i c h m a y ar ise , howeve r , i t is d i f f icul t to 
prescr ibe prec ise po in ts at w h i c h independence m a y be impa i red . 
T h e f o l l o w i n g c r i te r ia are of fered as gu ide l ines : 

1. T h e c o m m e n c e m e n t of l i t i ga t i on b y the present manage
ment a l l e g i n g def ic iencies i n aud i t w o r k for the c l ien t 
w o u l d be cons idered to i m p a i r independence. 

2. T h e commencemen t of l i t i ga t i on b y the aud i to r aga ins t 
the present managemen t a l l e g i n g managemen t f r a u d o r 
decei t w o u l d be cons idered to i m p a i r independence. 

3. A n expressed i n ten t i on b y the present managemen t to 
commence l i t i ga t ion aga ins t the aud i t o r a l l e g i n g def ic ien
c ies i n audi t w o r k for the c l ien t is cons ide red to impa i r 
independence if the a u d i t o r conc ludes that there is a 
s t r o n g poss ib i l i t y that such a c l a i m w i l l be filed. 

4. L i t i g a t i o n not re la ted to aud i t w o r k for the c l ient (whether 
th rea tened o r ac tua l ) for an amoun t no t ma te r ia l to the 
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member ' s f i rm 1 or to the f inancial statements of the client 
c o m p a n y w o u l d not usua l l y be cons idered to affect the 
re l a t i onsh ip i n such a w a y as to impa i r independence. S u c h 
c la ims m a y ar ise, fo r examp le , out of disputes as to bi l l ings 
for se rv ices , resu l ts of tax or managemen t serv ices adv ice 
o r s im i l a r mat ters . 

Litigation by security holders 

T h e aud i to r m a y a lso become i n v o l v e d i n l i t i g a t i o n ( "p r imary 
l i t i g a t i o n " ) i n w h i c h he and the c l ien t c o m p a n y or i ts manage 
men t are defendants. S u c h l i t i ga t ion m a y ar ise, fo r examp le , 
w h e n one o r more s tockho lders b r i n g a s tockho lders ' de r i va t i ve 
ac t ion or a so -ca l led " c l ass a c t i o n " aga ins t the c l ien t c o m p a n y 
o r i ts m a n a g e m e n t , its off icers, d i rectors , underwr i te rs and 
aud i to rs u n d e r the secur i t ies l aws . S u c h p r i m a r y l i t i ga t i on i n 
i tself w o u l d not a l ter f undamen ta l re la t ionsh ips be tween the 
c l ient c o m p a n y o r i ts managemen t and aud i to r and therefore 
should not be deemed to have an adverse impact on the auditor 's 
independence. T h e s e s i tua t ions shou ld be examined ca re fu l l y , 
howeve r , s ince the po ten t ia l for adverse interests m a y ex is t if 
c ross -c la ims are f i led aga ins t the aud i to r a l l e g i n g that he is 
respons ib le for a n y def ic iencies or i f the aud i to r a l leges f r a u d 
o r decei t b y the present management as a defense. I n assess ing 
the ex tent to w h i c h h is independence m a y be impa i red under 
these cond i t i ons , the aud i to r shou ld cons ide r the f o l l o w i n g 
add i t i ona l g u i d e l i n e s : 

.1. T h e ex is tence of c ross-c la ims f i led b y the c l ient , i ts m a n 
agement , o r a n y of i ts d i rec tors to protect a r igh t to lega l 
redress in the event of a future adverse decision i n the p r i 
mary l i t igat ion (or, in l ieu of cross-claims, agreements to ex
tend the statute of l imitat ions) wou ld not normal ly affect the 
re la t ionsh ip between c l ient managemen t and aud i to r i n 
such a w a y as to impa i r independence, unless there 
ex is ts a s ign i f i can t r i s k that the c ross -c la im w i l l resu l t in 
a se t t lement or j udgmen t i n an amoun t ma te r ia l to the 
member ' s f i rm 1 o r to the f inanc ia l s ta tements of the client. 

2. T h e asser t ion of c ross -c la ims aga ins t the aud i to r b y under
wr i t e rs w o u l d not usua l l y i m p a i r independence if no such 
c la ims are asser ted by the c o m p a n y or the present m a n 
agement . 

1 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 member should consider the nature 
of the controversy underlying the litigation and all other relevant factors 
in reaching a judgment. 
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3. I f a n y of the persons w h o file c ross-c la ims aga ins t the 
aud i t o r are a lso off icers or d i rec to rs of other c l ients of the 
aud i to r , the aud i tor 's independence w i t h respect to such 
o ther c l ien ts w o u l d not u s u a l l y be impa i red . 

Other third-party litigation 

A n o t h e r t ype of th i rd -par ty l i t i ga t i on against the aud i to r m a y 
be c o m m e n c e d b y a l e n d i n g i ns t i t u t i on , o ther cred i tor , secur i ty 
ho lder or insurance c o m p a n y w h o a l leges re l iance o n financial 
s ta tements of the c l ien t e x a m i n e d b y the aud i to r as a basis fo r 
extending credit or insurance coverage to the client. I n some i n 
stances, an insurance c o m p a n y m a y commence l i t i ga t i on (under 
sub roga t i on r igh ts ) aga ins t the aud i to r i n the name of the client 
to recover losses re imbursed to the c l ient . T h e s e types of 
l i t i ga t i on w o u l d not n o r m a l l y affect the aud i to r ' s independence 
w i t h respect to a c l ient w h o is e i ther no t the p la in t i f f o r is o n l y 
the n o m i n a l p la int i f f , s ince the re la t i onsh ip be tween the aud i to r 
and c l ien t management w o u l d not be af fected. T h e y shou ld be 
e x a m i n e d ca re fu l l y , howeve r , s ince the po ten t ia l for adverse i n 
terests m a y exist i f the aud i to r a l leges, i n h is defense, f raud o r 
decei t b y the present managemen t . 

I f the rea l pa r t y i n in terest i n the l i t i ga t i on (e. g . , the i nsu r 
ance c o m p a n y ) is a lso a c l ien t of the aud i to r ( " the p la in t i f f 
c l i e n t " ) , the aud i to r ' s independence w i t h respect to the p la in t i f f 
c l ien t m a y be impa i red if the l i t i ga t i on i nvo l ves a s ign i f icant 
r isk of a set t lement o r j u d g m e n t i n an amoun t w h i c h w o u l d be 
ma te r i a l to the member ' s firm 2 o r to the financial s ta tements 
of the p la in t i f f c l ient . I f the aud i to r conc ludes that such l i t i 
ga t i on is not ma te r i a l to the p la int i f f c l ient or h is firm a n d thus 
h i s independence is not impa i red , he shou ld never theless ensure 
tha t p ro fess iona l personne l ass igned to the aud i t of e i ther of 
the t w o c l ien ts have no i nvo l vemen t w i t h the audi t of the other. 

Effects of impairment of independence 

I f the aud i t o r bel ieves tha t the c i r cumstances w o u l d lead a 
reasonab le person h a v i n g k n o w l e d g e of the facts to conc lude 
that the ac tua l o r in tended l i t i ga t i on poses a n unacceptab le 
threat to the aud i to r ' s independence he s h o u l d e i ther (a) d isen
gage h imse l f to a v o i d the appearance that h is se l f - in terest wou ld 
af fect h is ob jec t i v i t y , or (b) d i sc la im an o p i n i o n because of 
lack of independence as p resc r ibed b y S e c t i o n 517 of Statement 
on Auditing Standards No. 1. S u c h d isengagement m a y take the 
f o r m of res igna t ion o r cessat ion of any aud i t w o r k then i n 
p rogress pend ing reso lu t ion of the issues be tween the par t ies. 

2 See footnote 1. 
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Termination of impairment 

T h e cond i t i ons g i v i n g r ise to a lack of independence are 
u s u a l l y e l im ina ted w h e n a final reso lu t ion is reached and the 
mat ters at issue no longer affect the re la t i onsh ip between 
aud i to r and c l ient . T h e aud i to r shou ld ca re fu l l y rev iew the 
cond i t i ons of such reso lu t ion to de te rmine that a l l impa i rments 
to h is ob jec t i v i t y have been removed . 

Actions permitted while independence is impaired 

I f the aud i t o r w a s independent w h e n h is report was in i t i a l l y 
rendered, he m a y re -s ign such repor t o r consent to i ts use at a 
la te r date w h i l e h is independence is impa i red p rov ided that no 
post -aud i t w o r k is per formed b y such aud i to r d u r i n g the per iod 
of impa i rmen t . T h e te rm "pos t -aud i t w o r k " , i n th is context , 
does no t i nc lude inqu i r ies of subsequent aud i to rs , r ead ing of 
subsequent financial s ta tements , o r such procedures as may be 
necessary to assess the effect of subsequen t l y d iscovered facts 
on the financial s ta tements covered b y his p rev ious l y issued 
report . 

.08 101-7—Application of Rule 101 to professional personnel. 
T h e t e r m " h e a n d h is firm" as used i n the first sentence of R u l e 
101 means (1) a l l pa r tners o r shareho lders i n the f i rm a n d 
(2) a l l fu l l and part-t ime professional employees part ic ipat ing i n 
the engagement o r loca ted i n an office pa r t i c i pa t i ng i n a 
s ign i f icant po r t i on of the engagement . 

.09 101-8—Effect on Independence of Financial Interests in 
Nonclients Having Investor or Investee Relationships with 
a Member's Client. 

Introduction 

R u l e 101, Independence, p rov ides i n par t tha t " A member 
o r a f i rm of w h i c h he is a pa r tne r o r shareho lder sha l l no t 
express an op in i on on financial s ta tements of an enterpr ise 
un less he and h is firm are independent w i t h respect to such 
enterpr ise . Independence w i l l be cons ide red t o be impa i red if 
for examp le , ( A ) . . . d u r i n g the p e r i o d of h is p ro fess iona l 
engagement , or at the t ime of e x p r e s s i n g h is op in i on , he or 
his firm . . . had o r was c o m m i t t e d to acqu i re any d i rec t o r 
ma te r i a l i nd i rec t financial in terest i n the enterpr ise . . . ( B ) 
d u r i n g the per iod covered b y the financial s ta tements , d u r i n g 
the per iod of the p ro fess iona l engagement , or at the t ime of 
exp ress ing an o p i n i o n , he or h is firm . . . was connec ted w i t h 
the en te rpr ise . . . i n a n y capac i t y equiva lent t o tha t of a 
m e m b e r of m a n a g e m e n t . . . " 
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T h i s i n te rp re ta t i on dea ls w i t h the effect on the appearance 

of independence of financial in terests i n nonc l i en ts that are 

re la ted i n va r i ous w a y s to a c l ien t . Some of the re la t i onsh ips 

d i scussed he re in resu l t i n a financial in terest in the c l ien t , 

w h i l e o thers w o u l d p lace the m e m b e r in a capac i t y equ iva len t 

to tha t of a m e m b e r of managemen t . 

S i t ua t i ons i n w h i c h the nonc l ien t i nves to r is a pa r tne rsh ip 
are not covered i n th is i n te rp re ta t ion because the in terests 
of the pa r tne rsh ip are asc r ibed d i rec t l y to the par tners . A 
m e m b e r h o l d i n g a d i rec t financial in terest i n a pa r tne rsh ip 
tha t i nves ts i n h is c l ien t has, as a resu l t , a d i rec t financial 
in teres t i n the c l ient , w h i c h i m p a i r s his independence. 

Terminology 

T h e f o l l o w i n g spec ia l l y ident i f ied te rms are used i n th is 
I n te rp re ta t i on as i n d i c a t e d : 

1. Client. T h e enterpr ise w i t h whose financial s ta tements 
the m e m b e r is assoc ia ted. 

2. Member. I n this Interpretat ion the t e rm " m e m b e r " means 
(a) a member , (b) a par tner o r shareho lder i n the firm o r 
(c) a f u l l o r pa r t - t ime pro fess iona l employee pa r t i c i pa t i ng 
in the engagement o r loca ted i n an off ice p a r t i c i p a t i n g 
i n a s ign i f i can t po r t i on of the engagement . 

3. Investor. I n th i s I n te rp re ta t i on the t e r m " i n v e s t o r " means 
(a) a paren t o r (b ) ano the r inves to r ( i n c l u d i n g a na tu ra l 
person bu t not a pa r tne rsh ip ) that ho lds an in terest i n 
ano the r c o m p a n y ( " i n v e s t e e " ) , but o n l y if the in terest 
g ives such o ther i nves to r the ab i l i t y to exerc ise s ign i f i 
can t in f luence o v e r o p e r a t i n g and financial po l ic ies of the 
investee. T h e c r i t e r i a es tab l i shed i n p a r a g r a p h 17 of 
A c c o u n t i n g P r i n c i p l e s B o a r d O p i n i o n N u m b e r 18 sha l l 
app l y i n d e t e r m i n i n g the ab i l i t y of an i nves to r to exerc ise 
such in f luence. 

4. Investee. I n this Interpretat ion, the t e rm " i n v e s t e e " means 
(a) a s u b s i d i a r y o r (b) an en t i t y that is sub ject to s i g 
n i f i cant in f luence f rom an investor . A l i m i t e d pa r tne rsh ip 
i n w h i c h a c l i en t - i nves to r ho lds a l i m i t e d par tnersh ip 
in terest w o u l d not be cons idered an " i n v e s t e e " subject 
t o th i s i n te rp re ta t ion un less the l im i t ed par tner were 
i n a pos i t i on to exerc ise s ign i f i can t in f luence ove r opera t 
i n g a n d financial po l i c ies of the l i m i t e d par tnersh ip . 
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5. Material Investee. A n investee is p resumed to be ma te r ia l 
i f : 

(a) the investor 's aggregate c a r r y i n g amoun t of inves t 
men t i n and advances to the inves tee exceeds 5% 
of the inves to r ' s conso l i da ted to ta l assets, o r 

(b ) the i nves to r ' s equ i t y i n the inves tee 's i n c o m e f r o m 
c o n t i n u i n g opera t ions before i ncome taxes exceeds 
5 % of the inves to r ' s conso l i da ted income f r o m c o n 
t i n u i n g opera t ions before i ncome taxes. 

W h e n the i nves to r is a nonc l i en t and i ts c a r r y i n g 
a m o u n t of i nves tments in and advances to the c l ient 
investee is not read i l y ava i l ab le , the inves to r ' s p ropo r 
t iona te share of the c l ien t investee 's to ta l assets m a y be 
used i n the ca l cu la t i on desc r ibed i n (a) above. 

I f the i ncome of an i nves to r or investee f r o m con
t i n u i n g opera t ions before i ncome taxes of the m o s t 
recent yea r is c l ea r l y not i nd i ca t i ve of the past o r ex
pected fu ture amoun ts of s u c h i ncome , the reference 
po in t for m a t e r i a l i t y de te rmina t ions s h o u l d be the average 
of the incomes f r o m c o n t i n u i n g opera t ions before i ncome 
taxes of the p r e c e d i n g 3 years . 

I f a m e m b e r has a financial in te res t i n m o r e than one 
nonc l i en t investee of a c l ien t inves to r , the i nves tmen ts 
i n and advances to such inves tees , and the equ i ty i n the 
income f r o m c o n t i n u i n g opera t ions before i ncome taxes 
of a l l s u c h investees mus t be agg rega ted fo r purposes 
of d e t e r m i n i n g w h e t h e r such investees are mater ia l t o 
the inves to r . 

T h e 5 % gu ide l i nes fo r i d e n t i f y i n g a ma te r i a l investee 
are to be app l ied to financial i n f o r m a t i o n ava i l ab le at the 
b e g i n n i n g of the engagement . A m i n o r change in the 
percen tage resu l t i ng f r o m la ter financial i n fo rma t i on , 
w h i c h a m e m b e r does not a n d c o u l d not be expec ted to 
an t i c ipa te at the b e g i n n i n g , m a y be i gno red . 

6. Material financial interest. A financial in teres t is p resumed 
to be ma te r i a l to a m e m b e r if i t exceeds 5 % o f the m e m 
be r ' s net w o r t h . I f t he m e m b e r has financial in terests i n 
more than one inves tee of one inves to r , s u c h interests 
m u s t be agg rega ted fo r pu rposes of d e t e r m i n i n g whether 
the m e m b e r has a m a t e r i a l financial in teres t as descr ibed 
i n the p reced ing sentence. 
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Interpretation 

W h e r e a nonc l i en t investee is m a t e r i a l to a c l ien t i nves to r , 
a n y d i rect o r ma te r i a l i nd i rec t f i nanc ia l in te res t of a m e m b e r 
i n the nonc l i en t inves tee w o u l d be cons ide red to i m p a i r the 
m e m b e r ' s i ndependence w i t h respect to the c l ien t . L i k e w i s e , 
w h e r e a c l ien t investee is ma te r i a l to a nonc l ien t i nves to r , 
a n y d i rec t or ma te r i a l i nd i rec t f i nanc ia l in te res t of a m e m b e r 
i n the nonc l i en t i n ves to r w o u l d be cons ide red to i m p a i r the 
member ' s independence w i t h respect to the c l ien t . 

T h e r e m a i n d e r of th is I n te rp re ta t i on d iscusses whe the r , i n 
the o ther s i tuat ions l i s ted b e l o w , a member ' s f i nanc ia l i n te res t 
i n nonc l i en t i n ves to r o r nonc l ien t inves tee of an aud i t c l ien t 
w i l l i m p a i r the member ' s independence . 

T h e s e s i tua t ions are d i scussed i n the fo l low ing" s e c t i o n s : 

(1) N o n c l i e n t inves tee is no t ma te r i a l to c l ien t investor . 

(2) C l i e n t investee is not m a t e r i a l to nonc l i en t inves tor . 

O t h e r re la t ionsh ips , such as those i n v o l v i n g b ro the r -s i s te r 
c o m m o n con t ro l o r c l i en t -nonc l i en t j o i n t ven tu res , m a y af fect 
t he appearance of independence . T h e m e m b e r s h o u l d m a k e 
a reasonab le i n q u i r y to de te rm ine w h e t h e r s u c h re la t i onsh ips 
ex is t , a n d w h e r e t hey do, care fu l cons ide ra t i on s h o u l d be g i v e n 
to w h e t h e r the f inanc ia l in teres ts i n ques t i on w o u l d l ead a 
reasonab le observer to conc lude tha t the spec i f ied re l a t i on 
sh ips pose an unaccep tab le th rea t to the member ' s i nde 
pendence. 

I n gene ra l , i n b ro ther -s i s te r c o m m o n con t ro l s i tua t ions , an 
i m m a t e r i a l financial in terest of a m e m b e r i n the nonc l i en t 
investee w o u l d no t i m p a i r t he i ndependence of a m e m b e r 
w i t h respect to the c l ien t investee p r o v i d e d the m e m b e r cou ld 
no t s i gn i f i can t l y in f luence the nonc l i en t inves to r . I n l i k e 
m a n n e r in a j o i n t ven tu re s i t ua t i on , an i m m a t e r i a l financial 
i n te res t of a m e m b e r i n the nonc l i en t i n ves to r w o u l d not 
i m p a i r the independence of the m e m b e r w i t h respec t to the 
c l i en t i n v e s t o r p r o v i d e d tha t the member c o u l d not s ign i f i 
c a n t l y in f luence the nonc l i en t i nves to r . 

I f a m e m b e r does no t a n d c o u l d no t reasonab ly be expected 
t o have k n o w l e d g e of the financial in terests o r re la t i onsh ips 
desc r i bed i n th is in te rp re ta t ion , s u c h l ack of k n o w l e d g e w o u l d 
p r e c l u d e a n i m p a i r m e n t of independence. 
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(1) N O N C L I E N T I N V E S T E E I S N O T M A T E R I A L 
T O C L I E N T I N V E S T O R 

A n i m m a t e r i a l financial in teres t of a m e m b e r i n N o n c l i e n t B 
( inves tee) w o u l d no t be cons ide red t o i m p a i r the m e m b e r ' s 
i ndependence w i t h respect to C l i e n t A ( i n ves to r ) . A ma te r i a l 
financial in te res t of a m e m b e r i n N o n c l i e n t B w o u l d be c o n 
s ide red to i m p a i r the member ' s i ndependence w i t h respec t t o 
C l i e n t A . T h e reason f o r t h i s is t ha t t h r o u g h i ts ab i l i t y t o 
in f luence N o n c l i e n t B , C l i e n t A c o u l d enhance o r d i m i n i s h the 
v a l u e of the member ' s financial in te res t i n N o n c l i e n t B b y an 
a m o u n t m a t e r i a l to the m e m b e r ' s net w o r t h w i t h o u t a ma te r i a l 
effect o n i ts o w n financial s ta tements . A s a resu l t , t he m e m 
ber w o u l d no t appear t o be i ndependen t w h e n r e p o r t i n g o n the 
financial s ta tements of C l i e n t A . 

I f N o n c l i e n t B ( investee of C l i e n t A ) h a d a n inves tee , N o n -
c l ien t C , the d e t e r m i n a t i o n as t o w h e t h e r a financial in te res t 
i n N o n c l i e n t C w o u l d be cons ide red t o i m p a i r t he member ' s 
independence w o u l d be based o n the same ru les as above f o r 
N o n c l i e n t B , except tha t the m a t e r i a l i t y o f N o n c l i e n t C is 
m e a s u r e d i n re la t i on t o C l i e n t A , r a t h e r t h a n t o N o n c l i e n t B . 
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(2) C L I E N T I N V E S T E E I S N O T M A T E R I A L 
T O N O N C L I E N T I N V E S T O R 

E x c e p t as indicated i n the next paragraph, a financial interest 
of a m e m b e r i n N o n c l i e n t D ( i nves to r ) w o u l d no t be c o n 
s ide red t o i m p a i r the m e m b e r ' s independence w i t h respec t to 
C l i e n t E ( i nves tee ) even i f the financial in te res t i n N o n c l i e n t D 
were m a t e r i a l t o the m e m b e r ' s net w o r t h . T h e reason for th i s 
is that , s ince C l i e n t E is i m m a t e r i a l t o N o n c l i e n t D , t he m e m 
ber w o u l d no t appear to be i n a pos i t i on to enhance his invest
m e n t i n N o n c l i e n t D . 

I f the member ' s financial in terest i n N o n c l i e n t D ( i nves to r ) 
is su f f i c ien t ly l a rge to a l l o w the m e m b e r t o s i g n i f i c a n t l y 
influence the actions of Nonc l ien t D , the member 's independence 
w o u l d be cons ide red t o be impa i r ed . T h e reason f o r th is is 
t ha t a f i nanc ia l in teres t suf f ic ient t o a l l o w t he m e m b e r t o 
s i g n i f i c a n t l y in f luence the ac t i ons (ope ra t i ng a n d financial 
po l i c i es , i n t e r c o m p a n y t ransac t i ons , etc.) o f t he i nves to r cou ld 
p e r m i t t h e m e m b e r t o exerc ise a degree of c o n t r o l o v e r the 
c l i en t t ha t w o u l d p lace the m e m b e r i n a capac i t y equ i va l en t 
to tha t of a m e m b e r of m a n a g e m e n t . S u c h re l a t i onsh ip w o u l d 
be cons ide red to i m p a i r i ndependence u n d e r R u l e 1 0 1 ( b ) ( 1 ) . 

I f C l i e n t H w e r e a n inves tee of nonc l i en t G , w h o w a s a n 
inves tee o f a n o t h e r i nves to r , N o n c l i e n t F , the de te rm ina t i on as 
t o w h e t h e r a financial in teres t i n N o n c l i e n t F w o u l d be c o n 
s ide red t o i m p a i r t he m e m b e r ' s independence w o u l d be based 
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o n the s a m e ru les a s above f o r N o n c l i e n t G , except t ha t t he 
m a t e r i a l i t y o f C l i e n t H is measu red i n re la t i on t o N o n c l i e n t F , 
r a t h e r t h a n to N o n c l i e n t G . 

Effective Date 

T o p e r m i t the o r d e r l y comp l i ance w i t h th i s I n te rp re ta t i on , 
t he e f fec t ive da te is J a n u a r y 1, 1980 bu t ea r l i e r c o m p l i a n c e is 
encou raged . 

The next page is 4421. 
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ET Section 102 

The next page is 4431. 

AICPA Professional Standards ET § 102.01 

Integrity and 

Objectivity 
Effective March 1, 
1973, unless other
wise indicated 

.01 Rule 102—Integrity and objectivity. A member sha l l not 
know ing l y misrepresent facts, and when engaged in the pract ice 
of pub l i c account ing , i nc l ud ing the render ing of tax and 
management adv isory serv ices, sha l l not subord inate his 
j udgment to others. In tax pract ice, a member may resolve doubt 
. in favor o f his c l ien t as long as there is reasonable support for his 
pos i t ion . 
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ET Section 191 

AICPA Professional Standards ET § 191.007 

Ethics Rulings on Independence, 
Integrity and Objectivity 

1 . Acceptance of a Gift 

.001 Question—Would the independence of a member's firm 
be cons ide red to be i m p a i r e d i f an emp loyee o r par tner accepts 
a g i f t o r o ther u n u s u a l cons ide ra t i on f r o m a c l i en t ? 

.002 Answer—If an emp loyee or pa r tne r accepts m o r e t h a n 
a t o k e n g i f t f r o m a c l ien t , even w i t h the k n o w l e d g e of the m e m 
ber ' s f i rm , the appearance of i ndependence m a y be l a c k i n g . 

2 . Association Membership 

.003 Question—If a member jo ined a t rade assoc ia t i on w h i c h 
is a c l ien t , w o u l d the independence of the m e m b e r ' s firm be 
cons ide red to be i m p a i r e d w i t h respec t to the assoc ia t i on? 

.004 Answer—Independence of the m e m b e r ' s firm w o u l d not 
be cons ide red to be i m p a i r e d p r o v i d e d he d i d not serve i n a n y 
c a p a c i t y equ i va len t t o that of a m e m b e r of managemen t . 

3 . Member as Cosigner of Checks 

.005 Question—A m e m b e r has been reques ted to accept the 
r espons ib i l i t y i n e m e r g e n c y s i tua t ions of a s s i g n i n g checks w i t h 
a des igna ted emp loyee of a c l ien t . W o u l d the independence of 
the m e m b e r ' s firm be cons idered to be i m p a i r e d unde r these 
c i r c u m s t a n c e s ? 

.006 Answer—Independence of the m e m b e r ' s firm w o u l d be 
cons ide red to be i m p a i r e d s ince s u c h ac t i v i t i es are m a n a g e 
men t f unc t i ons . 

4 . Payroll Preparation Services 

.007 Question—A member ' s f i r m p e r f o r m s p a y r o l l p repara 
t i on se rv i ces fo r i ts c l ien ts . A s ing le bank accoun t i n the firm's 
n a m e is used to c lea r a l l checks . I n d i v i d u a l emp loyee checks are 
c o s i g n e d b y a m e m b e r of the firm as w e l l as b y an off icer of 
each of the respec t i ve c l ien ts . T h e c l ients re imbu rse the firm 
for the net a m o u n t of t he pay ro l l s . W o u l d the independence of 
the m e m b e r ' s firm be cons ide red t o be i m p a i r e d w i t h respec t t o 
c l i en ts w h o a v a i l t hemse lves of th is serv ice ? 
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.008 Answer—Independence of the m e m b e r ' s f i r m w o u l d be 
cons ide red to be i m p a i r e d because the se rv ice does no t c o n f o r m 
t o the r e q u i r e m e n t s of I n te rp re ta t i on 101-3. 

5. Member as Bookkeeper 

.009 Question—A c l ien t p l ans to process rece ip ts , d i sbu rse 
m e n t s , a n d o the r d o c u m e n t s of o r i g i n a l e n t r y a n d to t r a n s m i t 
th i s r a w da ta to a m e m b e r ' s firm f o r f u r t h e r p r o c e s s i n g , e i ther 
o n a c o m p u t e r o r m a n u a l l y , i n to a gene ra l ledger a n d o ther 
s ta t i s t i ca l repor ts . W o u l d the independence of the m e m b e r ' s firm 
be cons ide red to be i m p a i r e d unde r these c i r c u m s t a n c e s ? 

.010 Answer—If the serv ices p e r f o r m e d c o n f o r m t o the re 
q u i r e m e n t s of In te rp re ta t ion 101-3, independence of the m e m b e r ' s 
firm w o u l d not be cons idered to be i m p a i r e d . 

6. Member's Spouse as Bookkeeper of Client 
.011 Question—The spouse of a m e m b e r is e m p l o y e d as a 

b o o k k e e p e r b y a n aud i t c l ien t . W o u l d the i ndependence of the 
m e m b e r ' s firm be cons idered t o be i m p a i r e d u n d e r these c i r 
c u m s t a n c e s ? 

.012 Answer—Independence of the m e m b e r ' s firm w o u l d no t 
necessa r i l y be cons idered to be i m p a i r e d . T h e pe r f o rmance of 
w r i t e - u p w o r k w i t h i n the r equ i r emen ts of I n te rp re ta t i on 101-3, 
w o u l d no t necessa r i l y i m p a i r h is independence i f done b y the 
m e m b e r h imse l f . The re fo re , the spouse of a m e m b e r c o u l d per
f o r m the s a m e func t i ons as the m e m b e r w i t h o u t i m p a i r i n g the 
i ndependence of the member ' s firm. If, h o w e v e r , the spouse 's 
scope of respons ib i l i t i es o r ac t i v i t i es ex tends b e y o n d the book 
k e e p i n g f u n c t i o n i n t o areas of a c c o u n t i n g o r m a n a g e m e n t dec i 
s ions , i ndependence of the m e m b e r ' s firm w o u l d be cons ide red 
to be i m p a i r e d . 

7. Member as Contract Bookkeeper 
.013 Question—A m e m b e r p roposes to en ter i n to con t rac t 

w i t h a c l i en t t o supe rv i se office personne l on a m o n t h l y fee bas is , 
a p p r o v e v o u c h e r s f o r p a y m e n t , and p repare m o n t h l y and qua r 
t e r l y o p e r a t i n g repor ts . W o u l d the independence of the m e m 
ber ' s firm be cons ide red to be i m p a i r e d w i t h respec t to the c l i en t ? 

.014 Answer—Independence of the m e m b e r ' s firm w o u l d be 
cons ide red to be i m p a i r e d s ince m a n a g e m e n t f unc t i ons are b e i n g 
p e r f o r m e d . 
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8. Member Providing Accounting and Management Advisory 
Services 

.015 Question—A m e m b e r has p r o v i d e d ex tens ive a c c o u n t i n g 
a n d managemen t a d v i s o r y serv ices for a c l ient . I n that connec
t i on , the m e m b e r has a t tended boa rd mee t ings , i n te rp re ted finan
c i a l s ta tements , fo recas ts and o the r ana lyses , counse led on 
po ten t ia l expans ion p lans , and counse led on nego t ia t i ons w i t h 
bankers . W o u l d the independence of the m e m b e r ' s firm be 
cons idered to be i m p a i r e d unde r these c i r cums tances ? 

.016 Answer—The serv ices desc r ibed are those of ten p rov ided 
b y members for c l ien ts . I f the serv ices pe r fo rmed c o n f o r m to 
the requ i rements of In te rp re ta t ion 101-3, i ndependence of the 
m e m b e r ' s firm w o u l d not be cons idered t o be impa i r ed . 

9. Member as Representative of Creditors' Committee 

.017 Question—A member has been asked to pe r fo rm the f o l 
l o w i n g func t ions fo r a c red i to rs ' commi t tee i n con t ro l of a debtor 
co rpo ra t i on w h i c h w i l l con t inue to operate u n d e r i ts e x i s t i n g 
managemen t sub jec t to ex tens ion a g r e e m e n t s : 

a. C o s i g n checks i ssued b y the deb to r co rpo ra t ion . 

b. C o s i g n pu rchase orders i n excess of es tab l i shed m i n i 
m u m amoun ts . 

c . E x e r c i s e genera l supe rv i s i on to insure comp l i ance w i t h 
b u d g e t a r y con t ro l s a n d p r i c i n g f o rmu las es tab l i shed b y m a n 
agement , w i t h the consent of the c red i to rs , as par t of an 
ove ra l l p r o g r a m a i m e d at the l i q u i d a t i o n of defer red indebt 
edness. 

W o u l d the independence of the m e m b e r ' s firm be cons ide red 
t o be i m p a i r e d w i t h respect t o t he deb to r c o r p o r a t i o n ? 

.018 Answer—Independence of t he member ' s firm w o u l d be 
cons ide red to be i m p a i r e d unde r each of t he three s i tua t ions 
desc r ibed s ince these are managemen t f unc t i ons . 

10. Member as Legislator 

.019 Question—A m e m b e r is an e lec ted l eg i s la to r i n a l oca l 
gove rnmen t . T h e c i t y manager , w h o is respons ib le for a l l a d 
m in i s t r a t i ve f unc t i ons , is a l so an e lected of f ic ia l . W o u l d the 
independence of the member ' s firm be cons ide red t o be i m p a i r e d 
w i t h respect to the g o v e r n m e n t a l en t i t y ? 

.020 Answer—Independence of the member ' s firm w o u l d be 
cons ide red to be i m p a i r e d i f the m e m b e r se rved as an e lected 
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l eg i s la to r i n a m u n i c i p a l b o d y at the s a m e t i m e h i s firm i s en 
g a g e d as aud i t o r for the body , even t h o u g h the c i t y manage r is 
an e lec ted off ic ial ra the r t h a n an appoin tee of the leg is la tu re . 

11. Member as Executor or Trustee 

.021 Question—A m e m b e r has been asked to serve as a n 
execu to r and t rus tee of the estate of an i n d i v i d u a l w h o o w n s the 
m a j o r i t y of the s tock of a c l ose l y he ld co rpo ra t i on . W o u l d the 
independence of t he member ' s firm be cons ide red t o be i m p a i r e d 
under these c i r c u m s t a n c e s ? 

.022 Answer—The mere des igna t i on of a m e m b e r to become 
execu to r o r t rus tee w o u l d not i m p a i r i ndependence of the m e m 
ber ' s firm. A c t u a l se rv i ce i n e i ther capac i t y , however , w o u l d 
i m p a i r independence. 

12. Member as Trustee 

.023 Question—A t a x exempt char i tab le f o u n d a t i o n i s the sole 
benef i c ia ry of the estate of t he founda t ion ' s deceased o rgan ize r . 
I f a m e m b e r becomes a t rus tee of t he f ounda t i on , w o u l d the 
independence of the member ' s firm be cons ide red t o be impa i red 
w i t h respec t t o (1) the founda t ion and (2) the estate? 

.024 Answer—If a m e m b e r accep ted the i n v i t a t i o n t o become 
a t rus tee of t he f ounda t i on , independence of the m e m b e r ' s firm 
w o u l d be cons ide red to b e i m p a i r e d w i t h respect t o b o t h the 
f o u n d a t i o n a n d the estate. 

13. Member as Bank Stockholder 

.025 Question—A m e m b e r i n p u b l i c p rac t i ce h o l d s a s tock i n 
terest i n a bank . W o u l d the independence of the member ' s firm 
be cons ide red to be i m p a i r e d w i t h respect to a c l i en t w h i c h has 
b o r r o w i n g s w i t h the b a n k ? 

.026 Answer—The m e m b e r ' s s tock o w n e r s h i p i n the bank 
creates a n i nd i r ec t financial in teres t w i t h respect t o the b a n k ' s 
cus tomers . T o the ex ten t tha t s u c h a n ind i rec t financial in terest 
i s no t ma te r i a l , i ndependence of the m e m b e r ' s f i r m w o u l d no t be 
cons idered to be i m p a i r e d . 

14. Member on Board of Directors of United Fund 

.027 Question—A m e m b e r serves as a d i rec to r a n d ass is tan t 
t reasure r o f a l oca l U n i t e d F u n d , w h i c h operates as a federated 
f u n d - r a i s i n g o r g a n i z a t i o n f r o m w h i c h the B o y S c o u t s a n d the 
L e g a l A i d Soc ie t y rece ive funds . W o u l d the independence of 
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the m e m b e r ' s firm be cons ide red t o be i m p a i r e d w i t h respect to 
the l oca l B o y S c o u t c o u n c i l a n d L e g a l A i d S o c i e t y ? 

.028 Answer—Independence of the m e m b e r ' s f i r m w o u l d not 
be cons idered to be i m p a i r e d p r o v i d e d tha t t he U n i t e d F u n d does 
no t exerc ise m a n a g e r i a l con t ro l o v e r the independent g roups 
p a r t i c i p a t i n g i n the f u n d - r a i s i n g o r g a n i z a t i o n . 

15. Retired Partner as Director 

.029 Question—A m e m b e r has w i t h d r a w n f r o m h is f i rm af ter 
an assoc ia t ion of seve ra l yea rs a n d has become an off icer and 
d i r ec to r o f severa l co rpo ra t i ons aud i ted b y the f i rm. T h e m e m 
ber p roposes to m a i n t a i n an office i n the firm's su i te , to rece ive 
phone ca l l s t h r o u g h the s w i t c h b o a r d and to p e r f o r m serv ices fo r 
the f i rm fo r w h i c h he w o u l d be compensated, on an h o u r l y basis. 
W o u l d the independence of the member ' s f o rmer firm be con 
s ide red to be i m p a i r e d w i t h respect to the c l i en t s i n w h i c h the 
m e m b e r is a n officer a n d d i r ec to r? 

.030 Answer—Independence of the m e m b e r ' s f o r m e r f i r m 
w o u l d be cons idered t o be i m p a i r e d s ince i t appears the m e m b e r 
is s t i l l c l ose l y assoc ia ted w i t h the firm. 

16. Member on Board of Directors of Nonprofit Social Club 
.031 Question—A member serves o n the boa rd of d i rectors of 

a nonpro f i t soc ia l c lub . W o u l d the i ndependence of the member ' s 
firm be cons ide red to be i m p a i r e d w i t h respect to the c lub ? 

.032 Answer—Independence of the member ' s f i r m w o u l d be 
cons idered to be i m p a i r e d s ince the boa rd of d i rec to rs h a s the 
u l t ima te r espons ib i l i t y for the af fa i rs of the c lub . T h e excep t ion 
i n I n te rp re ta t i on 101-1 w a s in tended p r i m a r i l y to cover those 
s i tua t ions i n w h i c h a m e m b e r lends h is name to some w o r t h y 
cause w i t h o u t a s s u m i n g impor tan t a d m i n i s t r a t i v e o r financial 
respons ib i l i t i es . 

17. Member as Stockholder in Country Club 

.033 Question—A m e m b e r be longs to a coun t r y c lub i n w h i c h , 
m e m b e r s h i p requ i remen ts i n v o l v e the a c q u i s i t i o n of a p ro ra ta 
share of e q u i t y o r deb t secur i t ies . W o u l d the independence of 
the m e m b e r ' s firm be cons idered to be i m p a i r e d w i t h respect 
t o the c o u n t r y c lub ? 

.034 Answer—Independence of the m e m b e r ' s firm w o u l d 
not be cons idered to be i m p a i r e d s ince m e m b e r s h i p i n s u c h a 
c lub is essen t ia l l y a soc ia l mat te r . A c c o r d i n g l y , such equ i t y o r 
debt o w n e r s h i p is no t cons ide red to be a d i rec t financial in terest 
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w i t h i n the m e a n i n g of R u l e 101. H o w e v e r , the m e m b e r s h o u l d 
not take par t i n the managemen t of the c lub . 

18. Member as City Council Chairman 

.035 Question—A m e m b e r is the cha i rman of a c i t y counc i l . 
W o u l d the independence of the member ' s f i r m be cons idered to 
be i m p a i r e d w i t h respect to state g o v e r n m e n t a l agencies and 
o ther gove rnmen ts w i t h i n the state ? 

.036 Answer—Independence of the member ' s firm w o u l d not 
be cons ide red to be i m p a i r e d w i t h respect to any g o v e r n m e n t a l 
un i t except those under the counc i l ' s con t ro l . 

19. Member on Deferred Compensation Committee 

.037 Question—A m e m b e r has been i n v i t e d b y a c l ien t to 
serve o n a commi t t ee w h i c h admin i s te rs t he c l ien t ' s de fe r red 
compensa t i on p rog ram. Serv i ce on th i s commi t t ee w i l l en ta i l 
genera l s u p e r v i s o r y serv ices bu t w i l l not i nvo l ve pa r t i c i pa t i on i n 
c o m p a n y managemen t . W o u l d the independence of the m e m b e r ' s 
firm be cons idered t o be i m p a i r e d under these c i r cums tances? 

.038 Answer—Independence of the member ' s firm w o u l d be 
cons idered to be i m p a i r e d s ince serv ice on a commi t t ee of th is 
t ype w o u l d be pa r t i c i pa t i on , even t h o u g h m ino r , i n managemen t 
func t ions . T h e m e m b e r c o u l d render he lp fu l c o n s u l t i n g ass is t 
ance w i t h o u t j o i n i n g the commi t tee . 

20. Member Serving on Governmental Advisory Unit 

.039 Question—A m e m b e r serves o n a c i t i zens ' c o m m i t t e e 
w h i c h is s t u d y i n g poss ib le changes i n the f o r m of a coun t y 
gove rnmen t he aud i ts . T h e m e m b e r a l so serves o n a commi t tee 
appo in ted t o m a k e a s tudy of the financial s ta tus of a state. 
W o u l d the independence of the member ' s firm be cons idered to 
be i m p a i r e d w i t h respect to a coun t y w h i c h is i n tha t s ta te? 

.040 Answer—Independence of the member ' s firm w o u l d no t 
be cons ide red to be i m p a i r e d w i t h respect to the c o u n t y t h r o u g h 
the member ' s se rv i ce o n e i ther commi t t ee . 

21. Member as Director of Retirement and 
Profit-Sharing Trust 

.041 Question—A m e m b e r has been a s k e d to se rve i n the 
dua l capac i t y of d i rec to r of an en te rp r i se a n d a u d i t o r of the 
financial s ta tements of tha t en te rp r i se ' s p ro f i t - sha r i ng and re t i re 
men t t rust . W o u l d the independence of the member ' s firm be 
cons ide red to be i m p a i r e d w i t h respect to the t r u s t ? 
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.042 Answer—Independence of the m e m b e r ' s firm w o u l d be 
cons ide red t o be i m p a i r e d w i t h respect to the en te rp r ise 's prof i t -
s h a r i n g a n d re t i rement t rus t s ince as d i rec to r of the enterpr ise, 
the m e m b e r w o u l d be i n v o l v e d i n m a n a g e m e n t func t ions . 

22. Family Relationship, Brother 

.043 Question—A b ro the r of a m e m b e r is a s t o c k h o l d e r a n d 
one of three v i ce pres idents of a c lose ly he ld co rpora t ion . T h e 
m e m b e r is a pa r tne r i n a C P A firm i n the same locale. W o u l d 
the independence of the m e m b e r ' s firm be cons ide red to be 
i m p a i r e d w i t h respect to th i s c o r p o r a t i o n because of the m e m 
ber 's re la t i onsh ip w i t h i ts o f f i ce r -s tockho lder? 

.044 Answer—The appearance of i ndependence is l a c k i n g 
s ince the re la t i onsh ips be tween the m e m b e r and h is b ro the r are 
p r e s u m e d to be so c lose as to suggest that the m e m b e r m a y not 
be ob jec t i ve i n h i s e x a m i n a t i o n . 

23. Family Relationship, Uncle by Marriage 

.045 Question—The w i f e of a m e m b e r has an u n c l e b y 
m a r r i a g e . P e r s o n a l contac ts w i t h the unc le are i n f requen t 
( a p p r o x i m a t e l y once a y e a r ) . T h e unc le o w n s one- th i rd of a 
c o m p a n y a n d serves as one of i ts of f icers. W o u l d the i nde 
pendence of the m e m b e r ' s firm be cons idered to be i m p a i r e d w i t h 
respect to the c o m p a n y ? 

.046 Answer—In the absence of spec ia l c i r cums tances , the 
appearance of independence w o u l d no t be l a c k i n g s ince the 
f a m i l y r e l a t i onsh ip is su f f i c ien t ly remote. 

24. Family Relationship, Father 

.047 Question—The fa the r of a m e m b e r serves o n a schoo l 
boa rd . W o u l d the independence of the m e m b e r ' s firm be c o n 
s ide red to be i m p a i r e d w i t h respect to the schoo l d i s t r i c t ? 

.048 Answer—The appearance of i ndependence w o u l d be 
l a c k i n g w i t h respect t o any p e r i o d d u r i n g w h i c h the m e m b e r ' s 
f a the r se rved on the schoo l b o a r d s ince the re la t i onsh ip be tween 
fa ther and son is p r e s u m e d to be so c lose as to sugges t tha t the 
m e m b e r m a y not be ob jec t i ve i n h i s e x a m i n a t i o n . 

25. Family Relationship, Son 
.049 Question—The son of a m e m b e r is a d i rec tor of a 

s a v i n g s and l o a n assoc ia t i on . T h e member ' s firm has been a s k e d 
to aud i t the financial s ta tements of the assoc ia t ion . T h e son is 
a p r a c t i c i n g a t to rney , a n d there is no financial r e l a t i onsh ip 
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between father and son. W o u l d the independence of the member 's 
firm be cons ide red t o be i m p a i r e d u n d e r these c i r c u m s t a n c e s ? 

.050 Answer—The appearance of i ndependence w o u l d be 
l a c k i n g w i t h respect to a n y p e r i o d d u r i n g w h i c h the m e m b e r ' s 
son se rved as a d i rec to r of a c l i en t s ince the re la t i onsh ip be tween 
fa the r a n d s o n is p r e s u m e d t o be so c lose as to sugges t tha t the 
m e m b e r m a y no t be ob jec t i ve i n h i s e x a m i n a t i o n . 

26. Family Relationship, Son 

.051 Question—A m e m b e r p u r c h a s e d s tock i n a c l ien t p u b l i c 
c o r p o r a t i o n a n d crea ted a t rus t as an educa t i ona l f u n d fo r h i s 
m i n o r son . T h e t r us t secur i t ies w e r e no t ma te r i a l to the m e m b e r , 
bu t w e r e ma te r i a l i n r e l a t i o n to the son 's pe rsona l net w o r t h . 
W o u l d the independence of the m e m b e r ' s firm be cons idered t o 
be i m p a i r e d w i t h respec t to the c l ien t c o r p o r a t i o n ? 

.052 Answer—Independence of the m e m b e r ' s firm w o u l d 
be cons ide red to be i m p a i r e d s ince the s tock w o u l d be cons ide red 
a d i rec t financial in te res t a n d , consequen t l y , m a t e r i a l i t y is no t 
a fac tor . 

27. Family Relationship, Spouse as Trustee 

.053 Question—The spouse of a m e m b e r is a t rus tee of ce r t a i n 
t rus ts . W o u l d the independence of the m e m b e r ' s firm be c o n 
s ide red to be i m p a i r e d w i t h respect t o an aud i t c l i en t i f the t rus t 
p u r c h a s e d shares of that c l ien t ? 

.054 Answer—The control of the t rus t b y a spouse has c o n 
s i s ten t l y been i m p u t e d to the o ther spouse fo r purposes of the 
independence ru le . A c c o r d i n g l y , pu rchase b y the t rus t of shares 
i n a n aud i t c l i en t w o u l d cause the independence of the m e m b e r ' s 
firm to be cons ide red to be i m p a i r e d . 

28. Cash Account with Brokerage Client 

[.055—.056] [Superseded b y E t h i c s R u l i n g N o . 59.] 

29. Member as Bondholder 
.057 Question—A member 's firm audits the f i nanc ia l s ta tements 

of a m u n i c i p a l a u t h o r i t y . T h e o u t s t a n d i n g b o n d e d indeb tedness 
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of th i s m u n i c i p a l a u t h o r i t y a m o u n t s to $2,500,000. M e m b e r s of 
the C P A firm o w n $25,000 of the bonds . W o u l d the independence 
of the m e m b e r ' s firm be cons ide red to be i m p a i r e d w i t h respect 
t o the a u t h o r i t y ? 

.058 Answer—Independence of the member ' s firm w o u l d be 
cons idered to be i m p a i r e d s ince the m e m b e r s have a d i rec t 
financial in terest i n that au tho r i t y . Because the in terest is d i rec t , 
ma te r i a l i t y is not an issue. 

30. Financial Interest by Employee 

.059 Question—A professional employee of a member's firm 
o w n s s tock i n an aud i t c l ient . W o u l d the independence of the 
m e m b e r ' s firm be cons idered to be i m p a i r e d w i t h respect to th is 
c l i en t? 

.060 Answer—The appearance of independence of the member ' s 
firm w o u l d be cons ide red to be i m p a i r e d i f the p ro fess iona l staff 
employee of the member 's firm was either invo lved i n the engagement 
o r loca ted in the off ice of the firm p a r t i c i p a t i n g i n a s ign i f i can t 
po r t i on of the aud i t . A n emp loyee of a member ' s firm w h o is 
no t i n such circumstances might have an immater ia l financial interest 
i n the audit client of his firm w i t h o u t i m p a i r i n g the appearance of 
independence of h i s firm. 

31. Financial Interest in Co-Op Apartment 

.061 Question—A member's firm has been re ta ined as the 
aud i to rs of a coopera t i ve apa r tmen t house. T h e owne r of each 
un i t has a vote in the co-op. W o u l d the independence of the 
member ' s firm be cons idered to be impa i red w i t h respect to the 
co -op i f one of i ts par tners took an apar tmen t i n i t ? 

.062 Answer—Independence of the member ' s firm w o u l d no t 
be cons ide red to be impa i red unde r the c i r cums tances , p r o v i d e d 
the te rms of the par tner ' s lease w e r e comparab le w i t h the te rms 
of the leases of the o ther occupants and the pa r tne r d i d not serve 
as a n off icer or o the rw ise par t i c ipa te i n the managemen t of the 
coopera t ive . 

32. Mortgage Loan to Member's Corporation 
.063 Question—A member is p res iden t and subs tan t ia l s tock

ho lde r of a c o m p a n y w h i c h is indeb ted to a sav ings and loan 
assoc ia t i on o n a l o a n secured b y a first mo r tgage o n a c o m p a n y 
b u i l d i n g . W o u l d the independence of the member ' s firm be c o n 
s ide red to be i m p a i r e d w i t h respect to the sav ings and l oan 
assoc ia t i on ? 
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.064 Answer—Independence of the member ' s firm w o u l d no t 
be cons idered to be impa i red p r o v i d e d the mor tgage loan was 
made u n d e r n o r m a l l e n d i n g p rocedures and requ i remen ts of the 
sav ings a n d l o a n assoc ia t ion . H o w e v e r , the member ! i s cau t ioned 
tha t state and federa l agencies regu la t i ng the sav ings and l o a n 
assoc ia t i on m a y have regu la t i ons to the con t ra ry . 

33. Retirement Plan Offer 

.065 Question—A member has been of fered the o p p o r t u n i t y to 
j o i n i n a c l ient emp loyee benef i t p lan . W o u l d the independence of 
the m e m b e r ' s firm be cons idered to be i m p a i r e d under these 
c i r c u m s t a n c e s ? 

.066 Answer—Independence of the member ' s firm w o u l d be 
cons idered to be i m p a i r e d if he accepted the " e m p l o y e e " des igna
t ion fo r the pu rpose of en te r ing the c l ien t 's emp loyee benefi t p l an . 

34. Member as Auditor of Common Trust Funds 

.067 Question—A large bank hav ing a n u m b e r of c o m m o n t rus t 
funds has requested a member ' s firm to aud i t the financial 
s ta tements of one of the funds. W o u l d the independence of the 
m e m b e r ' s firm be cons ide red to be i m p a i r e d w i t h respect to 
the f u n d i f (1) a par tner h a d an i m m a t e r i a l financial equ i t y 
in terest in the bank or (2) the firm had a r e v o l v i n g loan agree
ment w i t h the bank pursuan t to w h i c h seasonal financings were 
made? 

.068 Answer—(1) T h e aud i t of the c o m m o n t rus t funds of 
the bank w o u l d i n v o l v e a u d i t i n g the t rus teesh ip and cus tod ian 
sh ip ac t i v i t i es and respons ib i l i t i es of the bank . W i t h respect to 
independence , no s ign i f i cant d i f ference ex is ts be tween the bank 
a n d the c o m m o n t r us t funds w h i c h i t ma in ta ins . T h e r e f o r e , i f a 
par tner of the f i rm owns stock i n the bank, he and the firm w o u l d 
have a d i rec t financial in terest i n the bank and independence 
w o u l d be cons idered to be impa i red w i t h respect to the bank 's 
c o m m o n t rus t f unds w i t h o u t rega rd to m a t e r i a l i t y of the equ i t y 
in terest . 

(2) W h e t h e r under the r e v o l v i n g loan agreement the inde
pendence of the member ' s firm w o u l d be cons idered to be i m 
pa i red w o u l d be de te rm ined b y the c r i te r ia set fo r th i n R u l e 101 
A . 3 of the C o d e of P ro fess iona l E t h i c s . 

35. Stockholder in Mutual Funds 

.069 Question—A m e m b e r o w n s shares i n a regu la ted m u 
tua l i n v e s t m e n t f und w T hich ho lds shares of s tock i n c l ien ts of 
the member ' s firm. W o u l d the independence of the member ' s 
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firm be cons ide red to be i m p a i r e d w i t h respec t to the c l ien t enter 
p r i ses w h o s e s tock is he ld b y the f und ? 

.070 Answer—Securities of t he m e m b e r ' s c l i en ts h e l d b y 
the mutual f u n d i n question represent indirect financial interests o f 
the member i n securities of his clients. Howeve r , this indirect interest 
t h r o u g h o w n e r s h i p of m u t u a l f u n d secur i t ies b y a m e m b e r w o u l d 
not n o r m a l l y be cons idered to i m p a i r the independence of the 
m e m b e r ' s firm s ince i nves tmen t dec is ions are m a n a g e m e n t f u n c 
t i ons of the m u t u a l f und ove r w h i c h the m e m b e r has no in f luence. 
I f the por t fo l io of the mutual f und was heavi ly invested in a cl ient 's 
secur i t ies , s u c h i nd i rec t financial in teres t of the m e m b e r c o u l d 
become m a t e r i a l a n d i m p a i r the independence of the member ' s 
firm. 

36. Stockholder in Investment Club 

.071 Question—A m e m b e r o w n s a one - ten th in teres t i n an 
i nves tmen t c l ub . W o u l d the independence of the member ' s firm 
be cons ide red to be impa i red w i t h respect t o a c l ien t i n w h i c h 
the i n v e s t m e n t c l ub ho lds shares ? 

.072 Answer—Independence of the m e m b e r ' s firm w o u l d be 
cons ide red t o be i m p a i r e d s ince the o w n e r s h i p of s tock i n a c l ien t 
t h r o u g h a n i n v e s t m e n t c l u b is cons ide red a d i rec t financial i n te r 
est. U n d e r these c i r cums tances m a t e r i a l i t y i s no t a n issue. 

37. Retired Partner as Co-Trustee 

.073 Question—A m e m b e r ' s firm i s n e g o t i a t i n g a m e r g e r 
w i t h ano the r pa r tne rsh ip . T h e sen ior pa r tne r o f the la t te r w i l l 
no t become a pa r t ne r of t he n e w firm bu t w i l l se rve i t as a c o n 
su l tan t t o fac i l i ta te the o r d e r l y t r a n s i t i o n of t he c l ien ts f r o m h is 
f o rmer firm t o the n e w firm. T h e p a y o u t of h is p a r t n e r s h i p equ i t y 
w i l l be fixed a n d pa id out o v e r a ten -year pe r iod , un re la ted t o 
fu tu re prof i ts . T h e consu l tan t serves as a co- t rus tee of a n estate 
w h i c h has a ma te r i a l in terest i n a c l i en t co rpo ra t i on . W o u l d the 
independence of the member ' s n e w firm be cons ide red t o be i m 
pa i red w i t h respect to tha t c l ient ? 

.074 Answer—Independence o f the m e m b e r ' s n e w firm w o u l d 
not be cons ide red to be i m p a i r e d s ince the consu l t an t i s no t a 
pa r tne r i n the n e w firm, does not pa r t i c i pa te i n i t s ac t i v i t i es , a n d 
does not share i n i ts prof i ts . 

38. Member as Co-Fiduciary with Client Bank 

.075 Question—A member serves w i t h a c l i en t b a n k i n a c o -
fiduciary capac i t y w i t h respect to an estate o r t rus t . W o u l d the 
independence of the m e m b e r ' s firm be cons ide red t o be i m p a i r e d 
w i t h respect to the b a n k o r i ts t r us t d e p a r t m e n t ? 
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.076 Answer—Independence of the member ' s firm w o u l d not 
be cons ide red to be i m p a i r e d p rov ided the assets i n the estate o r 
t r us t w e r e no t m a t e r i a l i n re l a t i on to t he t o ta l assets of the bank 
a n d / o r t r us t depar tment . 

39. Member as Stock Transfer Agent and/or Registrar 

.077 Question—Would the independence of a member ' s firm 
b e cons ide red to be i m p a i r e d w i t h respect to a n aud i t c l ien t f o r 
w h o m the m e m b e r serves as an o f f i c ia l l y appo in ted s tock t rans fe r 
agent a n d / o r reg i s t ra r? 

.078 Answer—Independence of the m e m b e r ' s firm w o u l d be 
cons idered to be i m p a i r e d u n d e r R u l e 101 B . l s ince the func 
t i ons pe r f o rmed b y the m e m b e r as t rans fe r agen t a n d / o r reg i s t ra r 
w o u l d be cons ide red equ iva len t t o that of a m e m b e r of manage 
men t o r o f an emp loyee . F u n c t i o n s s u c h as d i s t r i b u t i o n of d i v i 
dends a n d w a r r a n t s a n d the l ega l t r ans fe r of the shares of 
o u t s t a n d i n g cap i t a l s tock w o u l d cause the independence of the 
m e m b e r ' s firm to be cons ide red to be i m p a i r e d . 

[40.] [Controller Entering Public Practice] 

[.079—.080] [De le ted ] 

41. Member as Auditor of Mutual Insurance Company 

.081 Question—A member ' s firm has been asked to serve as 
aud i t o r s fo r a m u t u a l i nsu rance c o m p a n y w h i c h has been f u n d 
i n g a re t i remen t p l a n fo r the firm's emp loyees . C o n t r i b u t i o n s 
made b y the firm are inves ted a n d m a n a g e d b y the i nsu rance 
c o m p a n y i n a poo led separate accoun t fo r th is and s i m i l a r c o n 
t rac ts . W o u l d the independence of the member ' s firm be con 
s ide red to be i m p a i r e d under these c i r cums tances ? 

.082 Answer—Independence of t h e m e m b e r ' s firm w o u l d no t 
be cons ide red to be i m p a i r e d i f such funds h e l d for the benef i t 
o f t h e i r employees are not ma te r i a l i n re la t i on t o the net w o r t h 
of the i nsu rance c o m p a n y . 

42. Members as Life Insurance Policy Holders 

.083 Question—A member ' s firm has been asked to serve as 
aud i to rs fo r a s tock l i fe insu rance c o m p a n y w h i c h unde rw r i t es 
g r o u p t e r m l i fe i nsu rance po l i c ies for the firm's pa r tne rs , payab le 
to the des igna ted benef ic iar ies , no t the firm. T h e proceeds w o u l d 
v e r y l i ke l y cons t i tu te a s ign i f i can t par t of each pa r tne r ' s estate. 
W o u l d the independence of the member ' s firm be cons ide red to 
be i m p a i r e d under these c i r cums tances? 
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.084 Answer—The firm's independence w o u l d no t be c o n s i d 
e red to be i m p a i r e d so long* as the a m o u n t at r i s k i s no t ma te r i a l 
to the i nsu rance c o m p a n y ' s u n d e r w r i t i n g ac t i v i t i es . 

43. Member's Employee as Treasurer of a Client 
.085 Question—Would the independence of a m e m b e r ' s firm 

be cons ide red to be i m p a i r e d if a n emp loyee serves as t reasure r 
of a c l ien t w h i c h is a char i tab le o r g a n i z a t i o n ? 

.086 Answer—Independence of the m e m b e r ' s firm w o u l d be 
cons idered to be i m p a i r e d s ince managemen t f unc t i ons are i n 
v o l v e d . 

44. Past Due Billings 
[.087—.088] [Superseded b y E t h i c s R u l i n g N o . 52.] 

45. Past Due Billings: Client in Bankruptcy 

.089 Question—A c l ien t i n b a n k r u p t c y h a d not m e t h i s o b l i 
g a t i o n s i n r e g a r d to amoun ts due the member ' s firm f o r serv ices 
rendered p r i o r t o the ef fect ive date of the b a n k r u p t c y . W o u l d 
the independence of the member ' s firm be cons ide red to be i m 
pa i red w i t h respect to the c l ien t as " d e b t o r i n p o s s e s s i o n " o r as 
a t rus tee i n b a n k r u p t c y because of the e x i s t i n g c l a i m s aga ins t 
the b a n k r u p t es ta te? 

.090 Answer—Independence of the member ' s firm w o u l d no t 
be cons ide red t o be i m p a i r e d w i t h respect to the c l ien t a s " d e b t o r 
i n p o s s e s s i o n " o r as the t rus tee s ince , u n d e r these c i r cums tances , 
the member ' s c l a i m aga ins t the c l ien t fo r u n p a i d fees is fixed as 
of the date of filing of the pe t i t i on of b a n k r u p t c y . 

46. Member as General Counsel 

[.091—.092] [Superseded b y E t h i c s R u l i n g N o . 51.] 

47. Member as Auditor of Mutual Fund and Shareholder of 
Investment Adviser/Manager 

.093 Question—A m e m b e r is a shareho lder of a m u t u a l fund 's 
i nves tmen t a d v i s e r / m a n a g e r . W o u l d the independence of the 
member ' s firm be cons ide red to be i m p a i r e d w i t h respect t o the 
m u t u a l f u n d ? 

.094 Answer—Independence of the m e m b e r ' s firm w o u l d be 
cons ide red to be i m p a i r e d w i t h respect to the m u t u a l f u n d because 
the i nves tmen t adv ise r , t h o u g h u s u a l l y a separa te bus iness en t i t y , 
is respons ib le u n d e r con t rac t fo r va r i ous m a n a g e m e n t func t ions 
of the f und . F u r t h e r , i ts fees are n o r m a l l y a f u n c t i o n of f u n d net 
asset va lue . C o n v e r s e l y , i f the m e m b e r is a sha reho lde r i n t he 
m u t u a l f u n d , the independence of the member ' s firm w o u l d no t be 

AICPA Professional Standards ET § 191.094 



Independence, Integrity and Objectivity 

cons ide red to be i m p a i r e d w i t h respect to the fund 's i nves tmen t 
adv i se r s ince the va lue of the f u n d is dependent u p o n the inves t 
m e n t m a n a g e m e n t adv ice of the adv ise r , no t o n h i s financial 
p o s i t i o n . 

48. Faculty Member as Auditor of a Student Fund 
.095 Question—A tenu red m e m b e r o n the f a c u l t y of a u n i v e r 

s i t y is a s k e d t o aud i t the financial s ta tements of the S tuden t 
Sena te F u n d . T h e u n i v e r s i t y has the f o l l o w i n g connec t ions w i t h 
th is f u n d : 

1. T h e bas i c f acu l t y -adm in i s t r a t i on -s tuden t re la t ionsh ip . 

2. I t acts as a co l l ec t i on agent fo r s tudent fees a n d remi ts 
t h e m t o the S tuden t Senate. 

3. I t requ i res tha t a m e m b e r of the adm in i s t r a t i on approve 
S t u d e n t Senate checks b y s i g n i n g them. 

W o u l d the independence of the member ' s firm be cons ide red 
t o be i m p a i r e d unde r these c i r cums tances ? W o u l d independence 
be cons ide red to be i m p a i r e d i f the m e m b e r w a s i n p u b l i c p rac t i ce 
a n d se rved as a pa r t - t ime facu l t y m e m b e r ? 

.096 Answer—Under e i ther s i t ua t i on posed , independence of 
the member ' s firm w o u l d be cons idered to be impa i red w i t h respect 
t o the S t u d e n t Senate F u n d s ince the m e m b e r w o u l d be a u d i t i n g 
severa l of the m a n a g e m e n t func t ions pe r fo rmed b y the un i ve r s i t y , 
h i s emp loye r . 

49. Investor and Investee Companies 

[.097—.098] [Superseded b y In te rp re ta t ion N o . 101-8.] 

50. Family Relationship, Brother-in-law 

.099 Question—The brother o f a member 's spouse is a ch ie f 
financial officer of a c lose ly he ld co rpo ra t i on . T h e m e m b e r is a 
pa r tne r in a C P A f i rm loca ted i n the same geog raph i ca l area. 
T h e m e m b e r and h is spouse have f requent soc ia l con tac ts w i t h 
the b ro the r a n d j o i n t l y o w n a s u m m e r vaca t i on home . W o u l d 
the independence of the member ' s firm be cons ide red to be 
i m p a i r e d w i t h respect to th is co rpo ra t i on ? 

.100 Answer—Interpretation 101-4 states i n par t tha t a p re
s u m p t i o n tha t the appearance of independence is i m p a i r e d w o u l d 
no t n o r m a l l y ar ise f r o m the f inanc ia l and bus iness re la t i onsh ips 
of remote k i n w h o are not c lose. B a s e d on the c i r cums tances 
desc r i bed , howeve r , the re la t i onsh ip be tween the member and 
the b r o t h e r - i n - l a w is cons ide red to be so c lose tha t the presump-
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t i o n of n o i m p a i r m e n t w i t h s u c h remote k i n is nega ted and 
independence w o u l d appear to be i m p a i r e d . 

51. Member Providing Legal Services 

.101 Question—A member i n pub l i c p rac t i ce w h o is a lso an 
a t to rney has been asked to p rov ide l ega l serv ices to a c l ient for 
w h o m he also serves as audi tor . W o u l d the independence of the 
m e m b e r be considered to be i m p a i r e d w i t h respect to the c l i en t? 

.102 Answer—Rule of C o n d u c t 101 and re la ted pronounce
men ts p roh ib i t a member f r om express ing an op in ion o n the 
financial s tatements of a c l ient the member a lso serves i n any 
capac i t y h a v i n g the appearance of b e i n g equ iva len t to any m a n 
agement func t ion . T h e ru le thus p roh ib i t s an audi tor f r om se rv i ng 
as an officer, d i rec to r or emp loyee regard less of the ac tua l 
respons ib i l i t y of those pos i t ions. Independence of the m e m b e r 
w o u l d be cons idered to be impa i red if the lega l serv ices rendered 
resul t in undue ident i f icat ion w i t h the management of the c l ient 
or i nvo l vemen t w i t h a c l ien t 's af fairs to s u c h a degree as to p lace 
h i m v i r t u a l l y in the pos i t ion of be ing an employee. F u r t h e r , s ince 
the des ignat ion "gene ra l c o u n s e l " w o u l d appear to descr ibe an 
o n g o i n g state of s u c h p roh ib i t ed management equ iva lency to an 
ob jec t i ve observer , a m e m b e r ident i f ied as " g e n e r a l c o u n s e l " 
cannot be cons idered to be independent. 

52. Past Due Fees 

.103 Question—A member ' s c l ient has been unab le to meet h is 
cu r ren t ob l iga t ions. A s a resu l t , substant ia l ly a l l amounts due 
the member 's firm for the p reced ing y e a r are u n p a i d and past due. 
W o u l d the independence of the member ' s firm be cons idered to 
be impa i red w i t h respect to the c l ient fo r the cur rent y e a r ? 

.104 Answer—Independence of the member ' s firm m a y be i m 
pai red if more than one year 's fees due f r om a client for professional 
serv ices remain unpa id for an ex tended pe r iod of t ime . S u c h 
amounts, when they are long past due accord ing to a firm's n o r m a l 
b i l l i n g te rms, take on some of the charac te r i s t i cs of a l oan w i t h i n 
the mean ing of R u l e 101. U n d e r these condi t ions, i t m a y appear 
that the p rac t i t i oner is p r o v i d i n g w o r k i n g cap i ta l fo r h is c l ient 
and that the co l lec t ion of past due amounts m a y depend on the 
nature of the aud i to r ' s repor t on the c l ien t ' s financial s ta tements. 

A t the t ime a member issues a report on a c l ient 's financial 
s ta tements , the c l ien t shou ld not be indebted to the member fo r 
more than one year ' s fees. A c c o r d i n g l y , un less the amounts i n 
v o l v e d a re c lea r l y i ns ign i f i can t to b o t h the c l ien t a n d the m e m 
ber, independence is cons idered to be impa i red i f fees for a l l 
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pro fess iona l serv ices rendered for p r i o r years are not co l lected 
before the issuance of the member 's report fo r the cur rent year . 

53. Member as Auditor of Employee Benefit Plan and Spon
soring Company 

.105 Question—A m e m b e r has been asked to examine the 
f inanc ia l s ta tements of an employee benef i t p l a n estab l ished for 
the emp loyees of an aud i t c l ient company . W o u l d the i ndepend
ence of the member ' s firm w i t h respect to the employee benefi t 
p lan be cons idered t o be impa i red b y reason of h i s re la t ionsh ip 
as aud i to r of the sponsor ing company ? 

.106 Answer—Independence of the member ' s firm w i t h respect 
to the emp loyee benef i t p lan w o u l d not be cons ide red to be i m 
pa i red by reason of h is se rv ing as audi tor of the sponsor ing c o m 
pany . 

54. Member Providing Actuarial Services 

.107 Question—If a member ' s firm renders ac tua r ia l serv ices 
to a c l ien t , m a y the m e m b e r a lso express an op in ion on the c l ient 's 
financial s ta tements? 

.108 Answer—Even though the member's firm provides actuarial 
serv ices (the resu l ts of w h i c h are incorpora ted i n the c l ient 's 
financial s ta temen ts ) , i f a l l of the s ign i f icant mat te rs of j u d g m e n t 
i nvo l ved are de te rm ined o r approved b y the c l ien t and the c l ien t 
is i n a pos i t ion to have a n i n f o r m e d j u d g m e n t o n the resu l ts , the 
member ' s independence w o u l d not be i m p a i r e d b y s u c h act iv i t ies . 

55. Independence During MAS Systems Implementation 

.109 Question—A member's firm has been requested by an aud i t 
c l ient to p e r f o r m a non - recu r r i ng engagement i n v o l v i n g the i m 
p lementa t ion of a n i n fo rma t ion and con t ro l sys tem. I n se t t i ng 
up the n e w sys tem a n d on ly d u r i n g the per iod of convers ion to 
the s y s t e m , the member 's ! firm w i l l a r range i n te r v i ews f o r c l ient 's 
h i r i n g of n e w personne l , and inst ruct and oversee the t r a i n i n g of 
cur ren t c l ient personne l . W o u l d the independence of the m e m 
ber 's firm be considered to be impa i red w i t h respect to the c l ient 
i f it pe r fo rms th is engagement ? 

.110 Answer—Independence of the member ' s firm w o u l d not 
be cons idered impa i red under these c i rcumstances p rov ided the 
c l ient makes a l l s ign i f icant management decis ions re la ted to the 
h i r i n g of n e w personnel and the imp lementa t ion of the sys tem. 
T h e member ' s firm mus t a lso take reasonable precaut ions to 
rest r ic t h i s superv i so ry act iv i t ies to i n i t i a l i ns t ruc t i on and t ra in ing 
of pe rsonne l , and he shou ld avo id d i rect superv i s ion of t he ac tua l 
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opera t ion of the sys tem o r any related act iv i t ies that w o u l d con 
s t i tu te undue invo lvement i n o r ident i f ica t ion w i t h management 
funct ions. 

56. Executive Search 

.111 Question—A member 's firm's aud i t c l ien t is es tab l i sh ing 
a n e w operat ion i n another loca l i ty . T h e cl ient has asked the 
member ' s firm to recru i t and h i re for the company a con t ro l le r 
and a cost accquntant for i ts n e w operat ion. W o u l d the independ
ence of the member ' s firm be impa i red w i t h respect to the c l ient 
b y v i r tue of p e r f o r m i n g th i s engagement? 

.112 Answer—Independence of the member ' s firm w o u l d be 
cons idered impa i red under R u l e of Conduct 101 B . l since decisions 
as to emp loymen t of personnel are considered a management func 
t ion . H o w e v e r , a member 's firm m a y pe r fo rm services cons i s t i ng 
of r e c o m m e n d i n g a pos i t i on descr ip t ion and candidate spec i f ica
t ions , sea rch ing for and in i t i a l l y screen ing candidates, and recom
mending qual i f ied candidates to the client. Such consult ing assistance 
w o u l d not impa i r independence prov ided c l ient management is 
responsib le for a n y u l t ima te h i r i n g decis ion. 

57. MAS Engagement to Evaluate Service Bureaus 

.113 Question—A member ' s firm has been asked b y a c l ient 
t o evaluate va r i ous commerc ia l serv ice bureaus and recommend 
a pa r t i cu la r serv ice bureau for p rocess ing the c l ien t 's accoun t ing 
records. Seve ra l par tners i n the member 's firm have a mater ia l 
financial in terest in a serv ice bureau w h i c h w o u l d be one of the 
potent ia l vendors . Does acceptance of th is engagement create 
poss ib le v io la t ions of the Code of P ro fess iona l E t h i c s ? 

.114 Answer—There w o u l d be a poss ib le v i o l a t i on of R u l e 102. 
A recommenda t i on b y the firm tha t the c l ien t use the outs ide 
serv ice bu reau in w h i c h par tners have a mate r ia l financial interest 
ra ises a ser ious ques t ion as to whe the r the firm appears to have 
subord ina ted i ts j udgmen t to those par tners h a v i n g a financial 
in terest i n the serv ice bu reau . * 

58. Member as Lessor 

.115 Question—A member o w n s a b u i l d i n g and leases a po r t i on 
o f the space to a c l ient . W o u l d the independence of the member 
be impa i red w i t h respect to the c l ient lessee? 

.116 Answer—The l eas ing of p roper ty to a c l ient creates a 
commerc ia l bus iness re la t ionsh ip beyond the n o r m a l pro fess iona l 

* Consult Rule of Conduct 505 and Interpretation 505-1 for possible 
application. 
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re la t ionsh ip , r e s u l t i n g i n an indirect financial interest in that client. 
R u l e of C o n d u c t 101 A l p rov ides that independence w o u l d be 
cons idered impa i red if the member ' s ind i rec t financial in terest i n 
a c l ien t is mater ia l to the member . 

59. Account with Brokerage Client 

.117 Question—A member ' s par tners and staff have accounts 
w i t h a brokerage firm c l ient , as a result of w h i c h they leave secu r i 
t ies and cash o n deposi t w i t h such c l ient . W o u l d the independence 
of the member ' s firm be cons idered to be impa i red under these 
c i rcumstances ? 

.118 Answer—The Secur i t i es Investor Pro tec t ion Co rpo ra t i on 
( S I P C ) prov ides secur i t ies cus tomers w i t h pro tec t ion u p to a 
m a x i m u m of $50,000, w i t h the s t ipu la t ion that the protect ion o n 
cash b e i n g he ld for the cus tomer is l im i ted to $20,000. I ndepend 
ence of the member ' s firm w o u l d not be cons idered to be impa i red 
i f par tners and staff had secur i t ies a n d / o r cash accounts (non-
m a r g i n ) w i t h a brokerage f i rm c l ien t w h i c h were not i n excess of 
th is pro tec t ion. A m a r g i n account, however , creates a loan re la
t ionsh ip between the customer and the brokerage f i rm, w h i c h under 
R u l e 101 A 3 of the R u l e s of C o n d u c t w o u l d cause independence to 
be cons idered impa i red . 

60. Employee Benefit Plans—Member's Relationships with 
Participating Employer(s) 

.119 Question—A m e m b e r has been asked t o aud i t a n d to 
repor t o n the financial s ta tements of an emp loyee benef i t p lan . 
A plan may have one or more part ic ipat ing employers. M u s t the 
m e m b e r m a i n t a i n h i s independence w i t h respect to each p a r t i c i 
p a t i n g e m p l o y e r i n o r d e r to be cons idered independent of the 
p l an ? 

.120 Answer—Except as descr ibed be low , i n o rder to be con 
s idered independent w i t h respect to an emp loyee benefit p l an the 
m e m b e r m u s t r e m a i n independent w i t h i n the p rov i s i ons of R u l e 
101 w i t h respect to the e m p l o y e r w h o is the sole sponso r of the 
p l a n , or , i n the case of a m u l t i - e m p l o y e r p l a n , w i t h respect to a n y 
emp loye r o n w h o m the p lan has ma te r i a l financial impact . 

T h e excep t ions re fe r red t o above a r e : 

1. A financial interest, direct or indirect, i n a non-cl ient employer 
w i l l no t i m p a i r the member ' s independence w i t h respect to the 
p l a n i f : 

a. T h e financial in terest is no t la rge enough to pe rm i t the 
m e m b e r to exerc ise s ign i f i can t in f luence ove r ope ra t i ng 
a n d financial po l i c ies of the emp loye r , a n d 
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b. T h e financial in terest is no t ma te r i a l i n re la t ion to the 
net w o r t h of the member or h is firm. 

T h e resu l t is the same whe the r the financial in terest is he ld b y 
the member , ascr ibed t o h i m unde r I n te rp re ta t i on 101-4 (dea l i ng 
w i t h f a m i l y r e l a t i onsh ips ) , o r h e l d b y a t rus t o r estate of w h i c h 
the m e m b e r is a t rustee, execu to r o r admin i s t ra to r . 

2. A l o a n t o o r f r o m a non-c l ien t e m p l o y e r o r any of i ts 
officers, d i rec to rs o r p r i n c i p a l s tockho lde rs w i l l no t i m p a i r the 
m e m b e r ' s i ndependence w i t h respect to the p lan if the loan is not 
ma te r i a l i n re la t i on to the net w o r t h of e i ther the b o r r o w e r o r the 
lender . 

61. Participation of Member's Spouse in Employee Stock 
Ownership Plan of Client 

.121 Question—The spouse of a m e m b e r is emp loyed b y a 
c l ien t of t he firm w i t h whose financial s ta tements the firm is 
assoc ia ted . T h e pos i t i on is one that w o u l d not , i n i tsel f , i m p a i r 
independence. T h e spouse par t i c ipa tes i n the c l ien t ' s employee 
s tock o w n e r s h i p p l a n . W o u l d the independence of the member 's 
firm be cons ide red t o be i m p a i r e d w i t h respect to s u c h c l ien t b y 
v i r t u e of the spouse 's pa r t i c i pa t i on i n the s tock o w n e r s h i p p l a n ? 

.122 Answer—Impairment of independence does not ar ise 
un less the m e m b e r is (1) a pa r tne r o r sha reho lde r of h is firm o r 
(2) a f u l l o r pa r t - t ime p ro fess iona l emp loyee pa r t i c i pa t i ng i n the 
engagement o r l oca ted i n a n office pa r t i c i pa t i ng i n a s ign i f i can t 
po r t i on of the engagement . 

U n t i l the r i g h t of possess ion w i t h respect to the shares ex is ts , 
the in teres t i n the p l a n is deemed to be an ind i rec t financial 
in teres t i n the c l ien t , asc r ibed to the m e m b e r ; acco rd i ng l y , u n t i l 
s u c h r i g h t ex i s t s independence w i l l no t be i m p a i r e d un less the 
i nd i r ec t financial in terest is mate r ia l to the member ' s net w o r t h . 

W h e n the r i g h t t o possess ion occurs , t he in terest i n the p l an 
is asc r ibed t o the member as a d i rect financial in terest i n the 
c l i e n t ; a c c o r d i n g l y , independence is i m p a i r e d un less the spouse 
d isposes of such shares. 

62. Member and Client Are Limited Partners in 
a Limited Partnership 

( A s used in th is r u l i n g , the t e r m " c l i e n t " means a n y c l ient w i t h 
whose financial s ta tements the m e m b e r o r h i s firm is assoc ia ted) 

.123 Question—A m e m b e r o w n s a l i m i t e d par tne rsh ip in teres t 
i n a l i m i t e d pa r t ne r sh i p i n w h i c h a c l ien t ( a n d / o r an off icer, 
d i rec to r or p r i n c i p a l s tockho lde r thereo f ) a lso owns a l i m i t e d 
pa r tne rsh ip in terest . T h e in terest of the m e m b e r is mater ia l t o 
h i s net w o r t h . Is the member ' s in terest cons idered to be a " j o i n t 
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c lose ly he ld bus iness i nves tmen t , " as tha t t e r m is used i n R u l e 
101.A.2? 

.124 Answer—A l imi ted par tnersh ip interest of a member i n 
a l im i t ed par tne rsh ip i n w h i c h a c l ien t a lso o w n s a l i m i t e d 
p a r t n e r s h i p in terest w o u l d no t be cons ide red to be a " j o i n t 
c lose ly he ld bus iness i n v e s t m e n t " if the f o l l o w i n g cond i t i ons are 
m e t : 

1. T h e m e m b e r and a l l i nves to r c l i en t ( s ) are and rema in 
pass ive inves tors and take no ac t ive ro le i n the f o rma t i on 
or managemen t of the l im i ted par tnersh ip . T h e y make no 
dec is ions and have no vo ice i n the conduc t of i ts af fa i rs 
except i n remote c i r cums tances , s u c h as d i sso lu t i on of the 
par tne rsh ip or the appo in tmen t of n e w genera l par tners . 

2. T h e agg rega te in terest i n the l i m i t e d pa r tne rsh ip o f the 
m e m b e r and h is f i rm represents less t han 20 percent of the 
in terest of a l l l i m i t e d par tners i n the pa r tne rsh ip . 

3. T h e aggrega te in terest i n the l i m i t e d pa r tne rsh ip o f a n y 
i nves to r c l ien t ( a n d / o r i ts off icers, d i rec tors o r p r i n c i p a l 
s tockho lde rs ) represents less t han 20 percent of the in teres t 
of a l l l i m i t e d par tners i n the par tnersh ip . 

4. I f a m e m b e r o w n s a l i m i t e d pa r tne rsh ip in terest in a l i m i t e d 
pa r t ne rsh ip i n w h i c h t w o o r more c l ien ts ( a n d / o r the i r 
of f icers, d i rec to rs o r p r i n c i p a l s t ockho lde rs ) o w n l i m i t e d 
pa r tne rsh ip in te res ts , the aggrega te in terest i n the l im i t ed 
pa r t ne r sh i p of the m e m b e r a n d h is firm, a n d a l l inves to r 
c l i en ts ( a n d / o r the i r of f icers, d i rec to rs o r p r i nc i pa l s tock
h o l d e r s ) , sha l l represent less t han 50 percent of the in terest 
of a l l l i m i t e d par tners i n the par tnersh ip . U n d e r the above 
c i r cums tances , the va lue of the member ' s in te res t w o u l d 
not be dependen t u p o n a n y ac t ion of h i s c l ient (o r c l i en t s ) . 
A c c o r d i n g l y , the m e m b e r ' s independence w o u l d not be 
cons idered to be impa i red . 

I f a m e m b e r does not and cou ld not reasonab ly be ex
pec ted to have k n o w l e d g e of the l i m i t e d p a r t n e r s h i p / c l i e n t 
re la t i onsh ip , s u c h lack of k n o w l e d g e w o u l d p rec lude an 
i m p a i r m e n t of independence. 
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AICPA Professional Standards ET §201.02 

.01 R u l e 2 0 1 — G e n e r a l s tandards . A member sha l l c o m p l y w i t h 
the f o l l o w i n g general s tandards as in te rpre ted b y bod ies des ig 
na ted b y C o u n c i l , a n d must j u s t i f y a n y depar tu res t he re f rom. 

A . P r o f e s s i o n a l competence. A m e m b e r sha l l under take o n l y 
those engagements w h i c h he or h is firm can reasonab ly 
expect to comple te w i t h p ro fess iona l competence. 

B . D u e p ro fess iona l care. A member sha l l exerc ise due p ro 
fess ional care i n the per formance of an engagement . 

C . P l a n n i n g and supe rv i s ion . A m e m b e r sha l l adequa te l y 
p lan and superv ise an engagement . 

D . Suf f ic ient re levant data . A member s h a l l o b t a i n suff ic ient 
re levant da ta to a f ford a reasonab le bas is fo r conc lus ions 
o r recommenda t i ons i n re la t i on to an engagement . 

E . Fo recas t s . A member sha l l no t permi t h i s name to be used 
in c o n j u n c t i o n w i t h a n y forecast o f fu tu re t ransact ions i n 
a manne r w h i c h m a y lead to the bel ie f that t he m e m b e r 
vouches for the ach ievab i l i t y of the forecast. 

[ A s amended M a r c h 31,1978.] 

Interpretations under Rule 201—General Standards 
.02 201-1—Competence . A member w h o accepts a p ro fess iona l 

engagement imp l ies that he has the necessary competence t o 
comple te the engagement a c c o r d i n g to p ro fess iona l s tandards, 
a p p l y i n g h is k n o w l e d g e a n d s k i l l w i t h reasonable care and d i l i 
gence, but he does not assume a respons ib i l i t y fo r i n f a l l i b i l i t y 
of know ledge o r j udgmen t . 

Compe tence i n the prac t ice of pub l i c a c c o u n t i n g i nvo l ves bo th 
the techn ica l qua l i f i ca t ions of the member a n d h i s staff and h i s 
ab i l i t y to superv ise and eva luate the q u a l i t y of the w o r k per
fo rmed. C o m p e t e n c e relates b o t h to k n o w l e d g e of the pro- 1 

fess ion 's s tandards, techn iques and the technical subject matter 
i n v o l v e d , and to the capab i l i t y to exerc ise sound j u d g m e n t i n 
a p p l y i n g such know ledge to each engagement . 

T h e member may have the knowledge required to complete an 
engagement professional ly before under tak ing it. I n many cases, 
however , add i t i ona l research o r consu l ta t i on w i t h o thers m a y be 

Effective March 1, 
1973, unless other
wise indicated 
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necessary d u r i n g the course of the engagement . T h i s does not 
o r d i n a r i l y represent a lack of competence, bu t ra ther is a n o r m a l 
par t of the p ro fess iona l conduc t of an engagement . 

H o w e v e r , i f a C P A is unable to ga in suff ic ient competence 
t h r o u g h these means , he shou ld suggest , i n fa i rness to h is c l ient 
and the publ ic, the engagement of someone competent to pe r f o rm 
the needed serv ice, e i ther independent l y o r as an associate. 

.03 201 -2—Forecas t s . R u l e 201 does not p roh ib i t a m e m b e r 
f r o m p r e p a r i n g , o r a s s i s t i n g a c l ien t i n the p repa ra t i on of, 
forecasts of the resul ts of fu tu re t ransac t ions . W h e n a m e m 
ber 's name is assoc ia ted w i t h s u c h fo recasts , there sha l l be t he 
p r e s u m p t i o n tha t such da ta m a y be used b y par t ies o the r 
than the c l ient . T h e r e f o r e , f u l l d i sc losure mus t be made of the 
sources of the i n fo rma t i on used a n d the m a j o r assumpt ions 
made in the p repara t ion of the s ta tements and ana lyses , the 
charac te r of the w o r k pe r fo rmed b y the member , a n d the 
degree of the respons ib i l i t y he is t a k i n g . 

Wh> The next page is 4571. *-4& 
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* Ten generally accepted audit ing standards are listed In Appendix A . 

AICPA Professional Standards ET § 202.02 

.01 Rule 202—Audit ing standards. A m e m b e r sha l l no t permi t 
h is n a m e to be assoc ia ted w i t h f inanc ia l s ta tements in such a 
m a n n e r as to i m p l y tha t he i s a c t i n g as an independent pub l i c 
accoun tan t un less he has c o m p l i e d w i t h the app l i cab le gener 
al ly accepted audi t ing standards * promulgated by the Institute. 
S ta temen ts o n A u d i t i n g S tandards issued b y the Inst i tu te 's 
A u d i t i n g S t a n d a r d s E x e c u t i v e C o m m i t t e e are, for purposes of 
th i s ru le , cons ide red to be in te rp re ta t ions of t he genera l l y 
accepted a u d i t i n g s tandards , a n d depar tures f r o m such state
men ts m u s t be jus t i f ied b y those w h o d o no t f o l l o w them. 

[ A s a m e n d e d M a r c h 31, 1978.] 

Interpretation under Rule 202—Audit ing Standards 

.02 202-1—Unaudited financial statements. R u l e 202 does not 
p r e c l u d e a m e m b e r f r o m a s s o c i a t i n g h imse l f w i t h the unaudited 
financial s ta tements of h is c l ien ts . T h e R u l e states i n par t that 
" A m e m b e r s h a l l no t pe rm i t h i s name t o be assoc ia ted w i t h 
financial s ta temen ts i n s u c h a m a n n e r as to i m p l y that he is 
a c t i n g as an independen t p u b l i c accoun tan t un less he has c o m 
p l i e d w i t h the applicable ( I ta l i cs p rov i ded ) gene ra l l y accepted 
a u d i t i n g s tanda rds p r o m u l g a t e d b y the Ins t i t u te . " 

I n a p p l y i n g t h i s p r o v i s i o n to s i t ua t i ons i n w h i c h a m e m 
be r ' s n a m e is assoc ia ted w i t h unaud i t ed financial s ta tements , 
i t i s necessary to recogn i ze that the s tandards were spec i f i ca l ly 
w r i t t e n to a p p l y to aud i ted financial s ta tements . T h e f o u r t h 
r e p o r t i n g s tanda rd , h o w e v e r , w a s made suf f ic ient ly b road to 
be app l i cab le to u n a u d i t e d financial s ta tements as w e l l . 

T h e f ou r t h r e p o r t i n g s tanda rd s ta tes i n p a r t : 

" . . . I n all cases where an auditor 's name is assoc ia ted w i t h 
financial s ta tements , the repor t s h o u l d con ta i n a c lear -cu t 

i nd i ca t i on of the cha rac te r o f the aud i to r ' s e x a m i n a t i o n , if 
any, and the degree of r espons ib i l i t y he is t a k i n g . " ( I ta l i cs 
p r o v i d e d ) 

Effective March 1, 
1973, unless other
wise indicated 
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T h o s e sec t ions of Statements on Auditing Standards and re
la ted gu ides w h i c h dea l w i t h u n a u d i t e d financial s ta tements 
p r o v i d e gu idance to m e m b e r s assoc ia ted w i t h s u c h s ta tements . 
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* See Appendix B, Council Resolution Designating the Financial 
Accounting Standards Board as the Body to Establish Accounting 
Principles. 

AICPA Professional Standards ET §203.02 

.01 Rule 203—Accounting principles. A member shall not ex
press an opinion that financial statements are presented in con
formity with generally accepted accounting principles if such 
statements contain any departure from an accounting principle 
promulgated by the body designated by Council * to establish 
such principles which has a material effect on the statements 
taken as a whole, unless the member can demonstrate that due to 
unusual circumstances the financial statements would otherwise 
have been misleading. In such cases his report must describe the 
departure, the approximate effects thereof, if practicable, and the 
reasons why compliance with the principle would result in a 
misleading statement. 

Interpretations under Rule 203—Accounting 
principles 
.02 203-1—Departures from established accounting principles. 

Rule 203 was adopted to require compliance with* accounting 
principles promulgated by the body designated by Council to 
establish such principles. There is a strong presumption that 
adherence to officially established accounting principles would 
in nearly all instances result in financial statements that are not 
misleading. 

However, in the establishment of accounting principles it is 
difficult to anticipate all of the circumstances to which such 
principles might be applied. This rule therefore recognizes that 
upon occasion there may be unusual circumstances where the 
literal application of pronouncements on accounting principles 
would have the effect of rendering financial 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 is a matter of professional judgment in-

Effective March 1, 
1973, unless other
wise indicated 
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volving the ability to support the position that adherence to a 
promulgated principle would be regarded generally by 
reasonable men as producing a misleading result. 

Examples of events which may justify departures from a prin
ciple are new legislation or the evolution of a new form of 
business transaction. An unusual degree of materiality or the 
existence of conflicting industry practices are examples of cir
cumstances which would not ordinarily be regarded as unusual 
in the context of Rule 203. 

.03 203-2—Status of F A S B interpretations. Council is 
authorized under Rule 203 to designate a body to establish ac
counting principles and has designated the Financial Accounting 
Standards Board as such body. Council also has resolved that 
FASB Statements of Financial Accounting Standards, together 
with those Accounting Research Bulletins and APB Opinions 
which are not superseded by action of the FASB, constitute ac
counting principles as contemplated in Rule 203. 

In determining the existence of a departure from an accounting 
principle established by a Statement of Financial Accounting 
Standards, Accounting Research Bulletin or APB Opinion en
compassed by Rule 203, the division of professional ethics will 
construe such Statement, Bulletin or Opinion in the light of any 
interpretations thereof issued by the FASB. 
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* See Appendix D, Council Resolutions Designating Bodies to 
Promulgate Technical Standards. 

AICPA Professional Standards ET § 204.01 

.01 R u l e 2 0 4 — O t h e r T e c h n i c a l S tanda rds . A member sha l l 
c o m p l y w i t h other techn ica l s tandards p r o m u l g a t e d b y bodies 
des igna ted b y C o u n c i l * to es tab l ish such s tandards , and depar
tures t he re f r o m mus t be jus t i f ied b y those w h o d o not f o l 
l o w t h e m . 

[ A s amended M a r c h 31,1978.] 

Effective March 1, 
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AICPA Professional Standards ET §291.003 

Ethics Rulings on General 
and Technical Standards 

1. Association of Name with Unaudited Statements Where 
Member is Not Independent 

.001 Question—A m e m b e r i n the p rac t i ce of p u b l i c a c c o u n t i n g 
is a m i n o r i t y s tockho lde r , off icer, a n d d i rec to r of a co rpo ra t i on 
for w h i c h h is firm pe r f o rms m a n a g e m e n t and a c c o u n t i n g serv ices . 
A s a co rpo ra te off icer, the m e m b e r has p repa red financial s ta te
men ts for the co rpo ra t i on for p resen ta t ion to a bank . T h e ac 
c o u n t i n g firm w a s p a i d for the member ' s se rv ices i n connec t i on 
w i t h the p r e p a r a t i o n of t he s ta tements , a n d the bank was made 
a w a r e tha t the s ta tements w e r e not aud i ted . W h a t are the 
e th i ca l cons i de ra t i ons? 

.002 Answer—Section 5 1 6 of S ta temen t o n A u d i t i n g S t a n d 
a rds 1 [ A U section 5 1 6 , V o l u m e 1, A I C P A P r o f e s s i o n a l S t a n d 

ards . ] p r o v i d e s tha t w h e n a C P A s u b m i t s t o h i s c l i en t o r another 
u n a u d i t e d financial s ta tements w h i c h he has p repared , he is 
deemed to be assoc ia ted w i t h the statements,. T h i s assoc ia t i on is 
deemed to ex is t even t h o u g h the C P A does no t append h i s name 
to the financial s ta tements . 

T h e m e m b e r , as a n off icer, can p repare the s ta temen ts f o r t he 
co rpo ra t i on . B u t because he i s a l so engaged i n pub l i c p rac t i ce 
a n d the c o r p o r a t i o n i s a c l ien t of h i s firm, he s h o u l d d i s c l a i m an 
o p i n i o n as he is l a c k i n g i n independence . T h e financial s ta te
m e n t s s h o u l d a l so be m a r k e d " U n a u d i t e d — s e e a c c o m p a n y i n g 
d i s c l a i m e r of o p i n i o n . " (Sec t i on 5 1 7 of S t a t e m e n t o n A u d i t i n g 
S t a n d a r d s 1.) [ A U sec t ion 5 1 7 . ] 

2. Opinion by Member Not in Public Practice 

.003 Question—A m e m b e r has become an e m p l o y e e of a co rpo 
ra t i on w i t h ex tens i ve ou ts ide in terests . T h e e m p l o y e r asks the 
m e m b e r to p e r f o r m e x a m i n a t i o n s of these c o r p o r a t e in terests 
a n d to express an o p i n i o n fo r i n t e rna l pu rposes on l y . W o u l d 
there be a n y v i o l a t i o n of the C o d e i f these e x a m i n a t i o n s were 
made a n d an o p i n i o n were expressed b y the m e m b e r ? 
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.004 Answer—The m e m b e r is no t i n p rac t i ce as a p u b l i c 
accoun tan t a n d m a y p e r f o r m serv ices r e q u i r e d b y h i s e m p l o y e r , 
i n c l u d i n g p e r f o r m i n g a n e x a m i n a t i o n of o u t s i d e co rpo ra te i n 
teres ts . H e m a y use h is C P A d e s i g n a t i o n i n h i s i n t e rna l repor ts 
i f h is s ta tus as a n emp loyee is made c lear . T h e i n t e r n a l repor ts 
s h o u l d be i ssued o n h i s emp loye r ' s l e t te rhead a n d s h o u l d m a k e 
n o re fe rence to g e n e r a l l y accepted a u d i t i n g s tandards . I f the 
i n t e r n a l r epo r t s are m a d e ava i l ab le to t h i r d pa r t i es , t he m e m b e r 
s h o u l d use o n l y h i s t i t l e as an emp loyee a n d o m i t a n y reference 
to h is C P A des igna t i on . 

3. Controller, Preparation of Financial Statements 

.005 Question—A c o r p o r a t i o n w h i c h e m p l o y s a m e m b e r as 
c o n t r o l l e r is aud i t ed b y a f i r m of C P A s . T h e con t ro l l e r ex 
am ines the financial s ta tements of a s u b s i d i a r y co rpo ra t i on . C a n 
the ou ts i de firm accept the con t ro l l e r ' s o p i n i o n o r repo r t o n these 
financial s ta tements as one m e e t i n g the requ i r emen ts of g e n 
e ra l l y accep ted a u d i t i n g s tanda rds? 

.006 Answer—It c o u l d not , s ince, as an emp loyee of the cor 
p o r a t i o n , the c o n t r o l l e r canno t exp ress an i ndependen t o p i n i o n 
on financial s ta temen ts of the subs id i a r y . 

4. Two-Year Opinion—Prior Year Previously Unaudited 

.007 Question—A m e m b e r w a s engaged fo r one fiscal y e a r to 
p repare u n a u d i t e d financial s ta tements . H e w a s engaged b y the 
same c l i en t fo r the f o l l o w i n g fiscal y e a r to p e r f o r m a n aud i t i n 
acco rdance w i t h g e n e r a l l y accepted a u d i t i n g s tandards . M a y he 
express a n unqua l i f i ed op in ion o n the s ta tements of i n c o m e a n d 
changes i n financial p o s i t i o n for the t w o fiscal yea rs ? 

.008 Answer—Nothing w o u l d p reven t the m e m b e r f r o m ex
p r e s s i n g s u c h a n unqua l i f i ed o p i n i o n p r o v i d e d he c a r r i e d out 
necessary aud i t p rocedures . T h e fac t tha t the m e m b e r h a d 
o r i g i n a l l y d i s c l a i m e d a n o p i n i o n o n the p r e c e d i n g yea r ' s finan
c ia l s ta temen ts because they w e r e unaud i t ed w o u l d no t p re 
c lude h i m f r o m subsequen t l y e x p r e s s i n g a n o p i n i o n on the 
aud i ted s ta temen ts f o r tha t year . 

I n p e r f o r m i n g h i s aud i t fo r the cu r ren t yea r , i t i s a s s u m e d 
tha t the m e m b e r m a d e h is aud i t i n c o n f o r m i t y w i t h g e n e r a l l y a c 
cepted a u d i t i n g s tandards and p e r f o r m e d a l l a u d i t i n g p rocedu res 
cons ide red necessa ry i n the c i r cums tances i n c l u d i n g o b s e r v a t i o n 
of the t a k i n g of the p h y s i c a l i n v e n t o r y . H e w o u l d t h e n be ab le 
to express a n unqua l i f i ed o p i n i o n o n the ba lance sheet a t the c lose 
o f the cu r ren t yea r . 
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F o r examp le , even t h o u g h the m e m b e r d i d no t obse rve the 
t a k i n g of the p h y s i c a l inven tor ies at the b e g i n n i n g of the cu r ren t 
y e a r a n d at the b e g i n n i n g of the p r e c e d i n g year , he m a y be ab le 
to sa t i s f y h i m s e l f as to s u c h p r i o r i nven to r i es t h r o u g h appro 
pr ia te p rocedures (see sec t ion 331.13 of S t a t e m e n t o n A u d i t i n g 
S t a n d a r d s N o . 1) . [ A U sec t ion 331.13.] I f he can sat is fy h imsel f 
as to the p r i o r i nven to r i es a n d i f he aud i ts the s ta tements of i n 
come a n d changes i n financial pos i t i on for the p r e c e d i n g yea r i n 
acco rdance w i t h gene ra l l y accepted a u d i t i n g s tanda rds , he s h o u l d 
be able to express an unqua l i f i ed o p i n i o n o n those s ta tements for 
the t w o yea rs . T h e m e m b e r is no t r equ i red to d i sc lose tha t he 
d i d not observe the t a k i n g of the ear l ie r i nven to r i es a l t h o u g h he 
m a y w i s h to do so. [ A U sec t ion 509.12.] 

I f the m e m b e r is no t able) to> sa t i s fy h imse l f as t o the i n v e n t o r y 
at the b e g i n n i n g of the cu r ren t y e a r and the i n v e n t o r y enters 
m a t e r i a l l y i n to the de te rm ina t i on of resu l ts of opera t ions a n d 
changes i n financial pos i t i on , he w o u l d be u n a b l e to express a n 
o p i n i o n on the s ta tements of i n c o m e a n d changes i n financial 
pos i t i on fo r the cu r ren t year . H i s repor t on the financial s ta te
ments f o r that year wou ld fo l low the i l lustrat ion i n section 542.05 
of S ta temen t on A u d i t i n g S tanda rds N o . 1. [ A U sec t ion 542.05.] 

I t is a s s u m e d the m e m b e r has been ab le t o sa t i s f y h i m s e l f as to 
t he c o n s i s t e n c y of the app l i ca t i on of g e n e r a l l y accep ted accoun t 
i n g p r i nc i p l es (see sec t ion 420 of S ta temen t on A u d i t i n g S t a n d 
a rds N o . 1) . [ A U sec t ion 420.] 

5. Unaudited Interim Financial Statements 

.009 Question—Unaudited i n t e r i m repo r t s i s sued b y c l ien ts 
some t imes con ta in t he aud i to r ' s n a m e l i s ted o n the c o v e r o r e lse
w h e r e a l o n g w i t h the c o m p a n y ' s of f icers, b o a r d of d i rec to rs , a n d 
lega l c o u n s e l . W o u l d th i s l i s t i n g cons t i tu te a n " a s s o c i a t i o n " of 
a m e m b e r ' s n a m e w i t h financial s ta tements as tha t t e r m is used 
in R u l e 202 of the C o d e of P r o f e s s i o n a l E t h i c s ? 

.010 Answer—Yes, s u c h a l i s t i n g w o u l d b e cons ide red an 
" a s s o c i a t i o n " o f a m e m b e r ' s name w i t h the a c c o m p a n y i n g finan
c ia l s ta temen ts as tha t t e r m is used i n R u l e 202. A c c o r d i n g l y , 
i n s u c h c i r cums tances , each financial s ta tement i n s u c h a repor t 
s h o u l d be m a r k e d " u n a u d i t e d . " 

T h e a u d i t o r s h o u l d a l s o . b e aware tha t sec t ion 516.04 of S ta te 
ment on A u d i t i n g S t a n d a r d s 1 [ A U sec t ion 516.04.] s ta tes that a 
d i s c l a i m e r of op in ion s h o u l d a c c o m p a n y unaud i t ed financial 
s ta tements w i t h w h i c h the C P A is assoc ia ted . A c c o r d i n g l y , he 
m a y sugges t to h is c l ien t that w o r d i n g s u c h as the f o l l o w i n g be 
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i n c l u d e d i n the i n t e r i m r e p o r t : " T h e financial i n f o r m a t i o n i n 
c l u d e d i n th i s i n t e r i m repor t has been p repared b y managemen t 
w i t h o u t aud i t b y i ndependen t p u b l i c accoun tan ts w h o do no t 
express an o p i n i o n thereon . S e m i a n n u a l (annua l ) repor ts w i l l 
con ta in aud i t ed financial s ta temen ts . " 

T h e m e m b e r s h o u l d h a v e a c l ea r u n d e r s t a n d i n g w i t h h i s 
c l ien t w i t h respec t to i ssuance of i n t e r i m repor ts w h i c h d i s p l a y 
the name of the m e m b e r ' s firm a l o n g w i t h u n a u d i t e d financial 
s ta tements , a n d he s h o u l d not p e r m i t h is n a m e t o be assoc ia ted 
w i t h the financial s ta tements i n a m a n n e r w h i c h m i g h t l ead a 
reader to be l ieve tha t the a u d i t o r is a s s u m i n g s o m e degree of 
r e s p o n s i b i l i t y fo r the unaud i t ed s ta tements . 

6. Letterhead 
.011 Question—A m e m b e r pe r fo rms a c c o u n t i n g serv ices o n 

a g ra t i s bas is f o r a p r i va te c l ub of w h i c h he is t reasurer . H i s 
firm does no w o r k f o r the c l u b . W o u l d i t be p r o p e r fo r h i m to 
issue financial s ta temen ts i n connec t i on w i t h h i s a c c o u n t i n g 
serv ices fo r the c l ub o n h is firm le t te rhead w i t h a d i s c l a i m e r 
fo r l ack of i ndependence ? 

.012 Answer—It w o u l d be pre ferab le fo r t he s ta t i ona ry of the 
c l u b to be used fo r p resen ta t i on of the financial s ta tements w i t h 
an i nd i ca t i on tha t the aud i t o r is a c t i n g as t reasure r . H o w e v e r , 
s h o u l d he use h is firm's le t te rhead , sec t i on 517 of S t a t e m e n t o n 
A u d i t i n g S t a n d a r d s 1 [ A U sec t ion 517.] i s app l i cab le . 

7. Non-CPA Partner 
.013 Question—May a m e m b e r w h o is i n pa r t ne r sh i p w i t h 

n o n - C P A s s i g n repor ts w i t h the firm n a m e and b e l o w i t af f ix 
h is own signature w i th the designation "Cer t i f i ed P u b l i c Accoun tan t " ? 

.014 Answer—This w o u l d not be imp rope r , p r o v i d e d i t is 
c lea r tha t the p a r t n e r s h i p i tse l f i s not b e i n g h e l d ou t as c o m 
posed en t i r e l y of C P A s . 

8. Subcontractor Selection for MAS Engagements 

.015 Question—A m e m b e r has been engaged to des ign and 
p r o g r a m a compu te r sys tem. T h e engagement is w e l l w i t h i n 
h is competence. H e p lans to re ta in a cont rac t p r o g r a m m i n g 
o r g a n i z a t i o n as a subcon t rac to r to p rov ide add i t iona l qua l i f ied 
manpower . W h a t p rocedures s h o u l d he cons ider i n m a k i n g h is 
se lec t ion of a subcon t rac to r? 

.016 Answer—When se lec t ing subcont rac to rs the m e m b e r has 
a respons ib i l i t y to assure h imse l f that they have the pro fess iona l 
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qua l i f i ca t ions , t echn i ca l s k i l l s and o the r resources requ i red . F a c 
to rs that can be he lp fu l i n e v a l u a t i n g a prospect ive subcon t rac to r 
i nc lude bus iness , financial and persona l references f rom banks , 
f r o m other C P A s , a n d f r o m other cus tomers of the subcont rac
t o r ; the subcon t rac to r ' s p ro fess iona l repu ta t ion and r e c o g n i t i o n ; 
pub l i shed mate r ia ls (a r t i c les and books a u t h o r e d ) ; and the prac
t i t i oner ' s pe rsona l eva lua t i on of the subcontractor . 

9. Supervision of Technical Specialist on MAS Engagements 

.017 Question—A m e m b e r w o u l d l i ke to add to h is staff a 
sys tems ana lys t w h o spec ia l izes i n deve lop ing c o m p u t e r systems. 
M u s t the m e m b e r be able to pe r fo rm a l l of the serv ices that the 
spec ia l i s t can pe r f o rm i n o rder to be able to superv ise h i m ? 

.018 Answer—The member mus t be qual i f ied to superv ise 
and eva luate the w o r k of spec ia l is ts i n h is emp loy . A l t h o u g h 
supe rv i s i on does not requ i re that he be qua l i f ied to p e r f o r m each 
of the spec ia l i s t ' s t asks , he shou ld be ab le to def ine the tasks 
and eva lua te the end produc t . 
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A I C P A Professional Standards ET §301.02 

.01 Rule 301—Confidential client information. A member sha l l 
not d isc lose any conf ident ia l in fo rmat ion obta ined in the course 
of a professional engagement except w i th the consent o f the 
c l ient . 

T h i s ru le sha l l not be construed (a) to re l ieve a member of his 
ob l iga t ion under R u l e s 202 and 2 0 3 , (b) to affect in any way his 
comp l i ance w i th a va l i d l y issued subpoena or summons en
forceab le by order of a cour t , (c) to p roh ib i t rev iew of a mem
ber 's professional pract ices as a part o f vo luntary qua l i t y rev iew 
under Inst i tute author iza t ion or (d) to prec lude a member f rom 
responding to any i nqu i r y made by the ethics d i v i s i on or T r i a l 
B o a r d of the Inst i tute, by a du l y const i tuted invest igat ive or 
d i sc ip l i na ry body of a state C P A society, or under state statutes. 

M e m b e r s of the ethics d i v i s ion and T r i a l Boa rd of the Inst i tute 
and professional pract ice reviewers under Inst i tute au thor iza t ion 
sha l l not d isc lose any con f iden t ia l c l ien t in fo rmat ion w h i c h 
comes to their at tent ion f rom members in d i sc ip l i na ry 
proceedings or otherwise in car ry ing out their o f f i c ia l respon
s ib i l i t ies . Howeve r , this p roh ib i t i on sha l l not restr ict the ex
change of in fo rmat ion w i th an a forement ioned du l y const i tu ted 
invest igat ive or d i sc ip l i na ry body. 

Interpretation under Rule 301—Confidential 
client information 
.02 301-1—Confidential information and technical stan

dards. T h e p roh ib i t i on against d isc losure of con f iden t ia l i n 
fo rmat ion obta ined in the course of a professional engagement 
does not app ly to d isc losure of such in fo rmat ion when requ i red 
to proper ly d ischarge the member 's respons ib i l i t y acco rd ing to 
the profession's standards. T h e p roh ib i t i on w o u l d not apply, for 
examp le , to d isc losure , as requ i red by Sec t ion 561 of Statement 

Effective March 1, 
1973, unless other
wise indicated 

Confidential Client 
Information 

ET Section 301 
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o n A u d i t i n g S tandards N o . 1 [ A U sec t ion 561] , of subsequent 
d i scove ry of facts ex i s t i ng at the date of the aud i to r ' s repor t 
w h i c h w o u l d have affected the aud i to r ' s repor t had he been 
aware of such facts. 
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A ICPA Professional Standards ET § 302.01 

•01 Rule 302—Contingent fees. Professional services shall not 
be offered or rendered under an arrangement whereby no fee will 
be charged unless a specified finding or result is attained, or 
where the fee is otherwise contingent upon the findings or results 
of such services. However, a member's fees may vary depending, 
for example, on the complexity of the service rendered. 

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 govern
mental agencies. 

Effective March 1, 
1973, unless other
wise indicated 

Contingent Fees 
IT Section 302 
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ET Section 391 

AICPA Professional Standards ET § 391.006 

Ethics Rulings on 
Responsibilities 
to Clients 

1. Computer Processing of Clients' Returns 

.001 Question—May a m e m b e r m a k e use of a n ou ts ide serv ice 
b u r e a u fo r the p r o c e s s i n g of c l i en t s ' t a x re tu rns? T h e member ' s 
firm w o u l d con t ro l the i npu t of i n fo rmat ion and the c o m p u t e r 
serv ice w o u l d p e r f o r m the m a t h e m a t i c a l compu ta t i ons and p r i n t 
t he r e t u r n . Is there a n y v i o l a t i o n o f the con f iden t ia l r e l a t i onsh ip 
i n the fact that c l i en t i n f o r m a t i o n leaves the member ' s off ice? 

.002 Answer—A m e m b e r m a y u t i l i z e ou ts ide se rv ices t o p r o c 
ess t a x re tu rns . H e m u s t take a l l necessary p recau t i ons t o be 
sure tha t the use of ou ts ide serv ices does no t resu l t i n the r e 
lease of con f iden t ia l i n f o r m a t i o n . 

2. Distribution of Client Information to Trade Associations 
.003 Question—A member ' s firm is reques ted b y a t rade asso

c i a t i o n t o s u p p l y pro f i t a n d loss percentages t a k e n f r o m the 
repor ts o f the accoun tan t s ' c l ien ts . T h e assoc ia t ion w o u l d d i s 
t r i bu te t h e m to i t s members . M a y the firm c o m p l y w i t h the 
reques t ? 

.004 Answer—Rule 301 w o u l d not be v i o l a ted i f the firm has 
the c l i en ts ' p e r m i s s i o n t o d i s t r i bu te the figures. 

3. Information to Successor Accountant About Tax 
Return Irregularities 

.005 Question—A m e m b e r w i t h d r e w f r o m an engagement on 
d i s c o v e r i n g i r r egu la r i t i es i n h is c l ien t ' s t ax re tu rn . M a y he revea l 
t o the successor accoun tan t w h y the r e l a t i o n s h i p w a s te rm ina ted ? 

.006 Answer—Rule 301 is no t i n tended t o he lp an unscrupulous 
c l ien t cove r up i l l e g a l ac ts o r o t h e r w i s e h ide i n f o r m a t i o n b y 
c h a n g i n g C P A s . I f the m e m b e r is con tac ted b y the successor he 
s h o u l d , at a m i n i m u m , sugges t tha t the successor ask the c l ien t 
t o pe rm i t the m e m b e r to d i scuss a l l ma t te rs f ree ly w i t h the 
successor . T h e successo r is then o n no t ice of some conf l ic t . 
B e c a u s e of the ser ious l e g a l imp l i ca t i ons , the m e m b e r shou ld seek 
l ega l a d v i c e as to h is s ta tus a n d ob l i ga t i ons i n the mat te r . 
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4. Prior Client Relationship 
.007 Question—A m e m b e r ' s f i rm w a s rep laced a f te r 20 yea rs 

as aud i t o r s of an i n te rna t i ona l un i on . T h e f i r m w a s then re ta ined 
b y ce r ta i n m e m b e r s of l oca l un ions w h o b r o u g h t su i t aga ins t the 
i n t e r n a t i o n a l u n i o n c h a r g i n g m isuse of funds , m i s m a n a g e m e n t , 
etc. T h e m e m b e r ' s f i rm w a s asked to examine the records of the 
i n te rna t i ona l u n i o n fo r a pe r iod w h i c h i n c l u d e d par t o f the p e r i o d 
d u r i n g w h i c h i t se rved as the in te rna t iona l ' s aud i to rs . W o u l d 
the spec ia l e x a m i n a t i o n v io la te R u l e 301 because of the fo rmer 
c l i en t r e l a t i o n s h i p ? 

.008 Answer—There appears t o be s u c h a se r i ous conf l i c t of 
in te res t tha t t he m e m b e r ' s f i rm s h o u l d no t accept the engagement . 

5. Records Retention Agency 
.009 Question—May a m e m b e r use a records - re ten t ion agency 

t o s tore h i s c l i en t s ' records , w o r k i n g papers , and so fo r th ? 

.010 Answer—There is no ob jec t ion to the use of s u c h a 
records center . H o w e v e r , r espons ib i l i t y f o r p r e s e r v i n g the c o n 
fidential n a t u r e of the records rests w i t h the member . 

6. Revealing Client Information to Competitors 
.011 Question—A m u n i c i p a l i t y i n a p a r t i c u l a r state enforces 

a pe rsona l p r o p e r t y t a x on bus iness inven to r ies , fixtures a n d 
equ ipmen t , and m a c h i n e r y b y r e t a i n i n g a firm of C P A s t o examine 
the books a n d records of the bus inesses t o be sure the p rope r 
a m o u n t has been dec la red . I n the course of i ts engagement , the 
C P A firm w i l l e x a m i n e sales, purchases, gross profi t percentages, 
a n d i nven to r i es as w e l l as fixed asset accounts. A m e m b e r se rv 
ing one of the companies invo lved objects to these procedures o n 
the g r o u n d tha t i n f o r m a t i o n ga the red f r o m the books and records 
of h i s c l i en t c o u l d be i n a d v e r t e n t l y c o n v e y e d t o compe t i t o r s b y 
emp loyees of t he C P A firm d o i n g the aud i t . I s s u c h a n engage 
m e n t e th i ca l l y p roper ? 

.012 Answer—It w o u l d be p roper fo r a m e m b e r ' s firm to per 
f o r m s u c h serv ices . I t s h o u l d be emphas i zed t o eve ryone c o n 
ce rned tha t R u l e 301 p roh ib i t s members f r o m r e v e a l i n g to o thers 
any confidential in fo rmat ion obtained in their professional capacity. 

7. Revealing Names of Employer's Clients 
.013 Question—A staff m e m b e r w i shes to s u b m i t h i s resume 

to ano the r firm. M a y he i n c l u d e as par t o f h is exper ience the 
names of compan ies for w h i c h he pe r fo rmed aud i t s ? 

.014 Answer—The mere engagemen t of a m e m b e r ' s firm i s 
o f ten a con f iden t ia l ma t te r be tween accoun tan t and c l ien t . U n l e s s 

4692 



Ethics Rul ings 4693 

the c o m p a n y i s p u b l i c l y h e l d , a m e m b e r s h o u l d n o t revea l the 
fac t t ha t he h a d se rved o n a n a s s i g n m e n t w i t h o u t the c l i en t ' s 
p e r m i s s i o n . 

8. Fee as Percentage of Bond Issue 

.015 Question—Is i t p r o p e r f o r a m e m b e r t o d e t e r m i n e h i s fee 
fo r s e r v i c e s r ende red i n c o n n e c t i o n w i t h a b o n d i ssue as a pe r 
cen tage o f t h e t o t a l a m o u n t of the b o n d i ssue ? 

.016 Answer—The m e m b e r ' s fee f o r se rv ices rendered i n c o n 
nec t ion w i t h a b o n d i ssue s h o u l d no t be based u p o n the percent 
age of the to ta l a m o u n t o f t he issue s ince tha t a m o u n t i s o f ten , 
i n par t , i n f l uenced b y t he findings o f t he m e m b e r . F u r t h e r m o r e , 
t h e rece ip t o f a fee b y a m e m b e r i n c o n n e c t i o n w i t h s u c h w o r k 
s h o u l d no t be con t i ngen t u p o n w h e t h e r o r no t the b o n d i ssue i s 
s o l d . 

T h e m e m b e r ' s fee s h o u l d be re l a ted t o se rv i ces rendered a n d 
s h o u l d not be de te rm ined b y h i s findings o r the resu l t s o f h i s 
f i nd ings . 

9. Finder's Fee 
.017 Question—Would the o c c u p a t i o n of finder f o r a c l i en t i n 

the a c q u i s i t i o n of ano the r c o m p a n y be cons ide red i n c o m p a t i b l e 
w i t h p u b l i c a c c o u n t i n g ? I f a m e m b e r m a y serve as f inder , w o u l d 
he v i o l a t e R u l e 302 b y c h a r g i n g a fee c o n t i n g e n t u p o n the a c q u i s i 
t i o n a n d based o n a percen tage of the a c q u i s i t i o n p r i c e ? 

.018 Answer—The occupa t i on o f f i nder is n o t i n c o m p a t i b l e 
w i t h p u b l i c a c c o u n t i n g . R u l e 302, w h i c h p r o h i b i t s a m e m b e r 
f r o m r e n d e r i n g a se rv i ce fo r a fee con t i ngen t u p o n the resu l t s of 
s u c h se rv i ce , w o u l d p r o h i b i t s u c h fee a r rangemen ts . T h e rece ip t 
o f a fee s h o u l d be d e t e r m i n e d b y the serv ice t o be rende red a n d 
s h o u l d no t d e p e n d o n w h e t h e r o r no t t he sale takes p l a c e ; n o r 
s h o u l d the a m o u n t of the fee b e based o n a percen tage of the 
a c q u i s i t i o n p r i ce . 

10. Fee as Expert Witness 
.019 Question—May a member , as a n expe r t w i t ness i n a d a m 

age su i t , rece ive compensa t i on b a s e d o n the a m o u n t a w a r d e d the 
p l a i n t i f f ? 

.020 Answer—Such an ag reemen t w o u l d v i o l a te R u l e 302, 
w h i c h p r o h i b i t s con t i ngen t fees. C o m p e n s a t i o n fo r exper t tes t i 
m o n y m a y be at a s t a n d a r d p e r d i e m ra te f o r s u c h se rv i ces o r a t 
a fixed s u m p r e v i o u s l y ag reed u p o n . 

AICPA Professional Standards ET §391.020 



Responsibilities to Clients 

11. Fee Contingent on Mortgage Commitment 

.021 Question—A m e m b e r p r o v i d e s account ing- serv ices i n 
c o n n e c t i o n w i t h c o n s t r u c t i o n p ro jec ts financed p r i m a r i l y b y F H A -
i n s u r e d mor tgages . H i s fee fo r s u c h se rv i ces i s de te rm ined as a 
fixed pe rcen tage of t he m o r t g a g e c o m m i t m e n t finally g ran ted 
b y F H A . P r i o r t o s u c h c o m m i t m e n t the m e m b e r w o u l d h a v e 
o f fe red a d v i s o r y a c c o u n t i n g se rv ices . I f no c o m m i t m e n t w a s 
g r a n t e d , no fee w o u l d be c h a r g e d f o r a d v i s o r y se rv ices . Is th i s 
a r r a n g e m e n t p e r m i s s i b l e ? 

.022 Answer—A fee based o n the percen tage of a m o r t g a g e 
ob ta ined w o u l d be a c o n t i n g e n t fee, fo r the a m o u n t o f the c o m m i t 
m e n t c o u l d v a r y d i r e c t l y w i t h the resu l t s of the m e m b e r ' s 
serv ices . 

12. Fee as a Percentage of Tax Savings 

.023 Question—May a m e m b e r base h is fee fo r p r e p a r i n g a 
t a x r e t u r n o n h o w m u c h in t axes he c a n save h i s c l ien t ? 

.024 Answer—Basing a fee fo r p r e p a r i n g a t a x r e t u r n o n the 
a m o u n t saved i n taxes w o u l d be a v i o l a t i o n of R u l e 302. A p r o p 
e r l y p repa red re tu rn resu l t s i n a p r o p e r t a x l i a b i l i t y , a n d the re 
is no bas is f o r c o m p u t i n g a s a v i n g . T o m a k e a fee con t i ngen t 
u p o n the a m o u n t of t axes saved p resumes a t a x l i a b i l i t y h a s been 
es tab l i shed w h i c h an accoun tan t is a t t e m p t i n g t o reduce , w h e r e a s 
a l l pe rsons conce rned w i t h the p r e p a r a t i o n of a t a x r e t u r n s h o u l d 
a t t emp t t o de te rm ine o n l y the cor rec t t a x l i ab i l i t y . A m e m b e r 
w h o compu tes h i s fee i n the m a n n e r sugges ted i n t he ques t i on 
w o u l d a l s o v i o l a t e R u l e 501. 

13. Contingent Fees to Fire Adjuster 

.025 Question—A m e m b e r ' s c l i en t is a p u b l i c fire ad jus te r 
w h o ass i s t s i n s u r e d persons i n n e g o t i a t i n g se t t l ements of fire 
losses w i t h i nsu rance compan ies . T h e ad jus te r ' s fee is based o n a 
percen tage of the recove ry . I n n e g o t i a t i n g s u c h se t t lements , the 
ad jus te r needs financial s ta tements fo r a t h ree -yea r p e r i o d , p re 
pa red w i t h o u t aud i t f r o m the b o o k s a n d reco rds of the i n s u r e d . 
C o u l d the m e m b e r p r o v i d e s u c h se rv i ces fo r a fee w h i c h w o u l d 
be a pe rcen tage of the fee rece ived b y the ad jus te r? 

.026 Answer—Since the fee i s dependent u p o n the a m o u n t 
o f the se t t lement , i t is a con t i ngen t fee i n v i o l a t i o n of R u l e 302. 

14. Use of Confidential Information on MAS Engagements 

.027 Question—In the course of pe r fo rm ing a feas ib i l i t y s t udy 
a non-c l ien t ou ts ide source has p r o v i d e d pert inent i n fo rma t ion t o 
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the m e m b e r ' s firm w i t h the unders tand ing that the source a n d 
the de ta i l s of the i n fo rma t i on w i l l no t be d isc losed. T h e i n fo rma
t i on , w h i c h the firm be l ieves is per t inent , d i rec t l y affects its con 
c l us i ons and recommenda t ions . H o w m a y th i s i n f o rma t i on be 
u t i l i zed i n connec t ion w i t h the feas ib i l i t y s tudy engagement and 
re lated conc lus ions and recommenda t i ons ? 

.028 Answer—Rule of C o n d u c t 301 r ega rd i ng conf ident ia l c l ient 
i n f o r m a t i o n is no t d i r ec t l y app l icab le to the c i r cums tances de
s c r i b e d ; howeve r , R u l e of C o n d u c t 5 0 1 — A c t s D i s c r e d i t a b l e — i s 
appl icable to s i tuat ions i n v o l v i n g conf ident ia l re la t ionsh ips w i t h 
non-c l ien ts . F o r an engagement in w h i c h i t appears l i k e l y that 
the deve lopmen t of per t inent i n f o r m a t i o n w i l l have to come f r o m 
outs ide non-c l ien t sources, a n d s u c h i n f o r m a t i o n m u s t r ema in 
conf ident ia l , the te rms of the engagement w i t h the c l ient shou ld 
spec i f y tha t t h e conf idences of ou ts ide non-c l ien t sources w i l l not 
be d i v u l g e d b y the member ' s firm even w h e n they m i g h t affect 
the ou tcome of the engagement . I f the use of conf ident ia l outs ide 
sources is necessary and the te rms of the engagement are s i lent 
r e g a r d i n g d isc losure of source and deta i ls , the m e m b e r shou ld 
p r o m p t l y seek the app rova l of the c l ien t to present h i s r ecom
mendat ions w i t h o u t m a k i n g d isc losures tha t i nc l ude conf ident ia l 
i n fo rma t i on . I f the c l ient does not agree to th i s , the m e m b e r 
s h o u l d w i t h d r a w ra ther than b reach a conf idence o r i m p r o p e r l y 
l im i t the i nc lus ion of i n f o rma t i on i n h i s final r ecommenda t i on . 

15. Earlier Similar MAS Study with Negative Outcome 
.029 Question—A prospec t i ve c l ient has asked a member ' s firm 

to s t udy the des i rab i l i t y of h i s u s i n g a n e w l y deve loped e lect ron ic 
t i cke t i ng s y s t e m for h i s bus iness . A recent s t udy made for a n 
other c l ien t leads the member ' s firm to be l ieve that the sys tem 
w o u l d not be des i rab le fo r h i m . M u s t the firm state its reservations 
at the r i sk of d i s c l os i ng i n fo rma t ion acqu i r ed w h i l e pe r f o rm ing 
an ass ignmen t for a c l ient compe t i t o r? 

.030 Answer—Rule of C o n d u c t 301 p rov ides t ha t a m e m b e r 
sha l l not d isc lose a n y conf ident ia l i n f o r m a t i o n ob ta ined in the 
course of a p ro fess iona l engagement excep t w i t h the consent of 
the c l ient . K n o w l e d g e and exper t ise w h i c h resu l ts i n a spec ia l 
competence i n a par t i cu la r field can be p r o v i d e d to a c l ient w i t h o u t 
v i o l a t i n g the con f idence of ano ther c l ien t . R e s e r v a t i o n s tha t the 
firm m a y have c o n c e r n i n g the e lec t ron ic t i c ke t i ng s y s t e m s h o u l d 
be c o m m u n i c a t e d to the p rospec t i ve c l ien t p r o v i d e d the deta i ls of 
the other c l i en t ' s engagement are not d isc losed. If, howeve r , c i r 
cumstances are such that the p rospec t i ve c l ien t w o u l d c lea r l y 
k n o w the o r i g i n of t he in fo rmat ion o n w h i c h the member ' s reserva
t ions are based , and s u c h i n f o rma t i on is sens i t i ve , the engagement 
s h o u l d not be accep ted w i t h o u t c learance w i t h the first c l ient . 
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A I C P A Professional Standards ET §501.02 

.01 R u l e 5 0 1 — A c t s d isc red i tab le . A m e m b e r sha l l not c o m m i t 
a n act d i sc red i tab le t o the p ro fess ion . 

Interpretations under Rule 501—Acts Discreditable 

.02 501 -1—Cl i en t ' s reco rds and accoun tan t ' s w o r k p a p e r s . 
R e t e n t i o n of c l i en t records af ter a d e m a n d i s made for t hem is 
an act d i sc red i tab le to the p ro fess ion i n v i o l a t i o n of R u l e 501. 
T h e fact tha t the s ta tu tes of the state i n w h i c h a m e m b e r 
p rac t i ces m a y spec i f i ca l l y g ran t h i m a l i en o n a l l c l i en t records 
i n h is possess ion does no t change the e th i ca l s tanda rd t h a t i t 
w o u l d be a v i o l a t i o n of the C o d e to re ta in the records to en 
force paymen t . 

A member ' s w o r k i n g papers are h is p rope r t y a n d need not 
be su r rendered t o the c l ient . H o w e v e r , i n some ins tances a 
m e m b e r ' s w o r k i n g papers w i l l con ta i n da ta w h i c h s h o u l d 
p r o p e r l y be re f lec ted i n the c l ien t ' s b o o k s and records bu t 
w h i c h for conven ience have not been dup l i ca ted the re in , w i t h 
the resu l t tha t the c l i en t ' s reco rds are i ncomp le te . I n s u c h 
ins tances , the po r t i on of the w o r k i n g papers c o n t a i n i n g s u c h 
da ta cons t i tu tes pa r t o f the c l ien t ' s reco rds , and copies s h o u l d 
be made ava i l ab le to the c l i en t u p o n request . 

I f a m e m b e r is engaged to p e r f o r m ce r ta in w o r k fo r a c l ien t 
a n d the engagemen t is t e rm ina ted p r i o r to the comp le t i on of 
s u c h w o r k , the m e m b e r is r e q u i r e d to r e tu rn o r f u r n i s h copies 
of o n l y those records o r i g i n a l l y g i v e n to the m e m b e r b y the 
c l ient . 

E x a m p l e s of w o r k i n g papers tha t are cons idered t o be client's 
records w o u l d i n c l u d e : 

a. W o r k s h e e t s i n l i eu of books of o r i g i n a l en t r y (e. g . , l i s t 
i n g s a n d d i s t r i bu t i ons of cash rece ip ts o r cash d i sbu rse 
men ts o n c o l u m n a r w o r k i n g pape r ) . 

b. W o r k s h e e t s i n l i eu of gene ra l l edger o r s u b s i d i a r y l e d g 
ers, such as accoun ts rece ivab le , j ob cost a n d equ ipmen t 
l e d g e r s o r s i m i l a r dep rec ia t i on records . 

Effective March 1, 
1973, unless other
wise indicated 
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c. A l l a d j u s t i n g a n d c l o s i n g j o u r n a l en t r ies and s u p p o r t i n g 
de ta i l s . ( I f the s u p p o r t i n g deta i l s are no t f u l l y set f o r t h 
i n the e x p l a n a t i o n of the j o u r n a l en t r y , bu t are con ta ined 
i n ana l yses of accoun ts i n the accoun tan t ' s w o r k i n g 
papers , t hen cop ies of s u c h ana l yses m u s t be fu rn i shed 
to the c l ient . ) 

d . C o n s o l i d a t i n g o r c o m b i n i n g j o u r n a l ent r ies a n d w o r k 
sheets and s u p p o r t i n g de ta i l used in a r r i v i n g at final 
figures i nco rpo ra ted i n an end p r o d u c t s u c h as financial 
s ta tements o r t a x re tu rns . 

A n y w o r k i n g papers deve loped b y the m e m b e r i nc iden t to 
the p e r f o r m a n c e of h i s engagement w h i c h d o no t resu l t i n 
changes to the c l i en ts ' records o r are not i n t hemse lves par t of 
the records o r d i n a r i l y ma in ta i ned b y such c l ien ts , are c o n 
sidered t o b e so le l y "accoun tan t ' s w o r k i n g p a p e r s " a n d are not 
the p r o p e r t y of the c l ien t , e. g . : 

T h e m e m b e r m a y m a k e ex tens i ve ana l yses of i n v e n t o r y 
o r o ther accoun ts as par t o f h is se lec t i ve aud i t p rocedures . 
E v e n i f s u c h ana lyses have been p repared b y c l i en t pe rson 
ne l at the request of the m e m b e r , they never the less are 
cons ide red to be par t of the accoun tan t ' s w o r k i n g papers . 

O n l y to the ex tent s u c h ana lyses resu l t i n changes to the 
c l ien t ' s records w o u l d the m e m b e r be requ i red to f u r n i s h 
the de ta i l s f r o m h is w o r k i n g papers i n suppor t of the j o u r n a l 
en t r ies r e c o r d i n g such changes un less the j o u r n a l ent r ies 
t hemse l ves con ta in a l l necessary deta i ls . 

O n c e the m e m b e r has re tu rned the c l ien t ' s records to h i m 
or f u r n i s h e d h i m w i t h copies of s u c h records a n d / o r necessary 
s u p p o r t i n g da ta , he has d i scha rged h i s ob l i ga t i on i n t h i s re 
g a r d a n d need not c o m p l y w i t h a n y subsequen t requests to 
aga in f u r n i s h s u c h records . 

I f the m e m b e r has re ta ined in h is files cop ies of a c l ien t ' s 
records a l ready i n possess ion o f the c l ien t , the m e m b e r is no t 
requ i red to r e tu rn s u c h cop ies to the c l ien t . 

.03 501-2—Discrimination in employment practices. D i s c r i m i n a 
t i on based o n race, co lor , r e l i g i on , sex , age o r na t i ona l o r i g i n 
i n h i r i n g , p r o m o t i o n or sa la ry prac t ices is p r e s u m e d to con
s t i tu te an ac t d isc red i tab le to the p ro fess ion i n v i o l a t i on of 
R u l e 501. 
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AICPA Professional Standards ET § 502.03 

Advertising and Other 

Forms of Solicitation 
Effective March 31, 
1978, unless other
wise indicated 

.01 R u l e 5 0 2 — A d v e r t i s i n g and O t h e r F o r m s of So l i c i t a t i on . 
A m e m b e r sha l l no t seek to ob ta in c l ients b y a d v e r t i s i n g o r 
o the r f o r m s of so l i c i ta t ion i n a m a n n e r that is fa lse, m i s 
l e a d i n g , o r decept ive. 

[ A s amended M a r c h 31, 1979.] 

Interpretations under Rule 502—Advert is ing and 
Other Forms of Solicitation 

.02 502 -1—In fo rma t i ona l A d v e r t i s i n g . A d v e r t i s i n g that is i n 
f o rma t i ve a n d ob jec t i ve is pe rm i t ted . S u c h adve r t i s i ng shou ld 
be i n g o o d taste and be professional ly dignif ied. There are no 
o ther res t r i c t i ons , such as o n the t ype of a d v e r t i s i n g m e d i a , 
f r equency of p lacement , s i ze , a r t w o r k , o r t y p e s ty le . Some 
examples of i n fo rma t i ve and ob jec t ive content a r e — 

1. I n f o rma t i o n about the member and the member 's firm, 
such a s — 

a. Names , addresses, telephone numbers, number of partners, 
shareho lders o r employees , off ice hou rs , fo re ign language 
competence, and date the firm was established. 

b. Se rv i ces of fered and fees fo r s u c h serv ices , i n c l u d i n g 
h o u r l y rates a n d fixed fees. 

c. E d u c a t i o n a l a n d pro fess iona l a t ta inments , i n c l u d i n g date 
a n d p lace of cer t i f i ca t ions, schoo ls a t tended, dates of 
g radua t i on , degrees rece ived , and m e m b e r s h i p s i n p ro 
fess iona l assoc ia t ions . 

2. S ta tements of p o l i c y or pos i t i on made b y a member o r 
a member 's firm related to the prac t ice of pub l i c a c c o u n t i n g 
o r addressed to a sub jec t of pub l i c in terest . 

.03 5 0 2 - 2 — F a l s e , M i s l e a d i n g , o r D e c e p t i v e A c t s . Adve r t i s i ng 
o r o t he r f o rms of so l i c i ta t i on tha t are false, m i s l ead ing , o r 
decept ive are not i n the pub l i c in teres t and are p roh ib i t ed . 
S u c h ac t i v i t i es i nc lude those t ha t— 
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1. C rea te fa lse o r un jus t i f i ed expec ta t ions of f avo rab le resu l ts . 

2. I m p l y the a b i l i t y to in f luence a n y cour t , t r i b u n a l , r e g 
u la to ry agency , o r s im i l a r b o d y o r of f ic ia l . 

3. C o n s i s t of se l f - l auda to ry s ta tements that are not based 
o n ver i f iab le facts. 

4. M a k e compa r i sons w i t h o ther C P A s . 

5. C o n t a i n tes t imon ia l s o r endorsements . 

6. C o n t a i n a n y o ther representa t ions tha t w o u l d be l i ke l y to 
cause a reasonab le pe rson to m isunde rs tand or be dece ived. 

[.04] [502-3]—[Dele ted] 

.05 502 -4—Se l f -Des igna t i on as E x p e r t o r Spec ia l i s t . C l a i m i n g 
to be a n exper t or spec ia l i s t is p roh ib i ted because an A I C P A 
p r o g r a m w i t h methods for r e c o g n i z i n g competence i n spe
c i a l i zed fields has not been deve loped and se l f -des igna t ion 
w o u l d be l i k e l y to cause m i s u n d e r s t a n d i n g o r decept ion . 

[ A s a m e n d e d M a y 22, 1979.] 

.06 5 0 2 - 5 — E n g a g e m e n t s O b t a i n e d T h r o u g h E f f o r t s of T h i r d 
P a r t i e s . M e m b e r s are o f ten asked to render p ro fess iona l serv
ices to c l i en ts o r cus tomers of t h i rd par t ies . S u c h t h i r d par t ies 
m a y h a v e ob ta ined s u c h c l ients o r cus tomers as the resul t of 
the i r a d v e r t i s i n g and so l i c i ta t ion efforts. 

M e m b e r s are permi t ted to enter i n to such engagements . T h e 
m e m b e r has the respons ib i l i t y to ascer ta in tha t a l l p romo t i ona l 
ef forts are w i t h i n the bounds of the R u l e s of C o n d u c t . S u c h 
ac t i on is requ i red because the members w i l l rece ive the bene
fits of such efforts b y t h i r d par t ies, a n d m e m b e r s m u s t no t d o 
t h r o u g h o thers w h a t t hey are p roh ib i t ed f r om d o i n g themse lves 
b y the R u l e s of C o n d u c t . 

The next page is 4871. 
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The next page is 4881. 

A I C P A Professional Standards ET § 503.02 

.01 Rule 503—Commission. A member shall not pay a com
mission to obtain a client, nor shall he accept a commission for a 
referral to a client of products or services of others. This rule 
shall not prohibit payments for the purchase of an accounting 
practice or retirement payments to individuals formerly engaged 
in the practice of public accounting or payments to their heirs or 
estates. 

Interpretation under Rule 503—Commissions 
.02 503-1—Fees in payment for services. Rule 503, which 

prohibits payment of a commission to obtain a client, was adop
ted to avoid a client's having to pay fees for which he did not 
receive commensurate services. However, payment of fees to a 
referring public accountant for professional services to the suc
cessor firm or to the client in connection with the engagement is 
not prohibited. 

Effective March 1, 
1973, unless other
wise indicated 

Commission 

ET Section 503 
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The next page is 4891. 

AICPA Professional Standards ET § 504.01 

.01 R u l e 504—Incompa t ib le occupa t ions . A member w h o is e n 
gaged i n the prac t i ce of pub l i c a c c o u n t i n g sha l l no t concu r 
r en t l y engage i n a n y bus iness or occupa t i on w h i c h w o u l d 
create a conf l ic t of in terest i n rende r i ng p ro fess iona l serv ices. 

[ A s a m e n d e d M a r c h 31,1978.] 

Effective March 1, 
1973, unless other
wise indicated 

Incompatible Occupations 

ET Section 504 
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The next page is 4901. 

A I C P A Professional Standards ET §505.02 

.01 Rule 505—Form of practice and name. A member may prac
tice public accounting, whether as an owner or employee, only in 
the form of a proprietorship, a partnership or a professional cor
poration whose characteristics conform to resolutions of Council. 
(See Appendix C.) 

A member shall not practice under a firm name which in
cludes any fictitious name, indicates specialization or is 
misleading as to the type of organization (proprietorship, part
nership or corporation). However, names of one or more past 
partners or shareholders may be included in the firm name of a 
successor partnership or corporation. Also, a partner surviving 
the death or withdrawal of all other partners may continue to 
practice under the partnership name for up to two years after 
becoming a sole practitioner. 

A firm may not designate itself as "Members of the American 
Institute of Certified Public Accountants" unless all of its part
ners or shareholders are members of the Institute. 

Interpretation under Rule 505—Form of practice 
and name 
.02 5 05-1—Investment in commercia l account ing cor

poration. A member in the practice of public accounting may 
have a financial interest in a commercial corporation which per
forms for the public services of a type performed by public ac
countants and whose characteristics do not conform to 
resolutions of Council , provided such interest is not material to 
the corporation's net worth, and the member's interest in and 
relation to the corporation is solely that of an investor. 

Effective March 1, 
1973, unless other
wise indicated 

Form of Practice and Name 

ET Section SOS 
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ET Section 591 
Ethics Rulings on Other 
Responsibilities and 
Practices 

1. Retention of Records 
[.001—.002] [Superseded b y In te rp re ta t i on 501-1.] 

2. Fees: Collection of Notes Issued in Payment 

.003 Question—A member's f i rm made a r rangemen ts w i t h a 
bank to co l lec t notes i ssued b y a c l ien t i n p a y m e n t o f fees due , 
and so a d v i s e d the de l inquen t c l ien t . Is th is p rocedu re e th i ca l? 

.004 Answer—The procedure f o l l o w e d does not v io la te a n y 
p r o v i s i o n of the C o d e . 

3. Employment by Non-CPA Firm 
.005 Question—A member is c o n s i d e r i n g e m p l o y m e n t w i t h a 

pub l i c accoun t i ng f i rm made up of one o r more n o n - C P A p rac 
t i t i oners . I f he is emp loyed b y s u c h a f i rm, w h a t are h i s responsi
b i l i t ies under the R u l e s of C o n d u c t ? 

.006 Answer—A member so emp loyed mus t c o m p l y w i t h a l l 
the R u l e s of Conduc t . If he becomes a pa r tne r i n s u c h a f i rm, 
he w i l l t hen i n add i t i on be he ld respons ib le for comp l iance w i t h 
the R u l e s of Conduc t b y a l l persons assoc ia ted w i t h h i m . 

[4 . -7 . ] 

[.007—.014] [De le ted ] 

8. Change of Control of Client Company 

.015 Question—A member states tha t con t ro l of a c l ien t c o m 
p a n y h a s been ob ta ined b y a second c o m p a n y w h i c h i s se rved 
b y ano the r a c c o u n t i n g f i rm. W o u l d there be a n y v i o l a t i on of R u l e 
502 if the m e m b e r c o m m u n i c a t e d w i t h the h o l d i n g c o m p a n y 
and the accoun t i ng f i rm in a n effort to re ta in h i s c l i en t? 

.016 Answer—The member w o u l d be free to d o so because 
of the e x i s t i n g c l i en t re la t i onsh ip . 

[ 9 — 1 9 . ] 

[.017—.038] [De le ted ] 

A I C P A Professional Standards ET § 591.038 



Other Responsibilities and Practices 

20. Trade Association Analysis 

.039 Question—A t rade assoc ia t i on has engaged a m e m b e r to 
p e r f o r m an a n a l y s i s o f speci f ic p rob l ems a f f ec t i ng members of the 
assoc ia t i on . T h e resu l t s of h is ana lys i s , b e a r i n g h is firm's n a m e , 
w i l l be r ep roduced b y the assoc ia t ion and d i s t r i bu ted to i ts m e m 
bers . W o u l d R u l e 502 p roh ib i t such d i s t r i b u t i o n ? 

.040 Answer—Rule 502 s h o u l d not be in te rp re ted to p rec lude 
a n assoc ia t i on f r o m d i s t r i b u t i n g to i ts members the resu l ts of an 
ana l ys i s i t had engaged a m e m b e r to p e r f o r m . I t w o u l d a lso be 
pe rm iss ib l e f o r the m e m b e r to be iden t i f ied i n the repor t w i t h h is 
firm af f i l ia t ion. H i s repor t i s i n te rp re t i ve , a n d a reader w o u l d be 
en t i t l ed t o k n o w b y w h o m i t w a s p repa red . 

21. Trade Association Survey 

.041 Question—A t rade assoc ia t ion engaged a m e m b e r ' s firm 
to conduc t a s u r v e y . T h e assoc ia t ion m a i l e d a ques t ionna i re to 
i ts m e m b e r s w i t h a c o v e r i n g le t ter t o request that rep l ies be sent 
t o t he member ' s firm, w h i c h i s m e n t i o n e d b y name. D o e s R u l e 
502 p roh ib i t the a c c o u n t i n g firm f r o m b e i n g thus iden t i f i ed? 

.042 Answer—In r e q u e s t i n g f r o m i t s m e m b e r s i n f o r m a t i o n 
w h i c h c o u l d be cons ide red con f iden t ia l , i t w o u l d be p r o p e r f o r t he 
assoc ia t i on to i den t i f y the member ' s firm t o w h o m rep l i es s h o u l d 
be d i rec ted . 

[22.—32.] 

[.043—.064] [De le ted ] 

33. Course Instructor 

.065 Question—What respons ib i l i t y does a m e m b e r have f o r 
the i n fo rma t i on i nc l uded i n a d v e r t i s i n g ma te r i a l u s e d t o p romote 
a course w h i c h he has been asked to conduc t? 

.066 Answer—It is of va lue to p rospec t i ve s tudents to k n o w 
the ins t ruc to r ' s b a c k g r o u n d — s u c h as degrees he ho lds , p ro fes 
s iona l soc ie ty af f i l ia t ions, a n d the name of h is firm. T h e m e m b e r 
has the respons ib i l i t y to ascer ta in that a l l p r o m o t i o n a l ef for ts 
are w i t h i n the bounds of R u l e 502. 

[34.—37.] 

[.067—.074] [De le ted ] 

38. CPA Title, Controller of Bank 
.075 Question—A m e m b e r not i n p u b l i c p rac t i ce is con t ro l l e r 

o f a bank . M a y the m e m b e r pe rm i t the b a n k t o use h i s C P A 
t i t le o n b a n k s ta t ionery a n d i n p a i d adve r t i semen ts l i s t i n g the 
off icers a n d d i rec to rs of the bank ? 

§ 591.039 Copyright © 1979, American Institute of Certified Publ ic Accountants, Inc. 

4902 



Ethics Rul ings 4903 

.076 Answer—The use of the C P A t i t l e on b a n k s ta t ionery 
b y a m e m b e r not i n p u b l i c p rac t i ce is proper . I t w o u l d a lso be 
p r o p e r fo r the C P A t i t le of the m e m b e r to appear i n pa i d adver 
t i semen ts of the b a n k that l i s t the off icers a n d d i rec to rs . 

[39.—44.] 

[.077—.088] [De le ted ] 

45. CPA Title on Agency Letterhead 

[.089—.090] [Superseded A u g u s t , 1975.] 

[46. -62. ] 

[.091—.124] [De le ted ] 

63. Directory Listing, White Pages 
[.125—.126] [Superseded F e b r u a r y , 1976.] 

[64.—73.] 
[.127—.146] [De le ted ] 

74. Firm Name on Tax Booklet 

.147 Question—A member ' s firm has been re ta ined b y s tock-
b rokerage c l ien ts to p repare a n n u a l l y a book le t o n t a x aspects 
of secu r i t y t ransac t ions . T h e c l ien ts bear the p r i n t i n g costs a n d 
the a c c o u n t i n g firm's t ime charges. A l egend on the cove r of the 
booklet states that it was prepared by " Jones & Smi th , Cert i f ied 
P u b l i c A c c o u n t a n t s . " T h e c l ien ts m a i l the book le t w i t h an end -
o f - m o n t h s ta tement to t he i r cus tomers . I s there a n y ob jec t i on 
to th is p rac t i ce ? 

.148 Answer—Members are no t d i s cou raged f r o m w r i t i n g 
books and a r t i c les , o r f r o m d i s t r i b u t i n g m a t e r i a l w h i c h is of bene
fit to b o t h the p u b l i c and the p ro fess ion . A member ' s firm m a y 
p r o p e r l y p repare s u c h techn ica l book le ts f o r c l ien ts f o r a fee. 

[75.—77.] 

[.149—.154] [De le ted ] 

78. Letterhead: Lawyer-CPA 

.155 Question—May a member w h o is a lso admi t t ed to the 
B a r represent h imse l f o n h is le t terhead as bo th an a t to rney a n d 
a C P A , o r shou ld he use separate le t terheads i n the conduct of 
the t w o p rac t i ces? 

.156 Answer—The Code does not prohibi t the s imu l taneous 
prac t ice of a c c o u n t i n g and l a w b y a m e m b e r l i censed in b o t h 
p ro fess ions . E i t h e r a s ing le or separate le t terheads m a y be used , 
p rov ided the i n fo rma t ion w i t h respect to the C P A des igna t i on 

AICPA Professional Standards ET § 591.156 
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c o m p l i e s w i t h R u l e 502. H o w e v e r , the m e m b e r s h o u l d a lso con 
su l t the ru les of the app l i cab le B a r A s s o c i a t i o n . 

[79.—81.] 

[.157—.162] [De le ted ] 

82. Newsletter 

.163 Question—A p u b l i s h i n g c o m p a n y has d iscussed the possi
b i l i t y of i s s u i n g a news le t te r on financial managemen t under a 
member ' s name. H i s name w o u l d be featured p rom inen t l y . T h e 
le t ter w o u l d be so ld fo r a fee, and subsc r ip t ions w o u l d be so l ic i ted 
b y d i rec t m a i l o r o ther f o rms of adve r t i s i ng . W o u l d th i s arrange
ment v io la te the C o d e ? 

.164 Answer—No, if (1) the let ter bea r i ng the member ' s name 
w a s w r i t t en b y h i m or under h is superv i s ion and (2) he ensures 
that those p r o m o t i n g such a pub l i ca t i on do not make s ta tements 
c o n c e r n i n g the au thor or h is w r i t i n g s that w o u l d be i n v io la t i on 
of R u l e 502. 

[83.—85.] 

[.165—.170] [De le ted ] 

86. Paid for by Others, Name in Client Ad 

.171 Question—A member ' s c l ien t proposes to use p u b l i c 
a d v e r t i s i n g to assure readers tha t ce r ta in financial o r s ta t i s t i ca l 
fac ts r e g a r d i n g i ts p roduc t s o r serv ices are genu ine . M a y a 
member ' s firm engaged to ve r i f y such fac ts e th i ca l l y pe rm i t i ts 
name to be used i n such a d v e r t i s i n g ? 

.172 Answer—Accounting firms are o f ten asked to pe r fo rm 
u n u s u a l se rv ices w i t h w h i c h the i r names m a y be assoc ia ted. A 
member ' s firm m a y pe r f o rm s u c h serv ices a n d i ts n a m e m a y be 
assoc ia ted w i t h re la ted pub l i c a d v e r t i s i n g p r o v i d e d tha t such 
a d v e r t i s i n g is n o t m i s l e a d i n g and the member ' s repor t and the 
financial o r s ta t i s t i ca l facts are i nc luded i n the i r ent i re ty . 

[87.—90.] 

[.173—.180] [De le ted ] 

91. Press Release on Change in Staff 
[.181—.182] [Superseded M a r c h , 1975.] 

92. Press Release on Change in Staff 

[.183—.184] [Superseded M a r c h , 1975.] 

[93.—100.] 

[.185—.200] [De le ted ] 
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101. Specialization, Acquisitions and Mergers 

.201 Question—The members of a firm have formed a separate 
partnership wh ich , they maintain, is not pract ic ing publ ic account ing 
bu t is s p e c i a l i z i n g i n w o r k r e l a t i n g to acquisit ions and mergers. 
M a y the separate pa r tne rsh ip ind ica te on i ts le t te rhead that i t 
spec ia l i zes i n th is field ? 

.202 Answer—Since serv ices pe r f o rmed b y the separate par t 
ne rsh ip are cons ide red serv ices of a type pe r f o rmed b y pub l i c 
accoun tan ts , the R u l e s of the C o d e w o u l d a p p l y to bo th par tner 
sh ips i n w h i c h the par tne rs h o l d themse lves out as C P A s . In ter 
p re ta t ion 502-4 w o u l d p roh ib i t the par tnersh ips f r o m i n d i c a t i n g 
a spec ia l t y o n bus iness s ta t ionery . 

[102.—107.] 

[.203—.214] [De le ted ] 

108. Member Interviewed by the Press 

.215 Question—What e th ica l s tandards shou ld a m e m b e r ob
serve w h e n he is i n t e r v i ewed b y the p ress? 

.216 Answer—When in te rv iewed b y a w r i t e r or reporter , the 
m e m b e r s h o u l d observe the l im i ta t i ons i m p o s e d on h i m b y the 
R u l e s of C o n d u c t . T h e member m a y not p rov ide the press w i t h 
any in fo rmat ion for publ icat ion that he could not publ ish himself . 

109. Compensation from Nonpractitioners 

.217 Question—A m e m b e r p roposes to render a managemen t 
serv ice to c l ien ts b y a r r a n g i n g fo r the purchase of supp l ies f r o m 
a supp l i e r w h o offers a d iscoun t . T h e supp l ie r , w h o is a lso a 
c l ien t , feels tha t the member ' s fee shou ld be inc reased as c o m 
pensa t ion fo r p r o v i d i n g th is serv ice . W o u l d th is cons t i tu te a v i o 
l a t i on of R u l e 503? W o u l d the answer be a n y d i f ferent i f the 
supp l i e r w a s not a r e g u l a r c l ien t of the member ' s firm? 

.218 Answer—Accepting a c o m m i s s i o n f r o m the supp l ie r , 
w h e t h e r o r no t he is a r egu la r c l ien t , w o u l d v io la te R u l e 503 
w h i c h states tha t a m e m b e r m a y no t accept a c o m m i s s i o n for 
re fe r ra l of p roduc t s a n d serv ices of o thers to a c l ient . H o w e v e r , 
a s s i s t i n g c l ien ts i n o b t a i n i n g the best equ ipmen t at the bes t p r i ce 
is a l eg i t ima te p ro fess iona l serv ice , and the m e m b e r m a y p r o p e r l y 
charge fo r the t ime a n d ef for t devo ted to t h i s ac t i v i t y . 

110. Computer Service Franchise 
.219 Question—A m e m b e r i n pub l i c p rac t ice w i shes to be a 

representa t i ve of a computer tax serv ice . T h e compu te r o r g a n i 
z a t i o n p rov ides serv ices o n l y to t ax p rac t i t i oners . T h a t member 
w o u l d be expected to u t i l i ze h is p ro fess iona l contacts to i n t ro -
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duce the se rv i ce to o ther p rac t i t i oners and to p romote i ts use 
b y them. H e w o u l d receive a fee f rom the compu te r tax serv ice 
fo r each tax re tu rn processed for a p rac t i t i oner f r o m w i t h i n h is 
f ranch ise area. W o u l d th is a r rangement cons t i tu te a v io la t ion of 
R u l e s 503 a n d 504? 

.220 Answer—Rule 503 prov ides that a member may not 
accept c o m m i s s i o n s or par t i c ipa te i n fees f r om others for serv ices 
re fer red to h i s c l ien ts . S i nce the p roposed ac t i v i t y w o u l d not 
i n v o l v e serv ices re fer red to his c l ien ts , but on l y to tax p rac 
t i t i oners , R u l e 503 does not app l y . In r e g a r d to R u l e 504, s e r v i n g 
as a representa t i ve of a tax p repara t ion compu te r center in i tse l f 
w o u l d not c reate a conf l ic t of interest w i t h i n the p rac t i ce of 
p u b l i c a c c o u n t i n g . 

111. Purchase of Bookkeeping Practice 

.221 Question—A m e m b e r b u y s a b o o k k e e p i n g f i rm 's p rac t i ce 
w h i c h is l i m i t e d to m o n t h l y w r i t e -ups a n d t a x r e tu rn p repa ra t i on . 
T h e pu rchase p r i ce is a percentage of the fees rece ived f r o m the 
b o o k k e e p i n g f i rm 's c l ien ts ove r a th ree-year pe r i od . W o u l d there 
be a v i o l a t i o n of R u l e 503 i n these c i r cums tances ? 

.222 Answer—Since the ru le p r o h i b i t i n g the p a y m e n t of c o m 
m i s s i o n s w a s no t i n tended to cove r such s i tua t ions , there w o u l d 
be no v i o l a t i o n of R u l e 503. T h i s r u l i n g is based o n the assump
t i o n tha t the percen tage of fees rece ived is s i m p l y a means of 
d e t e r m i n i n g the p r i ce that w i l l be pa id fo r the p rac t i ce a n d that 
the a r r a n g e m e n t w i l l t e rm ina te at the end of t he three-year 
pe r i od . 

112. Referral 
.223 Question—A member ' s firm has p roposed to enter in to 

an a r rangemen t w i t h a managemen t spec ia l is t . T h e management 
specialist wou ld seek engagements to prepare an operations survey 
that w o u l d suggest whe re i m p r o v e m e n t s m i g h t be made . I f the 
s u r v e y i nd i ca ted def ic ienc ies i n the accoun t i ng sys tems , the c o n 
su l tan t w o u l d r ecommend the member ' s firm to pe r fo rm the 
proposed services. T h e member's firm wou ld pay the specialist com
pensa t ion for the re fer ra l . W o u l d such a n engagemen t be a v i o 
l a t i on of R u l e 503? 

.224 Answer—It w o u l d be imp rope r to have s u c h an a r range 
ment because the m e m b e r w o u l d be a c q u i r i n g bus iness th rough 
the p a y m e n t of a c o m m i s s i o n i n v i o l a t i on of R u l e 503. 

113. Member's Spouse as Insurance Agent 

.225 Question—May a m e m b e r i n p u b l i c p rac t i ce refer l i f e 
i n s u r a n c e ass ignmen ts to h i s w i f e , w h o i s a l i f e i nsu rance agent , 
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o r to an agent w h o w i l l share a c o m m i s s i o n w i t h the member ' s 
w i f e ? 

.226 Answer—Rule 503 w o u l d p roh i b i t s u c h re fe r ra ls s ince the 
m e m b e r w o u l d rece ive the econom ic benef i t de r i ved f r o m the 
c o m m i s s i o n p a i d to h i s w i f e . 

114. Member's Firm Paying Employee Bonuses 

.227 Question—Does R u l e 503, w h i c h states tha t a m e m b e r 
s h a l l no t p a y a c o m m i s s i o n t o ob ta in a c l ien t , p roh i b i t a m e m b e r 
f r o m p a y i n g bonuses o r o the rw ise s h a r i n g the p ro f i t s of p ro fes
s i ona l a c c o u n t i n g w o r k w i t h h is emp loyees whe re p rac t i ce deve l 
opmen t is a fac to r i n d e t e r m i n i n g s u c h bonus o r p ro f i t - sha r i ng 
a m o u n t ? 

.228 Answer—Rule 503 w a s not i n t ended t o p r e v e n t the shar 
i n g of the prof i ts o f p ro fess iona l w o r k w i t h emp loyees , re t i red 
pa r tne rs , and the he i rs o r estate o f a deceased par tner . I t w a s no t 
designed to prevent a firm f r o m hav ing some f o r m of bonus o r prof i t -
s h a r i n g p lan w h i c h i n c l u d e s recogn i t i on of p rac t i ce deve lopmen t . 

115. Actuary 

.229 Question—A member ' s firm has acqu i r ed tha t po r t i on of 
a n insu rance b r o k e r a g e firm tha t pe r fo rms ac tua r i a l a n d a d m i n 
i s t ra t i ve serv ices i n connec t i on w i t h emp loyee benef i t p lans . 
W o u l d conduc t of the opera t ion as a separa te pa r t ne r sh i p c o n 
s t i t u te a v i o l a t i o n of R u l e 504? 

.230 Answer—Actuarial and a d m i n i s t r a t i v e serv ices i n c o n 
n e c t i o n w i t h emp loyee benef i t p lans are a p rope r f u n c t i o n of 
C P A s a n d are not i ncompa t i b l e w i t h the p rac t i ce of pub l i c 
a c c o u n t i n g . A s l o n g as the o r g a n i z a t i o n adheres t o a l l t he p ro 
v i s i o n s of the C o d e a n d b y l a w s , there w o u l d be n o ob jec t ion to 
th i s a r rangemen t . 

116. Bank Director 

[.231—.232] [Superseded J u n e , 1976.] 

117. Consumer Credit Company Director 

.233 Question—A c o n s u m e r c red i t c o m p a n y pu rchases i n s t a l l 

m e n t sales con t rac ts f r o m reta i lers a n d rece ives p a y m e n t s f r o m 

consumers . M a y a p r a c t i c i n g C P A serve as a d i rec to r o r off icer 

of such a co rpo ra t i on ? 

.234 Answer—Yes, as long as he does no t aud i t the co rpo ra 

t i o n a n d does not par t i c ipa te i n mat te rs w h i c h m i g h t i nvo l ve 

a conf l ic t of in terest . 
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[118.—126.] 

[.235—.252] [De le ted ] 

127. State Controller 

.253 Question—May a m e m b e r serve i n the office o f the state 
con t ro l l e r a n d at the same t ime p rac t i ce p u b l i c a c c o u n t i n g ? T h e 
p r i n c i p a l f unc t ions of the state con t ro l l e r are to m a i n t a i n con t ro l 
o v e r accoun ts fo r a l l state funds , a d m i n i s t e r d i sbu rsemen ts , 
a l l oca te revenue a m o n g c o u n t y and loca l g o v e r n m e n t s , a n d serve 
as ex officio member of several committees, boards, and commissions. 

.254 Answer—It w o u l d be i m p r o p e r f o r a m e m b e r t o serve 
as state con t ro l l e r a n d prac t ice p u b l i c a c c o u n t i n g o n h i s o w n 
beha l f at the same t ime s ince m o s t i f no t a l l bus inesses are sub 
jec t t o some f o r m of state con t ro l . 

[128.—131.] 
[.255—.262] [De le ted ] 

132. Tax Practice: Conflict of Interest 

.263 Question—A m e m b e r is i n pa r t ne rsh ip w i t h a n o n - C P A 
w h o is a f o r m e r i n te rna l revenue agent w i t h seve ra l y e a r s ' expe r i * 
ence as a p rac t i t i oner s p e c i a l i z i n g i n taxes. T a x w o r k accoun ts 
f o r a p p r o x i m a t e l y one-ha l f of the f i rm 's g ross fees. T h e n o n -
C P A has b e e n asked to serve , w i t h o u t compensa t i on , as the 
p u b l i c m e m b e r of the boa rd of t a x appea ls recen t l y es tab l i shed 
under a m u n i c i p a l i ncome t a x ord inance . W o u l d h i s acceptance 
be adv i sab le , p r o v i d e d he d isqua l i f i ed h i m s e l f i n any m a t t e r w i t h 
w h i c h he w a s d i r ec t l y o r i nd i r ec t l y connec ted ? 

.264 Answer—The pos i t i on s h o u l d be dec l i ned because the 
partnership wou ld l ike ly be unable to avo id fu ture conflicts of interest. 

[133.] 
[.265—.266] [De le ted ] 

134. Association of Accountants Not Partners 
.267 Question—Two m e m b e r s w h o a re not pa r tne rs share a n 

off ice, have the same employees , have a jo in t b a n k accoun t , a n d 
w o r k t oge the r o n each o the r ' s engagements . W o u l d i t be p roper 
to have a jo in t le t te rhead s h o w i n g b o t h names , " C e r t i f i e d P u b l i c 
A c c o u n t a n t s , " a n d t h e i r addresses? 

.268 Answer—In these c i r cums tances the p u b l i c w o u l d assume 
tha t a pa r tne rsh ip ex is ted . I f a n y repor ts were to be issued unde r 
the j o i n t h e a d i n g , R u l e 505 w o u l d be v io la ted . 

M e m b e r s s h o u l d not use a le t te rhead s h o w i n g the n a m e s of 
t w o accoun tan ts w h e n a pa r tne rsh ip does no t ex is t . 
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135. Association of Firms Not Partners 

.269 Question—Three C P A firms w i s h to f o r m a n assoc ia t i on 
— n o t a p a r t n e r s h i p — t o be k n o w n as " S m i t h , J o n e s & A s s o 
c ia tes . " Is there a n y i m p r o p r i e t y i n t h i s ? 

.270 Answer—The use of s u c h a t i t l e is not pe rm i t t ed s ince 
i t m i g h t m i s l e a d the p u b l i c i n t o t h i n k i n g a t rue pa r tne rsh ip 
ex is ts . I n s t e a d , each firm is a d v i s e d t o use i ts o w n n a m e o n i ts 
l e t te rhead , i n d i c a t i n g the o the r t w o as co r responden ts . 

136. Audit with Former Partner 

.271 Question—A member ' s firm c o n s i s t i n g of one cer t i f ied 
a n d one noncer t i f i ed pa r t ne r h a s been d i s s o l v e d . O n e a c c o u n t 
w a s re ta ined w h i c h the t w o p rac t i t i one rs p l a n to con t inue to 
serv ice together . S h o u l d the aud i t repor t be s u b m i t t e d on par t 
ne rsh ip s t a t i o n e r y ? 

.272 Answer—It w o u l d appea r p r o p e r fo r t he aud i t to be 
car r ied ou t j o i n t l y b y t he t w o f o r m e r par tners . T h e o p i n i o n 
s h o u l d be p resen ted o n p la i n paper a n d s i g n e d s o m e w h a t as 
f o l l o w s : 

J o h n D o e , Cer t i f i ed P u b l i c A c c o u n t a n t 

R i c h a r d R o e , A c c o u n t a n t 

S u c h a s i gna tu re w o u l d leave n o doub t as to whe the r a par t 
ne rsh ip ex i s ted , a n d the c l i en t a n d o thers w o u l d h a v e the assur
ance tha t b o t h a c c o u n t a n t s pa r t i c i pa ted i n t he aud i t . 

137. Nonproprietary Partners 

.273 Question—A member 's firm w i s h e s to i ns t i t u te t he d e s i g 

na t i on " n o n p r o p r i e t a r y p a r t n e r " t o descr ibe cer ta in h i g h - r a n k i n g 

staff m e n w h o w e r e f o r m e r pa r tne rs o f m e r g e d firms w h o d i d 

no t q u a l i f y fo r pa r t ne r sh i p i n t he m e r g i n g firm. W i t h t h i s t i t le , 

t h e y w o u l d be e l i g i b le t o par t i c ipa te i n t he firm's pens i on p l a n . 

I n h o l d i n g themse lves ou t to the p u b l i c t h e y w o u l d be requ i red 

t o use th i s des igna t i on . I s t he re a n y i m p r o p r i e t y i n t h e p r o p o s e d 

t i t l e? 

.274 Answer—The use of t he des igna t i on " p a r t n e r " shou ld 
be res t r i c ted to those m e m b e r s of t he firm w h o are l ega l l y 
par tners . T h o s e w h o are not par t ies t o the pa r tne rsh ip agree
men t s h o u l d no t h o l d themse lves out i n a n y m a n n e r w h i c h m i g h t 
l ead o t h e r s t o be l ieve tha t t h e y are par tners . T h e use of the 
des igna t i on " n o n p r o p r i e t a r y p a r t n e r " b y one w h o is no t i n fact 
a pa r t ne r is c o n s i d e r e d m i s l e a d i n g a n d there fore is no t pe rm i t ted . 
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138. Partner Having Separate Proprietorship 

.275 Question—May a m e m b e r be a pa r tne r of a firm of pub l i c 
accoun tan ts , a l l o the r m e m b e r s of w h i c h are noncer t i f i ed , a n d 
at the same t ime retain fo r h imsel f a practice of his o w n as a C P A ? 

.276 Answer—Rule 505 w o u l d no t p roh ib i t such a prac t ice . 
H o w e v e r , c l ien ts and others in terested s h o u l d be adv i sed abou t 
t he dua l pos i t i on of t he m e m b e r to p reven t a n y m i s u n d e r s t a n d 
i n g o r m is rep resen ta t i on . 

139. Partnership with Public Accountant 

.277 Question—May a m e m b e r f o r m a pa r tne rsh ip for the 
p rac t i ce of p u b l i c a c c o u n t i n g w i t h a pub l i c accoun tan t? 

.278 Answer—While some state boards a n d C P A soc ie t ies 
have ru les p r o h i b i t i n g m i x e d par tne rsh ips , the Ins t i tu te 's C o d e 
does no t p roh ib i t a m e m b e r f r o m f o r m i n g a pa r t ne rsh ip w i t h a 
n o n - C P A . H o w e v e r , a l l pa r tners w o u l d have t o c o n f o r m to the 
C o d e , and the pa r tne rsh ip w o u l d not be pe rm i t t ed to represent 
i tse l f as a pa r t ne r sh i p of C P A s . 

140. Political Election 

.279 Question—A m e m b e r ' s f i rm , c o n s i s t i n g of f ou r members , 
practices under the name of the managing partner w h o is presently 
s e e k i n g e lec t ion to h i g h p u b l i c off ice. I f he is e lected and w i t h 
d r a w s f r o m the pa r tne rsh ip , m a y the three r e m a i n i n g par tners 
con t i nue to use the present firm n a m e ? 

.280 Answer—It w o u l d not be a v i o l a t i on fo r the three remain
i n g par tners to con t inue to p rac t i ce unde r the name of the 
m a n a g i n g par tner f o l l o w e d b y the des igna t ion " a n d C o m p a n y . " 

141. Responsibility for Non-CPA Partner 

.281 Question—Is a m e m b e r w h o has fo rmed a pa r tne rsh ip 
w i t h a noncer t i f ied p u b l i c accoun tan t e th i ca l l y respons ib le fo r a l l 
the ac ts of the pa r tne rsh ip ? 

.282 Answer—Yes. I f the noncer t i f i ed pa r tne r s h o u l d v io la te 
the C o d e , the m e m b e r w o u l d be h e l d accoun tab le . 

[142.—143.] 

[.283—.286] [De le ted ] 

144. Title: Partnership Roster 

.287 Question—Is there a n y p roh ib i t i on i n the C o d e to the use 
of an es tab l i shed firm name in a d i f ferent state w h e r e there is 
some d i f ference i n the ros ter of par tners ? 
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.288 Answer—It w o u l d be p rope r for the firm to use the 
es tab l i shed name i n d i f ferent states even t h o u g h the roster o f 
pa r tne rs d i f fe red as l o n g as the firm o the rw i se c o m p l i e s w i t h 
R u l e 505. 

145. Firm Name of Merged Partnerships 

.289 Question—When t w o pa r tne rsh ips merge , i s i t permissible 
fo r the n e w l y m e r g e d firm to p rac t i ce u n d e r a t i t le w h i c h inc ludes 
the n a m e of a pa r tne r w h o h a d re t i red f r o m one of the t w o firms 
p r i o r t o the m e r g e r ? 

.290 Answer—Rule 505 of the C o d e of P r o f e s s i o n a l E t h i c s 
s tates tha t p a r t n e r s h i p s m a y p rac t i ce u n d e r a firm t i t le w h i c h 
i nc l udes the name o r n a m e s of f o rmer par tners . S i n c e the re t i r ed 
pa r tne r w a s once a pa r tne r i n one of the m e r g e d firms, i t w o u l d 
be p rope r fo r h is name t o appear i n t he t i t le o f a n e w l y c rea ted 
firm. 

146. Membership Designation 
.291 Question—On the le t te rhead of a p a r t n e r s h i p of m e m b e r s 

a n d noncer t i f i ed p u b l i c accoun tan ts , the des igna t i on " M e m b e r s o f 
the A m e r i c a n Ins t i t u te of Cer t i f i ed P u b l i c A c c o u n t a n t s " appears 
i n a m a n n e r w h i c h a t temp ts to d i s t i n g u i s h m e m b e r s of the I n s t i 
tu te f r o m n o n m e m b e r s . I s such use of the des igna t i on of Ins t i tu te 
m e m b e r s h i p b y a m i x e d pa r tne rsh ip p e r m i t t e d b y R u l e 505 ? 

.292 Answer—Rule 505 states, " A firm may not designate i tself 
as M e m b e r s of the A m e r i c a n Ins t i t u te of C e r t i f i e d P u b l i c A c c o u n t 
an ts un less a l l o f i ts pa r tne rs o r sha reho lde rs are m e m b e r s of the 
I ns t i t u t e . " I n d i v i d u a l m e m b e r s m a y be des igna ted as s u c h . 

147. Firm Designation 
.293 Question—May a member who is a sole propr ie tor o r the sole 

sha reho lde r i n a p ro fess iona l co rpo ra t i on use i n h i s firm t i t le the 
d e s i g n a t i o n " a n d C o m p a n y " o r " a n d A s s o c i a t e s " ? 

.294 Answer—Rule 505 w o u l d p roh i b i t the m e m b e r f r o m 
u s i n g i n h is firm t i t le the des igna t ions " a n d C o m p a n y , " " a n d 
A s s o c i a t e s , " o r " & C o . , " s ince these may be interpreted to m e a n 
m o r e t h a n one pa r t ne r o r shareho lder . T h i s r u l i n g w o u l d a p p l y 
even to a m e m b e r w h o e m p l o y s a staff tha t m i g h t i n c l u d e 
o ther C P A s . 

148. Firm Designation 

.295 Question—May t w o m e m b e r s w h o have f o r m e d a pa r t 
n e r s h i p use i n t he i r firm t i t le the des igna t i ons " a n d C o m p a n y " 
o r " a n d A s s o c i a t e s , " o r m u s t s u c h des igna t i ons s t a n d f o r a n 
un iden t i f i ed o t h e r pa r t ne r ? 
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.296 Answer—Because the i r f i r m is a t rue pa r tne rsh ip , i t 
w o u l d not be a v i o l a t i o n of the Ins t i tu te 's C o d e for t w o members 
t o use i n the i r f i rm t i t les the des igna t i ons " a n d C o m p a n y " o r 
" a n d A s s o c i a t e s . " R e g u l a t i o n s of some state boards of account
ancy require that there be at least one more partner than the number 
of names i n the firm name w h e n the w o r d s " a n d C o m p a n y " 
a re used . 

[149.—154.] 

[.297—.308] [De le ted ] 

155. Data Processing: Computer Corporation 

.309 Question—A member ' s firm w i shes to set up a compute r 
c o r p o r a t i o n of w h i c h a firm of c o m p u t e r consu l tan ts w o u l d be 
equa l owne r . T h e co rpo ra t i on w o u l d p e r f o r m c o n s u l t i n g w o r k 
t h r o u g h the member ' s firm o n l y f o r c l i en ts of the firm. T h e 
co rpo ra t i on w o u l d not of fer a n y se rv ices d i r ec t l y to the pub l i c . 
W o u l d s u c h an a r rangemen t v io la te the C o d e ? 

.310 Answer—The p roposed a r r a n g e m e n t w o u l d no t be a 
v i o l a t i o n of R u l e s 503 and 505 i f the c o r p o r a t i o n se rved o n l y 
p rac t i t i one rs and , t h r o u g h t h e m , the i r c l ien ts . 

156. Data Processing: Consultant to Service Bureau 

.311 Question—May a m e m b e r i n p u b l i c p rac t i ce ass is t a 
co rpo ra t i on i n d e v e l o p i n g a t abu la t i ng se rv ice to be of fered to 
the p u b l i c ? H e w o u l d have no financial in te res t i n the co rpo
ra t i on and no representa t ions w o u l d be made tha t he o r a n y 
C P A was connected w i th the development of the tabulat ing service. 

.312 Answer—This w o u l d not be a v i o l a t i o n of the C o d e . 

[157.] 

[.313—.314] [De le ted ] 

158. Data Processing: Employee-Shareholder in Public 
Practice 

.315 Question—A m e m b e r h a v i n g a p u b l i c a c c o u n t i n g p rac t i ce 
is a lso p res iden t a n d a shareho lde r of a co rpo ra t i on w h o s e m a i n 
bus iness is financing bu t w h i c h a lso engages i n ad junc t da ta 
p r o c e s s i n g serv ices for the pub l i c . Is he a c t i n g i n acco rd w i t h 
In te rp re ta t i on 505-1 ? 

.316 Answer—Because the m e m b e r is engaged i n a p u b l i c 
a c c o u n t i n g p rac t i ce h is re la t i onsh ip to the co rpo ra t i on shou ld be 
so le l y tha t of an inves to r , and h is financial in te res t i n the co rpo 
ra t i on s h o u l d not be ma te r i a l to the co rpora t ion 's net w o r t h . H i s 
assoc ia t i on w i t h the da ta p rocess ing corporat ion should be l imi ted 
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t o tha t o f a consu l tan t , as opposed to tha t o f a n off icer a n d 
shareho lder . 

159. Data Processing: Fees Paid to Other CPAs 
.317 Question—A member ' s firm A renders da ta p rocess ing 

serv ices to i ts c l i en ts bu t uses the e lec t ron ic equ ipmen t of C P A 
firm B . F i r m B b i l l s firm A at a reduced rate as compared to i ts 
n o r m a l b i l l i n g rates for i ts o w n c l ien ts . F i r m A t hen b i l l s i ts 
c l ients at a h i g h e r rate t han i t w a s b i l l ed . Does th is a r rangement 
v io la te R u l e 503? 

.318 Answer—This arrangement is not a v io lat ion of Ru le 503. 

[160.—161.] 
[.319—.322] [De le ted ] 

162. CPA Designation on Professional Organization Letter
head 

[.323—.324] [Superseded A u g u s t , 1975.] 

[163.—166.] 
[.325—.332] [De le ted ] 

167. Member Receiving Payment for Referral of Client to 
Others 

.333 Question—A m e m b e r has been approached b y a c o m p a n y 
that se l ls l i m i t e d pa r t ne r sh i p in terests ( tax she l te r i nves tmen ts ) 
i n o i l and gas p roper t ies w i t h the p roposa l t h a t : 

1. the m e m b e r inves t iga te th is i nves tmen t v e n t u r e to the 
ex ten t he deems necessary and i n f o r m o r r e c o m m e n d 
the i nves tmen t to app rop r i a te c l ien ts o f the member ' s 
firm, a n d 

2. the c o m p a n y w i l l m a k e a p a y m e n t to t he m e m b e r , such 
p a y m e n t b e i n g r o u g h l y equa l to 5 % of any a m o u n t i n 
ves ted b y the firm's c l ien ts w h o inves t because of the 
m e m b e r ' s r e c o m m e n d a t i o n . 

W o u l d s u c h an a r rangemen t v io la te R u l e 503 p r o h i b i t i n g 
c o m m i s s i o n s ? 

.334 Answer—The above a r rangemen t w o u l d be a v i o l a t i on 
of R u l e 503. T h i s w o u l d be t rue w h e t h e r : 

1. t he member ' s c l ien ts we re awa re of the p a y m e n t ar 
rangemen t or not , and 

2. the p a y m e n t w a s a s ta ted percen tage of a m o u n t s i n 
ves ted o r a r r i v e d at t h r o u g h a n y other manner . 

I t w o u l d no t be a v i o l a t i o n of R u l e 503 i f t he m e m b e r were , 
o n beha l f of one o r m o r e of h i s firm's c l ients , to i nves t iga te a t ax 
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she l te r o r o the r i n v e s t m e n t ven tu re a n d r e c o m m e n d s u c h i n 
ves tmen ts to these c l ien ts . H i s fee fo r s u c h i nves t i ga t i ons s h o u l d 
be cha rged t o s u c h c l ien ts . A member ' s fee is an i n teg ra l pa r t 
of the c u s t o m a r y p ro fess iona l re la t i onsh ip w i t h a c l ien t and s u c h 
fees s h o u l d c o m p r i s e the o n l y compensa t i on fo r the r e n d e r i n g of 
serv ices to h i s c l ien ts . 

168. Audit Guides Issued by Governmental Agencies 

.335 Question—A m e m b e r has been asked to p e r f o r m a n aud i t 
f o r a g ran tee r e c e i v i n g funds f r o m a g o v e r n m e n t a l agency . T h e 
gran tee is r e q u i r e d to be aud i ted , a n d the g o v e r n m e n t a l agency 
o v e r s e e i n g the use of the funds has i s sued an aud i t gu ide , w h i c h 
states that the aud i t " . . . m u s t be suf f ic ient ly comprehens i ve 
i n scope to pe rm i t the exp ress ion of an o p i n i o n on the f i nanc ia l 
s ta tements i n the repor t and mus t be pe r f o rmed i n accordance 
w i t h g e n e r a l l y accep ted a u d i t i n g s tandards and aud i t requ i re 
men ts set f o r t h i n the aud i t g u i d e . " T h e gu ide f u r t he r s tates 
that the a u d i t o r is to eva lua te comp l i ance w i t h app l i cab le g ran t 
p rov i s i ons a n d i ns t ruc t i ons f r o m the g o v e r n m e n t a l a g e n c y and 
that the aud i t o r ' s repor t s h o u l d state that the audi t w a s made in 
acco rdance w i t h the aud i t gu ide . 

M u s t the a u d i t o r f o l l o w the requ i rements of the aud i t gu ide 
i n a d d i t i o n to g e n e r a l l y accepted a u d i t i n g s tandards ? 

.336 Answer—Most agenc ies r e q u i r i n g aud i ts of g ran tees re
quest t he aud i t o r t o s u b m i t h i s p roposa l i n a f o r m tha t i nc ludes 
a n ag reement to f o l l o w the requ i rements of the a g e n c y ' s aud i t 
gu ide . I f the m e m b e r has agreed to f o l l o w the requ i remen ts of 
an agency ' s aud i t gu ide , he is b o u n d b y such requ i remen ts i n 
add i t i on to gene ra l l y accepted a u d i t i n g s tandards . A c c o r d i n g l y , 
i f he does not f o l l o w the aud i t gu ide requ i remen ts , he m u s t d is 
c lose th is fact i n h is repor t and the reasons therefor . 

[169.—174.] 
[.337—.348] [De le ted ] 

175. Bank Director 

.349 Question—May a member i n pub l i c pract ice serve as a 
d i rec tor of a b a n k ? 

.350 Answer—Before accep t i ng a bank d i rec to rsh ip , the m e m 
ber shou ld ca re fu l l y cons ide r the imp l i ca t i ons inherent i n such 
serv ice. 

T h e s e fa l l gene ra l l y i n to three ca tegor ies : 

(a) Con f i den t i a l i t y of I n f o r m a t i o n — R u l e 301 p rov ides that a 
m e m b e r sha l l not d isc lose a n y conf ident ia l i n f o r m a t i o n ob -

4914 
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t a ined i n t he cou rse of a p ro fess iona l engagement except 
w i t h the consent of the c l ient . T h i s e th ica l requ i rement 
app l ies even t h o u g h fa i lu re t o d isc lose m i g h t cons t i tu te a 
b r e a c h of the member ' s fiduciary respons ib i l i t i es as a d i 
rector and thereby result i n potential personal l iabi l i ty fo r dam
ages to shareholders, depositors and others. T h e member must 
a lso cons ider whe the r h is c l ien ts m i g h t have a n y i nh ib i t i ons 
i n c o n s u l t i n g w i t h h i m pro fess iona l l y c o n c e r n i n g mat ters 
tha t m a y affect the c l ien t ' s re la t i onsh ip w i t h the bank . 

(b ) C o n f l i c t of I n t e r e s t — E v e n though a m e m b e r m a y be re
leased b y a c l ien t f r o m the e th ica l requ i remen t of conf i 
den t i a l i t y , the member s h o u l d no t express a pos i t i on or vo te 
o n dec is ions i n v o l v i n g a c l ien t s ince the member ' s ob 
j ec t i v i t y m a y be ques t ioned because of h is dua l ro le w i t h 
the c l ien t a n d the bank . 

(c) I n d e p e n d e n c e — T h e independence of a m e m b e r se rv i ng as a 
b a n k d i rec to r w o u l d be cons idered i m p a i r e d w i t h regard to 
a n y c l ien t i n w h i c h the b a n k has a l o a n that is ma te r i a l to 
the c l ien t i n v o l v e d . I f such a s i t ua t i on deve lops between 
the b a n k a n d a c l ient , the m e m b e r m u s t e i ther res ign f r o m 
the c l ient engagement o r h is d i rec to rsh ip o r d i s c l a i m an 
o p i n i o n based on lack of independence as p resc r ibed unde r 
sec t ion 517 of S ta temen t o n A u d i t i n g S tanda rds N o . 1. 

I n v i e w of the above fac tors , i t is genera l l y not des i rab le for a 
m e m b e r i n pub l i c p rac t i ce to accept a pos i t i on as b a n k d i rec tor 
w h e r e the member ' s c l ien ts are l i k e l y t o engage i n s ign i f i can t 
t ransac t ions w i t h the bank. If a m e m b e r is engaged i n pub l i c 
p rac t i ce he s h o u l d a v o i d the h i g h probabi l i ty of confl ict of interest 
and the appearance that the member ' s fiduciary ob l iga t ions a n d 
respons ib i l i t i es to the b a n k m a y conf l ic t w i t h o r in ter fere w i t h 
h is a b i l i t y to serve h is c l ien ts ' in terest ob jec t i ve l y and in comple te 
conf idence. 

T h e genera l k n o w l e d g e and exper ience of C P A s i n pub l i c 
p rac t i ce m a y be v e r y he lp fu l t o a bank i n f o r m u l a t i n g po l i c y mat 
ters a n d m a k i n g bus iness dec i s i ons ; however , i n most ins tances i t 
w o u l d be more appropr ia te fo r the m e m b e r as par t of h is p u b l i c 
prac t ice to serve as a consu l tan t to the bank ' s board . U n d e r such 
an a r rangemen t , the m e m b e r cou ld l im i t h is ac t i v i t i es to those 
w h i c h d id not i n v o l v e conf l ic ts of in terest , independence, or c o n 
fidentiality p rob lems. 

176. Newsletters and Publications Prepared by Others 

.351 Question—May a member permit a newsletter, tax booklet, 
or s imi la r publ icat ion to be impr inted w i th his firm's name i f it 
has not been p repared b y h is firm? 
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.352 Answer—Such i m p r i n t i n g w o u l d not be cons idered de
cep t i ve as to au tho rsh ip under R u l e 502 p r o v i d e d the outs ide 
au tho r o r pub l i she r is c lea r l y i nd i ca ted . T h e f i rm 's name shou ld 
not be i m p r i n t e d more p r o m i n e n t l y t han the au tho rsh ip o r 
pub l i she r credi t . S u c h i m p r i n t i n g s h o u l d read subs tan t ia l l y as 
f o l l o w s : 

W e be l ieve th i s b u l l e t i n / m a t e r i a l , p repared ou ts ide 
o u r f i r m b y a u t h o r / p u b l i s h e r , w o u l d be of in teres t 
to y o u . 

( F i r m ' s name) 

177. Data Processing: Billing Services 
.353 Question—A m e m b e r i n pub l i c p rac t ice p l a n s to f o r m a 

separate bus iness t o p e r f o r m cen t ra l i zed b i l l i n g serv ices fo r loca l 
doctors . T h e member m a i n t a i n s that th is serv ice , w h i c h is 
s i m i l a r to one c u r r e n t l y of fered a n d adver t i sed b y a loca l bank , 
does not cons t i tu te the prac t ice o f pub l i c accoun t i ng a n d tha t 
R u l e s 502 a n d 505 do no t app ly . Is the m e m b e r cor rec t in th is 
c o n c l u s i o n ? 

.354 Answer—No, the se rv i ce i n ques t i on does i n fact c o n 
s t i tu te s e r v i c e of a t y p e pe r fo rmed b y pub l i c accountants a n d 
consequen t l y t he m e m b e r cou ld proceed w i t h th is p l a n o n l y if t h e 
ope ra t i on w e r e conduc ted i n acco rdance w i t h the Ins t i tu te 's 
R u l e s o f C o n d u c t . 

178. Location of Separate Business 
.355 Question—May a m e m b e r engaged i n the prac t ice of 

p u b l i c a c c o u n t i n g concu r ren t l y operate a separate bus iness o r 
conduc t a n occupa t ion f r o m the same loca t ion ? 

.356 Answer—The s imu l taneous opera t ion of an a c c o u n t i n g 
p rac t i ce a n d s u c h o t h e r bus iness or occupa t ion , e i ther i n the same 
o r separate offices, does not b y i tse l f v i o la te R u l e 504, un less a 
conf l ic t o f in teres t ex is ts i n r e n d e r i n g p ro fess iona l serv ices . 
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Generally Accepted Auditing 

Standards * 
As Adopted by The 
Membership in 1948 
and 1949 

General standards 

1. T h e examina t ion is to be per formed by a person or persons 
hav ing adequate techn ica l t ra in ing and pro f ic iency as an audi tor . 

2. In a l l matters re la t ing to the assignment, an independence 
in menta l at t i tude is to be ma in ta ined by the aud i tor or audi tors. 

3. D u e profess ional care is to be exerc ised in the per formance 
of the examina t i on and the preparat ion of the report. 

Standards of field work 

1. T h e work is to be adequate ly p lanned and assistants, i f any, 
are to be proper ly superv ised. 

2. T h e r e is to be a proper study and eva lua t ion of the ex is t ing 
in terna l con t ro l as a basis for re l iance thereon and for the deter
m ina t ion of the resul tant extent of the tests to w h i c h aud i t ing 
procedures are to be restr ic ted. 

3. Suf f ic ient competent ev iden t ia l matter is to be obta ined 
th rough inspect ion , observat ion, inqu i r ies and conf i rmat ions to 
a f ford a reasonable basis for an op in i on regard ing the f i nanc ia l 
statements under examina t ion . 

Standards of reporting 

1. T h e report sha l l state whether the f i nanc ia l statements are 
presented in accordance w i th genera l l y accepted pr inc ip les of ac
coun t ing . 

2. T h e report sha l l state whether such p r inc ip les have been 
consis tent ly observed in the current per iod in re la t ion to the 
preced ing per iod . 

3. In format ive d isc losures in the f i nanc ia l statements are to be 
regarded as reasonably adequate unless otherwise stated in the 
report . 
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4 . T h e report sha l l e i ther conta in an expression of op in ion 
regard ing the f i nanc ia l statements, taken as a who le , or an asser
t ion to the effect that an op in ion cannot be expressed. W h e n an 
overa l l op in i on cannot be expressed, the reasons therefor shou ld 
be stated. In a l l cases, where an audi tor 's name is associated w i th 
f i nanc ia l statements, the report shou ld conta in a c lear -cut i n 
d ica t ion of the character of the audi tor 's examina t ion , i f any, and 
the degree of responsib i l i ty he is tak ing. 

The next page is S13U 
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Council Resolution Designating the 

Financial Accounting Standards Board 

as the Body to Establish Accounting 

Principles 

The following resolution of Council was approved at the 
spring meeting of Council on May 7, 1973: 

W H E R E A S in 1959 the Council designated the Accounting 
Principles Board to establish accounting principles, and 
W H E R E A S the Council is advised that the Financial A c 
counting Standards Board has become operational, it is 
R E S O L V E D , that as of the date hereof the Financial Accounting 
Standards Board, in respect of Statements of Financial A c 
counting Standards finally adopted by such Board in accordance 
with its Rules of Procedure and the bylaws of the Financial A c 
counting Foundation, be, and hereby is, designated by this Coun
cil as the body to establish accounting principles pursuant to 
Rule 203 of the Rules of Conduct of the American Institute of 
Certified Public Accountants; provided, however, any A c 
counting Research Bulletins, or Opinions of the Accounting 
Principles Board presently issued or approved for exposure by 
the Accounting Principles Board prior to Apri l 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 of the 
Rules of Conduct unless and until such time as they are expressly 
superseded by action of the F A S B . 



5141 

ET Appendix C 

AICPA Professional Standards ET Appendix C 

Council Resolution Permitting 

Professional Corporations or 

Associations 

The following resolution of Council was approved at the spring 
meeting of Council on May 6,1969 and amended at the fall meeting 
of Council on October 12, 1974: 

R E S O L V E D , that members may be officers, directors, 
stockholders, representatives or agents of a corporation offering 
services of a type performed by public accountants only when the 
professional corporation or association has the following charac
teristics: 

1. Name. The name under which the professional cor
poration or association renders professional services shall con
tain only the names of one or more of the present or former 
shareholders or of partners who were associated with a 
predecessor accounting firm. Impersonal or fictitious names, as 
well as names which indicate a specialty, are prohibited. 

2. Purpose. The professional corporation or association 
shall not provide services that are incompatible with the practice 
of public accounting. 

3. Ownership. A l l shareholders of the corporation or associa
tion shall be persons engaged in the practice of public account
ing as denned by the Code of Professional Ethics. Shareholders 
shall at all times own their shares in their own right, and shall 
be the beneficial owners of the equity capital ascribed to them. 

4 . Transfer of Shares. Provision shall be made requiring any 
shareholder who ceases to be eligible to be a shareholder to 
dispose of all of his shares within a reasonable period to a person 
qualified to be a shareholder or to the corporation or association. 

5. Directors and Officers. The principal executive officer 
shall be a shareholder and a director, and to the extent possible, 
all other directors and officers shall be certified public ac
countants. Lay directors and officers shall not exercise any 
authority whatsoever over professional matters. 

6. Conduct. The right to practice as a corporation or 
association shall not change the obligation of its shareholders, 
directors, officers and other employees to comply with the stan-
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dards of professional conduct established by the American In
stitute of Certified Public Accountants. 

7. Liability. The stockholders of professional corporations 
or associations shall be jointly and severally liable for the acts of 
a corporation or association, or its employees—except where 
professional liability insurance is carried, or capitalization is 
maintained, in amounts deemed sufficient to offer adequate 
protection to the public. Liability shall not be limited by the for
mation of subsidiary or affiliated corporations or associations 
each with its own limited and unrelated liability. 

In a report approved by Council at the fall 1969 meeting, the 
Board of Directors recommended that professional liability in
surance or capitalization in the amount of $50,000 per 
shareholder/officer and professional employee to a maximum of 
$2,000,000 would offer adequate protection to the public. Mem
bers contemplating the formation of a corporation under this rule 
should ascertain that no further modifications in the charac
teristics have been made. 

ET Appendix C Copyright © 1974, American Institute of Certified Public Accountants, Inc. 
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Council Resolutions Designating 

Bodies to Promulgate Technical 

Standards 

The following resolution of Council was adopted October 21,1978: 

W H E R E A S : T h e m e m b e r s h i p of the Ins t i tu te has adopted 
R u l e 204 of the R u l e s of C o n d u c t w h i c h author izes the 
C o u n c i l to des igna te bodies to p romu lga te techn ica l s tandards 
w i t h w h i c h m e m b e r s m u s t c o m p l y , a n d therefore i t is 

R E S O L V E D : Tha t the Management A d v i s o r y Services E x e c 
u t i ve C o m m i t t e e is he reby des ignated to p romu lga te techn ica l 
s tandards under R u l e 204 w i t h respect to the o f fe r ing of m a n 
agement a d v i s o r y serv ices p r o v i d e d , howeve r , tha t such s tand 
ards do not dea l w i t h the b road ques t ion of wha t , i f any , 
serv ices s h o u l d be p rosc r i bed , and p r o v i d e d fu r ther tha t any 
such s ta tements are sub ject to r ev i ew b y affected sen io r tech
n i ca l commi t t ees of the Ins t i tu te p r i o r to issuance. 

The following resolution of Council was adopted May 7, 1979: 

W H E R E A S : T h e m e m b e r s h i p of t he Ins t i tu te has adop ted 
Ru le 204 of the R u l e s of C o n d u c t w h i c h author izes the C o u n c i l 
to des igna te bod ies t o p r o m u l g a t e techn ica l s tandards w i t h 
w h i c h members m u s t c o m p l y , and there fore i t is 

R E S O L V E D : T h a t the A c c o u n t i n g and R e v i e w Serv ices 
C o m m i t t e e is hereby des igna ted to p romu lga te techn ica l s t and 
ards u n d e r R u l e 204 w i t h respect to unaud i ted financial s tate
ments o r o t h e r unaud i t ed financial i n f o rma t i on of an en t i ty 
that is no t requ i red t o file financial s ta tements w i t h a regu la 
to ry agency in connec t ion w i t h the sa le or t r a d i n g of i ts 
secur i t ies i n a p u b l i c m a r k e t p rov i ded , however , t ha t a n y s u c h 
s ta tements are sub jec t t o r e v i e w b y affected sen io r t echn i ca l 
commi t tees o f the Ins t i t u te p r i o r t o issuance. 

The following resolution of Council was adopted May 7, 1979: 

W H E R E A S : T h e m e m b e r s h i p of the Ins t i tu te has adop ted 
R u l e 204 o f the R u l e s o f C o n d u c t w h i c h au tho r i zes the C o u n c i l 
to des ignate bodies to p romu lga te t e c h n i c a l s tandards w i t h 
w h i c h m e m b e r s m u s t c o m p l y , a n d there fo re i t is 
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R E S O L V E D : T h a t t he a u d i t i n g s tandards b o a r d sha l l estab
l i sh u n d e r s ta temen ts o n a u d i t i n g s tanda rds the respons ib i l i t i es 
of members w i t h respect to s tandards of d isc losure of f inanc ia l 
i n f o r m a t i o n ou ts i de f inanc ia l s ta tements i n pub l i shed f inanc ia l 
repor ts c o n t a i n i n g financial s ta tements . F o r th is purpose, the 
counc i l des ignates the F A S B a s the b o d y , u n d e r R u l e 204 of 
the R u l e s o f C o n d u c t , to es tab l i sh s tandards fo r the d isc losure 
of such i n fo rma t ion . 
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. T r e a s u r e r of P r i v a t e C l u b 291.011—012 
A C Q U I S I T I O N S — S e e B u s i n e s s 

C o m b i n a t i o n s 
A C T S D I S C R E D I T A B L E 

. C o n f i d e n t i a l I n f o r m a t i o n f r o m 
N o n c l i e n t 391.027-.028 

. D i s c r i m i n a t i o n in E m p l o y m e n t 501.03 

. F e e B a s e d o n T a x S a v i n g s 391.023—024 

. R e t e n t i o n o f C l i e n t ' s R e c o r d s 501.02 

. R u l e o f C o n d u c t 501.01 
A C T U A R I E S 

. A c t u a r i a l S e r v i c e s a n d 
I n d e p e n d e n c e 191.107—108 

. C o m p a t i b l e O c c u p a t i o n 591.229—.230 
A D V E R T I S I N G 

. A t t e s t a t i o n in P u b l i c A d v e r t i s i n g . . . 591.171— 
.172 

. B i l l i n g S e r v i c e s 591.353—354 

. C o n c e p t o f P r o f e s s i o n a l E t h i c s 56.04 

. C o n t r o l l e r ' s U s e o f C P A T i t l e . . . 591.075—.076 

. C o u r s e P r o m o t i o n 591.065—.066 

. E f f o r t s b y T h i r d P a r t i e s 502.06 

. F a l s e o r M i s l e a d i n g 56.04; 502.03 

. I n f o r m a t i o n a l 502.02 

. M e m b e r I n t e r v i e w e d b y P r e s s 591.215— 
.216 

. N e w s l e t t e r W i t h M e m b e r ' s N a m e 
591.163—.164 

. R u l e o f C o n d u c t 502.01 

. S p e c i a l i z a t i o n 502.05 
A G E N T O F M E M B E R 

. A p p l i c a b i l i t y o f R u l e s 92.05 

. T h i r d P a r t y S o l i c i t a t i o n 502.06 
A M E R I C A N I N S T I T U T E O F C P A s 

. B y l a w s , A d h e r e n c e t o b y M e m b e r s . . . 
591.229-.230 

. C o n f i d e n t i a l C l i e n t I n f o r m a t i o n 301.01 

. D e f i n i t i o n a s I n s t i t u t e 91.08 

. D e s i g n a t i o n a s I n s t i t u t e M e m b e r s . . . . 
591.291—.292 

• D e s i g n a t i o n o f F i r m 505.01 
. G e n e r a l l y A c c e p t e d A u d i t i n g 

S t a n d a r d s 202.01 

B a n k D i r e c t o r in P u b l i c P r a c t i c e 

E m p l o y e e S t o c k h o l d e r o f C l i e n t 

A M E R I C A N I N S T I T U T E O F C P A s — 
c o n t i n u e d 

. P r o f e s s i o n a l R e s p o n s i b i l i t y t o 
P u b l i c 51.04—06 

. R e c o g n i t i o n o f S p e c i a l i z a t i o n 502.05 

A N A L Y S I S 
. A n a l y s i s f o r T r a d e A s s o c i a t i o n 591.039— 

.040 

A P P E A R A N C E 
. A c c e p t a n c e of a G i f t 191.001—.002 

591.349-
.350 

191.059-
.060 

. F a m i l y R e l a t i o n s — S e e F a m i l y 
R e l a t i o n s h i p s 

. I d e n t i f i c a t i o n w i t h M a n a g e m e n t . . . 191.101— 
.102 

. I n d e p e n d e n c e o f C P A 52.11; 52.18; 101.04; 
101.07; 101.09; 191.089—.090; 191.103—.104 

. I n t e g r i t y a n d O b j e c t i v i t y 52.10 
A P P L I C A B I L I T Y O F R U L E S 92.01—05 
A S S O C I A T I O N S 

. D i s t r i b u t i o n o f A n a l y s i s 591.039—.040 

. F i r m s N o t P a r t n e r s h i p 591.269—.270 

. M e m b e r s h i p in T r a d e A s s o c i a t i o n 
191.003-.004 

. S a v i n g s a n d L o a n 191.049—.050 

. S u r v e y C o n d u c t e d b y M e m b e r . . . . 591.041— 
.042 

. T r a d e , R e q u e s t f o r D a t a 391.003—004 
A T T E S T A T I O N 

. P u b l i c A d v e r t i s i n g 591.171—.172 

. T h e a t r i c a l A w a r d s 591.171—.172 
A T T O R N E Y S — S e e L a w y e r s 
A U D I T F U N C T I O N 

. A d v i c e t o C l i e n t s 52.14 

. C o n s u m e r C r e d i t C o m p a n y 
D i r e c t o r 591.233—.234 

. D i s a g r e e m e n t w i t h C l i e n t 52.15; 54.05 

. E m p l o y e e B e n e f i t P l a n 191.105—.106; 
191.119—.120; 591.229-.230 

. F o r m e r P a r t n e r s J o i n t A u d i t o r s . . . 591.271— 
.272 

. L i t i g a t i o n w i t h C l i e n t 101.07 

. M e m b e r ' s N a m e A s s o c i a t e d 202.01 

. P r i o r Y e a r U n a u d i t e d 291.007—.008 
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A U D I T G U I D E S 
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A U D I T R E P O R T S 
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. F o r m e r P a r t n e r s a s J o i n t A u d i t o r s . . . . 
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A U T H O R S — S e e W r i t i n g s 
A W A R D S — S e e T h e a t r i c a l A w a r d s 
B A N K R U P T C Y 

. C l i e n t in B a n k r u p t c y 191.089—090 
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B O N D I S S U E S 
. F e e B a s e d o n A m o u n t 391.015—016 

B O N D H O L D E R S 
. M u n i c i p a l A u t h o r i t y 191.057—058 

B O N U S E S 
. P r o f i t - S h a r i n g in F i r m 591.227—228 

B O O K R E V I E W S — S e e W r i t i n g s 

B O O K K E E P I N G S E R V I C E S 
. M e m b e r a s B o o k k e e p e r 191.009—010 
. M e m b e r ' s S p o u s e a s B o o k k e e p e r . . . . 

191.011—.012 
. P u r c h a s e o f B o o k k e e p i n g F i r m . . . . 591.221— 

.222 
B O Y S C O U T S 

. M e m b e r I n v o l v e d in F u n d - R a i s i n g 
191.027—.028 

B R O K E R A G E F I R M S 
. A c c o u n t s of M e m b e r s 191.117—.118 

B U I L D I N G , O F F I C E 
. C l i e n t a s L e s s e e 191.115—.116 
. C o n c u r r e n t O c c u p a t i o n s 591.355—.356 

B U S I N E S S C O M B I N A T I O N S 
. C h a n g e o f C o n t r o l o f C o m p a n y . . . . 591.015— 

.016 
. F i n d e r ' s F e e f o r A c q u i s i t i o n ....391.017—018 
. F o r m e r P a r t n e r in F i r m N a m e 591.289— 

.290 
. " N o n p r o p r i e t a r y P a r t n e r s " N o t 

P e r m i t t e d 591.273—.274 
. S p e c i a l i z a t i o n o n L e t t e r h e a d . . . 591.201—.202 

B Y L A W S O F I N S T I T U T E 
. A d h e r e n c e b y M e m b e r 591.229—230 
. R e l a t i o n t o C o d e o f E t h i c s 92.01 

C A M P A I G N L I T E R A T U R E — S e e 
P u b l i c a t i o n s 

C E R T I F I E D P U B L I C A C C O U N T A N T S 
. A c c o u n t i n g P r i n c i p l e s 203.01—.03 
. A c t u a r i a l S e r v i c e s a n d 

I n d e p e n d e n c e 191.107—108 
. A c t u a r i a l S e r v i c e s N o t 

I n c o m p a t i b l e 591.229—.230 
. A p p l i c a b i l i t y o f R u l e s 92.01—05 
. A t t e s t a t i o n in P u b l i c A c c o u n t i n g . . . 591.171— 

.172 
. A u d i t i n g S t a n d a r d s 202.01 
. A u t h o r s — S e e W r i t i n g s 
. B a n k D i r e c t o r 591.349—.350 
. C h a r a c t e r T r a i t s 52.01; 52.17 

C E R T I F I E D P U B L I C A C C O U N T A N T S — 
c o n t i n u e d 

. C o m p a r i s o n s w i t h O t h e r C P A s 502.03 

. C o m p e t e n c e 53.02; 53.04; 201.01—.02 

. C o m p l i a n c e w i t h G e n e r a l 
S t a n d a r d s 53.01—.05 

. C o n c u r r e n t O c c u p a t i o n s 591.355—.356 

. C o n t r o l l e r ' s C P A T i t l e 591.075—076 

. C o u r s e I n s t r u c t o r 591.065—.066 

. D e s i g n a t i o n a s I n s t i t u t e M e m b e r 
591.291—.292 

. E t h i c a l P r i n c i p l e s 51.07 

. F e e s — S e e F e e s 

. I d e n t i f i c a t i o n w i t h M a n a g e m e n t 52.18 

. I n c o m p a t i b l e O c c u p a t i o n s 504.01 

. I n d e p e n d e n c e 101.01 

. L e t t e r h e a d f o r L a w y e r / C P A 591.155— 156 

. P a r t n e r s h i p w i t h N o n - C P A s 291.013—014; 
591.005-.006 

. R e p r e s e n t a t i v e s o f P r o f e s s i o n 56.02 

. R e p u t a t i o n 56.11 

. R e s p o n s i b i l i t i e s t o C l i e n t s 54.01—.05; 
301.01—.02; 302.01 

. R e s p o n s i b i l i t i e s t o C o l l e a g u e s 55.01—.07 

. R e s p o n s i b i l i t i e s t o P u b l i c ,51.01—.05 

. R e s p o n s i b i l i t y f o r N o n - C P A 
P a r t n e r s 591.005-.OO6; 591.281—.282 

. S t a n d a r d s o f L i v i n g .56.05 

. S u b c o n t r a c t o r S e l e c t i o n 291.015—016 

. S u p e r v i s i o n o f S p e c i a l i s t s 291.017—.018 

C P A C E R T I F I C A T E 
. E v i d e n c e of B a s i c C o m p e t e n c e 53.02 

C P A S O C I E T I E S — S e e S t a t e S o c i e t i e s . 
C P A 

C H A R A C T E R 
. P r o f e s s i o n a l 
. T r a i t s E x p e c t e d in C P A . 

55.01 
52.01-.03; 52.17; 

56.02 

C H A R I T A B L E O R G A N I Z A T I O N S 
. A u d i t o r a s D i r e c t o r 101.02 
. D i r e c t o r of F u n d - R a i s i n g 

O r g a n i z a t i o n 191.027—.028 
. E m p l o y e r a s T r e a s u r e r o f C l i e n t . . . 191.085— 

.086 
. M e m b e r a s T r u s t e e 191.023—024 

C H E C K S . C L I E N T S ' 
. C o s i g n e d b y M e m b e r 191.005—.008 

C I T Y C O U N C I L 
. I m p a i r m e n t o f I n d e p e n d e n c e 191.035— 

.036 

C I V I C O R G A N I Z A T I O N S 
. A u d i t o r a s D i r e c t o r 101.02 
. C i t i z e n s ' C o m m i t t e e s 191.039—.040 
. P u b l i c S e r v i c e A c t i v i t i e s 56.04 

C L A I M S 
. L i t i g a t i o n B e t w e e n C l i e n t a n d 

A u d i t o r 101.07 
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C L I E N T S 
. A c c o u n t i n g S e r v i c e s 101.04 
. A c t u a r i a l S e r v i c e s 191.107—.108; 591.229— 

.230 
. A d v e r t i s i n g b y M e m b e r 502.01 
. A t t e s t a t i o n in P u b l i c A d v e r t i s i n g . . . 591.171— 

.172 
. B a n k r u p t c y 191.089—.090 
. B r o k e r s f o r M e m b e r 191.117—.118 
. C h a n g e o f C o n t r o l o f C o m p a n y . . . . 591.015— 

.016 
. C h a r i t i e s — S e e C h a r i t a b l e 

O r g a n i z a t i o n s 
. C o m m i s s i o n f o r R e f e r r a l of 

I n v e s t m e n t s 591.333—.334 
. C o m m i s s i o n f o r R e f e r r a l of 

P r o d u c t s 591.217—.218 
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C L I E N T S — c o n t i n u e d 
. C o m m i t t e e , D e f e r r e d 

C o m p e n s a t i o n 191.037—.038 
. C o m p u t e r S e r v i c e s f o r F i r m ' s 

C l i e n t s 591.309—.310 
. C o n f i d e n t i a l I n f o r m a t i o n . . . . 54.02; 301.01—.02 
. C o n f i d e n t i a l I n f o r m a t i o n f r o m 

N o n c l i e n t 391.027-.028 
. C o o p e r a t i v e A p a r t m e n t s 191.061—062 
. C o s i g n e r o f C h e c k s w i t h M e m b e r 

191.005—.008 
. D a t a P r o c e s s i n g F e e s 591.317—.318 
. D e f i n i t i o n 91.02; 101.09; 191.123—.124 
. D i s c l o s u r e o f I n f o r m a t i o n f r o m 

P r e v i o u s E n g a g e m e n t 391.029—030 
. D i s p u t e s — S e e D i s p u t e s w i t h C l i e n t s 
. D o u b t o n T a x M a t t e r s 102.01 
. D u a l P r a c t i c e o f M e m b e r . . . . . . . 591.275— 276 
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191.119—.120; 591.229-.230 
. E x e c u t i v e S e a r c h S e r v i c e s 191.111—.112 
. F a m i l y R e l a t i o n s — S e e F a m i l y 
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. F e e s U n p a i d a n d P a s t D u e 191.089—090; 

191.103—.104 
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. L o a n s t o M e m b e r 101.01; 101.06; 191.063— 
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. M e m b e r a n d C l i e n t L i m i t e d 

P a r t n e r s 191.123—124 
. M u n i c i p a l A u t h o r i t y 191.057—058 
. M u t u a l I n s u r a n c e C o m p a n y . . . . 191.081—082 
. N a m e s L i s t e d o n R e s u m e 391.013—014 
. O b t a i n e d T h r o u g h T h i r d P a r t i e s 502.06 
. P a y r o l l P r e p a r a t i o n S e r v i c e s . . . 191.007—008 
. R e g i s t r a r 191.077—.078 
. R e q u e s t f o r W o r k i n g P a p e r s 501.02 
. R e t i r e m e n t P l a n O f f e r 191.065—066 
. R i g h t t o K n o w F e e s 56.07 
. S e r v i c e B u r e a u E v a l u a t i o n 191.113—114 
. S o l i c i t a t i o n b y M e m b e r 502.01 
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. T a x B o o k l e t s f o r C l i e n t ' s 
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. T a x R e t u r n I r r e g u l a r i t i e s 391.005—.006 
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. U n a u d i t e d I n t e r i m F i n a n c i a l 
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C L O S E L Y H E L D B U S I N E S S E S 
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. E m p l o y e e a s T r e a s u r e r o f C l i e n t . . . 191.085— 

.086 
. E t h i c a l P r i n c i p l e 51.07 
'. E x a m p l e s o f I m p a i r e d 

I n d e p e n d e n c e 101.01; 101.09 
. E x e c u t i v e S e a r c h S e r v i c e s 191.111—112 
. E x e c u t o r R e l a t i o n s h i p 191.021-022 
. F a c u l t y M e m b e r A u d i t o r o f S t u d e n t 

F u n d 191.095—.096 
. F a m i l y R e l a t i o n s — S e e F a m i l y 

R e l a t i o n s h i p s 
. F e e s P a i d t o C P A s 52.12 
. F i n a n c i a l I n t e r e s t i n E n t e r p r i s e 101.01 
. F i n a n c i a l I n t e r e s t in N o n c l i e n t s 101.09 
. F u n d R a i s i n g A c t i v i t i e s 191.027—028 
. F u n d a m e n t a l C o n c e p t 52.01 
. G e n e r a l C o u n s e l a n d A u d i t o r . . . 191.101—102 
. G i f t s F r o m C l i e n t s 191.001—002 
. G o v e r n m e n t a l A d v i s o r y U n i t s 191.039— 

.040 
. I m p l e m e n t a t i o n o f M A S S y s t e m . . . 191.109— 

.110 
. I n c o m p a t i b l e O c c u p a t i o n s 56.09 
. I n d i r e c t F i n a n c i a l I n t e r e s t s 101.09 
. I n v e s t m e n t C l u b O w n e r 191.071—072 
. L e g i s l a t o r 191.019—.020 
. L i t i g a t i o n 101.07 
. L o a n s f r o m C l i e n t t o M e m b e r 101.01, 

101.06; 191.063-.064; 191.067—.068; 191.117-
.118 

. M e m b e r a n d C l i e n t L i m i t e d 
P a r t n e r s 191.123—.124 

. M e m b e r S t o c k h o l d e r o f C l i e n t 291.001— 
.002 
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I N D E P E N D E N C E — c o n t i n u e d 
. M e m b e r s I n s u r e d b y C l i e n t 

C o m p a n y 191.083—.084 
. M e m b e r s h i p in T r a d e A s s o c i a t i o n 

191.003- 004 
. M o r t g a g e L o a n t o M e m b e r ' s 

C o m p a n y 191.063—.064 
. M u t u a l F u n d A d v i s e r ' s S t o c k h o l d e r . . . 

191.093—.094 
. M u t u a l F u n d S t o c k h o l d e r 191.069—070 
. P a s t D u e B i l l i n g s . . . 191.089—.090; 191.103—104 
. P a y r o l l P r e p a r a t i o n S e r v i c e s . . . 191.007—.008 
. P r o f e s s i o n a l P e r s o n n e l 101.08 
. P r o f i t - S h a r i n g a n d R e t i r e m e n t 

T r u s t s 191.041—.042 
. R e g i s t r a r 191.077—078 
. R e l a t i o n t o S o l i c i t a t i o n 56.03 
. R e t i r e d P a r t n e r D i r e c t o r of C l i e n t 

C o m p a n i e s 191.029—.030 
. R e t i r e d P a r t n e r T r u s t e e o f E s t a t e 

191.073-.074 
. R e t i r e d P a r t n e r s 101.03 
. R e t i r e m e n t P l a n M a n a g e d b y C l i e n t . . . 

191.081—.082 
. R e t i r e m e n t P l a n o f C l i e n t O f f e r 191.065— 

.066 
. R u l e o f C o n d u c t 101.01 
. S o c i a l C l u b D i r e c t o r s 191.031—032 
. S p o u s e in E S O P o f C l i e n t 191.121—122 
. S t o c k T r a n s f e r A g e n t 191.077—.078 
. S t o c k h o l d e r in C o u n t r y C l u b . . . 191.033—034 
. S t o c k h o l d e r o f B a n k 191.025—.026 
. T a x A p p e a l s B o a r d M e m b e r s h i p . . . 591.263— 

.264 
. T r e a s u r e r o f P r i v a t e C l u b 291.011—.012 
. T r u s t e e R e l a t i o n s h i p s 191.021—024 

I N D U S T R Y P R A C T I C E S 
. C o n f l i c t s w i t h E s t a b l i s h e d 

P r i n c i p l e s 203.02 

I N S T I T U T E — S e e A m e r i c a n I n s t i t u t e o f 
C P A s 

I N S U R A N C E 
. F i r e A d j u s t e r C l i e n t o f M e m b e r . . . . 391.025— 

.026 
. R e f e r r a l o f L i fe I n s u r a n c e A s s i g n m e n t s 

t o S p o u s e 591.225—.226 

I N S U R A N C E C O M P A N I E S 
. L i t i g a t i o n A g a i n s t A u d i t o r 101.07 

I N T E G R I T Y 
. D e f i n i t i o n 52.03 
. E t h i c a l P r i n c i p l e 51.07 
. F u n d a m e n t a l C o n c e p t 52.01 
. R e p u t a t i o n of C P A s 56.11 
. R u l e o f C o n d u c t 102.01 
. S e r v i c e B u r e a u R e c o m m e n d a t i o n . . . . 

191.113—.114 

I N T E R I M F I N A N C I A L S T A T E M E N T S 
. A u d i t o r ' s N a m e A s s o c i a t e d . . . . 291.009—010 

I N T E R P R E T A T I O N S O F R U L E S O F 
C O N D U C T 

. A c c o u n t i n g S e r v i c e s 101.04 

. C l i e n t ' s R e c o r d s a n d A c c o u n t a n t ' s 
W o r k p a p e r s 501.02 

. C o m m i s s i o n s P a i d o r R e c e i v e d 503.02 

. C o m p e t e n c e 201.02 

. C o n f i d e n t i a l I n f o r m a t i o n 301.02 

. D e f i n i t i o n 91.09 

. D e f i n i t i o n s A p p l i c a b l e 91.01—12 

. D e p a r t u r e s f r o m E s t a b l i s h e d 
P r i n c i p l e s 203.02 

. D i r e c t o r s h i p s , N o n p r o f i t 
O r g a n i z a t i o n s 101.02 

. D i s c r i m i n a t i o n in E m p l o y m e n t 501.03 

. E f f e c t o f L i t i g a t i o n 101.0? 
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I N T E R P R E T A T I O N S O F R U L E S O F 
C O N D U C T — c o n t i n u e d 

. F a l s e , M i s l e a d i n g , o r D e c e p t i v e 
A c t s 502.03 

F a m i l y R e l a t i o n s h i p s 101.05 
F e e s in P a y m e n t f o r S e r v i c e s 503.02 
F i n a n c i a l I n t e r e s t s A f f e c t i n g 

I n d e p e n d e n c e 101.09 
F o r e c a s t s 201.03 
I n f o r m a t i o n a l A d v e r t i s i n g 502.02 
I n v e s t m e n t in C o m m e r c i a l A c c o u n t i n g 

C o r p o r a t i o n 505.02 
L o a n s f r o m C l i e n t t o M e m b e r 101.06 
P r o f e s s i o n a l P e r s o n n e l 101.08 
R e t i r e d P a r t n e r s 101.03 
S e l f - D e s i g n a t i o n a s E x p e r t o r 

S p e c i a l i s t 502.05 
S t a t u s o f F A S B I n t e r p r e t a t i o n s 203.03 
T h i r d P a r t y S o l i c i t a t i o n 502.06 
U n a u d i t e d F i n a n c i a l S t a t e m e n t s 202.02 

I N T E R V I E W S 
. P e r s o n n e l f o r C l i e n t M A S S y s t e m 

191.109-.110 
. P r e s s 591.215—.216 

I N V E N T O R I E S 
. P r i o r Y e a r U n a u d i t e d 291.007— 008 

I N V E S T E E 
. D e f i n i t i o n 101.09 

I N V E S T M E N T A D V I S O R S / M A N A G E R S 
. M e m b e r a s S t o c k h o l d e r 191.093—094 

I N V E S T M E N T C L U B S 
. M e m b e r O w n e r o f I n t e r e s t 191.071—072 

I N V E S T M E N T S 
. B o n d h o l d e r s in M u n i c i p a l A u t h o r i t y . . . 

191.057-058 
. C l i e n t a s B r o k e r o f M e m b e r 191.117—.118 
. C l u b s — S e e I n v e s t m e n t C l u b s 
. C o m m e r c i a l A c c o u n t i n g 

C o r p o r a t i o n 505.02 
. C o m p u t e r S e r v i c e C o r p o r a t i o n . . . . 591.315— 

.316 
. I m p a i r m e n t o f I n d e p e n d e n c e 101.01; 

101.09 
. I n v e s t m e n t A d v i s e r / M a n a g e r 191.093— 

.094 
. M e m b e r a n d C l i e n t L i m i t e d 

P a r t n e r s 191.123-124 
. M u t u a l F u n d O w n e d b y M e m b e r . . . 191.069— 

.070 
. R e f e r r a l t o C l i e n t s 591.333—334 
. R e t i r e m e n t P l a n M a n a g e d b y C l i e n t . . . 

191.081—082 
. S p o u s e of M e m b e r T r u s t e e 191.053.—.054 
. T r u s t F u n d f o r S o n o f M e m b e r ....191.051— 

.052 

I N V E S T O R 
. D e f i n i t i o n 101.09 

J U D G M E N T , P R O F E S S I O N A L 
. A c c o u n t i n g S e r v i c e s 101.04 
. A c t u a r i a l S e r v i c e s 191.107—108 
. C o m p e t e n c e R e q u i r e d 201.02 
. L i t i g a t i o n B e t w e e n C l i e n t a n d 

A u d i t o r 101.07 
. R e l a t i o n t o F e e s 56.07 
. R e l i a n c e o n W o r k o f O t h e r s 291.015—016 
. S u b o r d i n a t i o n t o O t h e r s . . . 52.11; 54.04,102.01 
. S u p e r v i s i o n o f S p e c i a l i s t s 291.017—018 
. U n f a m i l i a r P r o b l e m s 55.07 
. U n u s u a l C i r c u m s t a n c e s 203.01—.02 

K I N S H I P — S e e F a m i l y R e l a t i o n s h i p s 

L A W S 
. L i e n o n C l i e n t R e c o r d s . . . 
. N e w L e g i s l a t i o n R e q u i r i n g 

D e p a r t u r e s 

AICPA Profess ional Standards 
018—72 

L A W S — c o n t i n u e d 
. S e c u r i t i e s 101.07 
. U s e o f D e s i g n a t i o n " P a r t n e r " 591.273— 

.274 

L A W Y E R S 
. G e n e r a l C o u n s e l t o C l i e n t 191.101—.102 
. L e t t e r h e a d f o r C P A / L a w y e r 591.155—.156 

L E A S E S 

. M e m b e r a s L e s s o r o f C l i e n t . . . . 191.115—116 

L E C T U R E S — S e e S p e a k i n g E n g a g e m e n t s 

L E G A L A I D S O C I E T Y 
. M e m b e r I n v o l v e d in F u n d R a i s i n g 

191.027—.028 
L E G A L L I A B I L I T Y 

. R i s k s in C o m p r o m i s i n g I n t e g r i t y 52.08; 
52.17 

. S t o c k h o l d e r s ' C l a s s A c t i o n S u i t s 101.07 

. T a x R e t u r n I r r e g u l a r i t i e s 391.005—.006 
L E G I S L A T O R 

. M e m b e r in L o c a l G o v e r n m e n t 191.019— 
.020 

L E T T E R H E A D S 
. A s s o c i a t e d F i r m s N o t P a r t n e r s h i p . . . . 

591.269-.270 
. A s s o c i a t e d M e m b e r s N o t P a r t n e r s . . . . 

591.267-.268 
. A u d i t o r N o t I n d e p e n d e n t 291.011—.012 
. D e s i g n a t i o n a s I n s t i t u t e M e m b e r s . . . . 

591.291—.292 
. F o r m e r P a r t n e r s J o i n t A u d i t o r s . . . 591.271— 

.272 
. I n t e r n a l R e p o r t s 291.003—004 
. L a w y e r / C P A 591.155—.156 
. S p e c i a l i z a t i o n o n B u s i n e s s 

S t a t i o n e r y 591.201—.202 

L I E N O N C L I E N T R E C O R D S 
. R i g h t t o E n f o r c e P a y m e n t 501.02 

L I F E I N S U R A N C E C O M P A N I E S 
. P a r t n e r s I n s u r e d b y C l i e n t 

C o m p a n y 191.083—084 

L I M I T E D P A R T N E R S H I P S 
. M e m b e r a n d C l i e n t L i m i t e d 

P a r t n e r s 191.123-124 

L I T E R A T U R E — S e e P u b l i c a t i o n s 

L I T I G A T I O N 
. E f f e c t o n I n d e p e n d e n c e 101.07 
. S t o c k h o l d e r s ' C l a s s A c t i o n 101.07 

L O A N S 
. I m p a i r m e n t of I n d e p e n d e n c e 101.01; 

101.06; 101.07; 191.103-104 
. M o r t g a g e L o a n — M e m b e r ' s 

C o m p a n y 191.063-064 
. R e v o l v i n g L o a n A g r e e m e n t w i t h 

B a n k 191.067—.068 
. S p o n s o r o f E m p l o y e e B e n e f i t P l a n . . . . 

191.119—120 

M A G A Z I N E A D V E R T I S I N G — S e e 
A d v e r t i s i n g 

M A N A G E M E N T 
. D e c i s i o n s o n I m p l e m e n t i n g M A S 

S y s t e m 191.109-110 
. D e f e r r e d C o m p e n s a t i o n 

C o m m i t t e e 191.037—038 
. E m p l o y e e a s T r e a s u r e r o f C l i e n t . . . 191.085— 

086 
E m p l o y m e n t o f C l i e n t P e r s o n n e l . . . 191.109— 

.112 
. F r a u d o r D e c e i t 101.07 
. F u n c t i o n s P e r f o r m e d b y M e m b e r 

191.077—.078; 191.101—102 
. G e n e r a l C o u n s e l t o C l i e n t 191.101—102 

MAN 
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M A N A G E M E N T — c o n t i n u e d 
I n v o l v e m e n t o f C P A 52.18; 101.01; 101.09; 

191.123—.124 
. L i t i g a t i o n w i t h A u d i t o r 101.07 
. M u t u a l F u n d s ' A d v i s e r / M a n a g e r . . . 191.093— 

.094 
. T r a d e A s s o c i a t i o n M e m b e r . . . . 191.003—004 

M A N A G E M E N T A D V I S O R Y S E R V I C E S 
. A d v i c e t o C l i e n t s 52.14; 101.02 
. A p p e a r a n c e o f I n d e p e n d e n c e 52.11 
. A p p l i c a b i l i t y o f R u l e s 92.02 
. C o n f i d e n t i a l I n f o r m a t i o n f r o m 

N o n c l i e n t 391.027-.028 
. D e f e r r e d C o m p e n s a t i o n P r o g r a m s . . . 

191.037-038 
. D i s c l o s u r e o f I n f o r m a t i o n f r o m 

P r e v i o u s E n g a g e m e n t 391.029—030 
. D i s p u t e s w i t h C l i e n t s 101.07 
. E v a l u a t i o n o f S e r v i c e B u r e a u s 191.113— 

.114 
. E x e c u t i v e S e a r c h S e r v i c e s 191.111—112 
. F e a s i b i l i t y S t u d i e s 391.027-.030 
. I n t e g r i t y a n d O b j e c t i v i t y 102.01 
. N e w s l e t t e r w i t h M e m b e r ' s N a m e 

591.163— 164 
. R e f e r r a l of C l i e n t s 591.223- 224 
. R e f e r r a l o f I n v e s t m e n t s t o C l i e n t 

591.333-.334 
. R e f e r r a l o f P r o d u c t s t o C l i e n t 591.217— 

.218 
. R e l a t i o n t o I n d e p e n d e n c e 191.015—016; 

191.109-.110 
. R e p o r t s t o S u p p o r t 

R e c o m m e n d a t i o n s 91.07 
. R e s p o n s i b i l i t i e s t o C l i e n t s 54.04 
. S u b c o n t r a c t o r S e l e c t i o n 291.015—016 
. S u p e r v i s i o n o f T e c h n i c a l 

S p e c i a l i s t s 291.017—.018 
M A N U A L S — S e e P u b l i c a t i o n s 
M A R G I N A C C O U N T W I T H C L I E N T 

. I m p a i r m e n t o f I n d e p e n d e n c e 191.117— 
.118 

M A T E R I A L I T Y 
. A c t u a r i a l M a t t e r s 191.107—108 
. A s s e t s in E s t a t e o r T r u s t 191.075—076 
. B o n d h o l d e r s in M u n i c i p a l A u t h o r i t y . . . 

191.057—.058 
. C o m p u t e r S e r v i c e C o r p o r a t i o n 

I n v e s t m e n t 591.315—.316 
. D e p a r t u r e s f r o m E s t a b l i s h e d 

P r i n c i p l e s 203.02 
. F i n a n c i a l I n t e r e s t 101.09 
. F i n a n c i a l I n t e r e s t I m p a i r i n g 

I n d e p e n d e n c e 101.01 
. F i n a n c i a l I n t e r e s t in C l i e n t 191.059—060; 

191.069-.072; 191.115—.116 
. F i n a n c i a l I n t e r e s t i n L i m i t e d 

P a r t n e r s h i p 191.123—124 
. F i n a n c i a l I n t e r e s t i n S e r v i c e B u r e a u . . . 

191.113—.114 
. I n v e s t m e n t in C o m m e r c i a l A c c o u n t i n g 

C o r p o r a t i o n 505.02 
. L i f e I n s u r a n c e f o r P a r t n e r s 191.083—084 
. L i t i g a t i o n B e t w e e n C l i e n t a n d 

A u d i t o r 101.07 
. P a s t D u e F e e s 191.103—.104 
. S p o n s o r o f E m p l o y e e B e n e f i t P l a n . . . . 

191.119—120 
. S p o u s e in E S O P o f C l i e n t 191.121—.122 
. T r u s t F u n d f o r S o n of M e m b e r . . . . 191.051— 

.052 

M E D I A — S e e P u b l i c i t y 
M E M B E R 

. D e f i n i t i o n 101.09 
M E M B E R S H I P S 

. C o u n t r y C l u b s 191.033—034 

M E M B E R S H I P S — c o n t i n u e d 
. D e s i g n a t i o n a s I n s t i t u t e M e m b e r s . . . . 

591.291—.292 
. H o n o r a r y 101.02 
. S o c i a l C l u b s 191.031—.032 
. T r a d e A s s o c i a t i o n s 191.003—.004 

M I S L E A D I N G F I N A N C I A L S T A T E M E N T S 
. C o m p r o m i s e of I n t e g r i t y 52.17 
. D e p a r t u r e s f r o m E s t a b l i s h e d 

P r i n c i p l e s 203.01—.03 
. D i s c l o s u r e s f o r F a i r P r e s e n t a t i o n 54.02 

M I S R E P R E S E N T A T I O N 
. D u a l P r a c t i c e o f M e m b e r 591.275—.276 
. I n t e g r i t y a n d O b j e c t i v i t y 102.01 

M O R T G A G E S 
. F e e s C o n t i n g e n t o n C o m m i t m e n t 

391.021—.022 
. I m p a i r m e n t of I n d e p e n d e n c e 101.01 
. L o a n t o M e m b e r ' s C o m p a n y . . . 191.063—.064 
. L o a n s t o M e m b e r 101.01; 101.06 

M U N I C I P A L G O V E R N M E N T 
. M e m b e r s a s B o n d h o l d e r s 191.057—.058 
. M e m b e r a s L e g i s l a t o r 191.019—.020 
. M e m b e r o n C i t y C o u n c i l 191.035—.036 
. T a x A p p e a l s B o a r d M e m b e r s h i p . . . 591.263— 

.264 

M U T U A L F U N D S 
. M e m b e r a s S t o c k h o l d e r 191.069—.070 
. M e m b e r a s S t o c k h o l d e r of A d v i s e r . . . 

191.093—.094 

M U T U A L I N S U R A N C E C O M P A N I E S 
. R e t i r e m e n t F u n d M a n a g e d b y 

C l i e n t 191.081—.082 
N A M E — S e e F i r m N a m e 
N E W S M E D I A — S e e P u b l i c i t y 
N E W S L E T T E R S 

. M e m b e r ' s N a m e F e a t u r e d 591.163— 164 

. P r e p a r e d b y O t h e r s 591.351—352 
N E W S P A P E R A D V E R T I S I N G — S e e 

A d v e r t i s i n g 
N E W S P A P E R S — S e e P u b l i c a t i o n s 
N O N C L I E N T S 

. C o n f i d e n t i a l I n f o r m a t i o n o n M A S 
C l i e n t 391.027-.028 

. I n v e s t o r / l n v e s t e e R e l a t i o n t o 
C l i e n t 101.09 

. S p o n s o r o f E m p l o y e e B e n e f i t P l a n . . . . 
191.119—.120 

N O N P R A C T I T I O N E R S 
. A p p l i c a b i l i t y of R u l e s o f C o n d u c t 92.04 
. C o n t r o l l e r ' s U s e o f C P A T i t l e . . . 591.075—.076 
. I n t e r n a l R e p o r t s E x a m i n e d b y 

E m p l o y e e 291.003—.004 
" N O N P R O P R I E T A R Y P A R T N E R S " 

. T i t l e N o t P e r m i t t e d 591.273—.274 
N O T E S R E C E I V A B L E 

. F e e s C o l l e c t e d b y B a n k 591.003—004 
O B J E C T I V I T Y 

. B a n k D i r e c t o r in P u b l i c P r a c t i c e . . . 591.349— 
.350 

. B r o t h e r of M e m b e r O f f i c e r -
S t o c k h o l d e r 191.043—.044 

. D e c i s i o n - M a k i n g b y C P A s 52.13—16 

. D e f i n i t i o n 52.04 

. E f f e c t o f L i t i g a t i o n 101.07 

. E t h i c a l P r i n c i p l e 51.07 

. F a m i l y R e l a t i o n s h i p s 101.05 

. F a t h e r o f M e m b e r o n S c h o o l B o a r d . . . 
191.047-.048 

. G e n e r a l C o u n s e l a n d A u d i t o r . . . 191.101—102 

. R e p u t a t i o n of C P A s 56.11 

. R u l e o f C o n d u c t 102.01 
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O B J E C T I V I T Y — c o n t i n u e d 
. S o n a s D i r e c t o r , S a v i n g s & L o a n 

A s s o c i a t i o n 191.049—.050 
O C C U P A T I O N S , I N C O M P A T I B L E — S e e 

I n c o m p a t i b l e O c c u p a t i o n s 
O P I N I O N S O N F I N A N C I A L S T A T E M E N T S 

. A c t u a r i a l S e r v i c e s a n d 
I n d e p e n d e n c e 191.107—.108 

. D e c i s i o n - M a k i n g b y C P A s 52.16—.18 

. D e p a r t u r e s f r o m E s t a b l i s h e d 
P r i n c i p l e s 203.01-.03 

. D i s c l a i m e r — S e e D i s c l a i m e r o f O p i n i o n 

. E f f e c t o f L i t i g a t i o n 101.07 

. E m p l o y e e B e n e f i t P l a n . . . . . . . . 191.105— 106; 
591.229-.230 

. F i n a n c i a l S t a t e m e n t s D e f i n e d 91.06—07 

. F o r m e r P a r t n e r s ' J o i n t A u d i t o r s . . . 591.271— 
.272 

. G e n e r a l C o u n s e l a n d A u d i t o r . . . 191.101—102 

. G r a n t P r o g r a m s 591.335—336 

. I n d e p e n d e n c e C o n c e p t 52.01 

. I n d e p e n d e n c e R u l e 101.01 

. I n t e r n a l R e p o r t s E x a m i n e d b y 
E m p l o y e e 291.003—.004 

. I n v o l v e m e n t in C l i e n t A f f a i r s 52.19; 101.01 

. P r i o r Y e a r U n a u d i t e d 291.007-008 

. R e l a t i o n s h i p w i t h C l i e n t s 52.10; 54.02; 
101.01 

O R G A N I Z A T I O N S , P R O F E S S I O N A L 
. M e m b e r s h i p s H e l d 502.02 
. S t a t e — S e e S t a t e S o c i e t i e s . C P A 

P A R T N E R S 
. A c c o u n t w i t h B r o k e r a g e C l i e n t ....191.117— 

.118 
. " A n d C o m p a n y " in T i t l e 591.295—.296 
. D e s i g n a t i o n a s I n s t i t u t e M e m b e r s . . . . 

591.291-292 
. D e s i g n a t i o n R e s t r i c t e d L e g a l l y ....591.273— 

.274 
. F i n a n c i a l I n t e r e s t in S e r v i c e B u r e a u . . . 

191.113—.114 
. F i r m N a m e o f F o r m e r P a r t n e r 591.279— 

.280 
. F o r m of P r a c t i c e a n d N a m e 505.01 
. F o r m e r P a r t n e r in F i r m ' s N a m e . . . 591.289— 

.290 
. I n d e p e n d e n c e 101.08 
. L i f e I n s u r a n c e P o l i c i e s b y C l i e n t . . . 191.083— 

.084 
. M e m b e r a n d C l i e n t L i m i t e d 

P a r t n e r s 191.123—124 
. M e m b e r w i t h N o n - C P A P a r t n e r s . . . 291.013— 

.014; 591.005-006 
. N o n - C P A a n d M e m b e r 591.277— 278 
. O w n e r of C o o p e r a t i v e A p a r t m e n t 

191.061—.062 
. P a s t P a r t n e r s , U s e of N a m e s 505.01 
. P r o f i t - S h a r i n g in F i r m 591.227- 228 
. R e s p o n s i b i l i t y f o r N o n - C P A P a r t n e r . . . 

591.005-006; 591.281—.282 
. R e t i r e d — S e e R e t i r e d P a r t n e r s 
. R o s t e r D i f f e r s b y S t a t e s 591.287- 288 
. S e p a r a t e P r o p r i e t o r s h i p P r a c t i c e 

591.275—.276 
. S p e c i a l i z a t i o n o n L e t t e r h e a d . . . 591.201—202 
. S u r v i v i n g — S e e S u r v i v i n g P a r t n e r s 
. W i t h d r a w a l f r o m P a r t n e r s h i p 505.01 

P A R T N E R S H I P S 
. A c t u a r i a l S e r v i c e s a n d 

I n d e p e n d e n c e 191.107—.108 
. A c t u a r i a l S e r v i c e s N o t 

I n c o m p a t i b l e 591.229—.230 
. " A n d C o m p a n y " in T i t l e 591.295— 296 
. D e s i g n a t i o n a s I n s t i t u t e M e m b e r s . . . . 

591.291—.292 
. F i r m N a m e of F o r m e r P a r t n e r 591.279— 

.280 

P A R T N E R S H I P S — c o n t i n u e d 
. F o r m o f P r a c t i c e a n d N a m e 505.01 
. F o r m e r P a r t n e r in F i r m N a m e 591.289— 

.290 
. L i m i t e d — S e e L i m i t e d P a r t n e r s h i p s 
. M e m b e r w i t h N o n - C P A P a r t n e r s . . . 291.013— 

.014; 591.005—.006 
. N o n - C P A a n d M e m b e r 591.277—278 

" N o n p r o p r i e t a r y P a r t n e r s " N o t 
P e r m i t t e d 591.273—.274 

. P a r t n e r w i t h S e p a r a t e P r a c t i c e . . . . 591.275— 
.276 

. P a r t n e r s ' R o s t e r D i f f e r s b y S t a t e s . . . . 
591.287-.288 

. R e s p o n s i b i l i t y f o r N o n - C P A P a r t n e r . . . 
591.005-.006; 591.281—.282 

. S p e c i a l i z a t i o n in B u s i n e s s 
C o m b i n a t i o n s 591.201—.202 

. S p e c i a l i z a t i o n o n L e t t e r h e a d . . . 591.201—.202 

. T a x A p p e a l s B o a r d M e m b e r s h i p . . . 591.263— 
.264 

P A S T D U E B I L L I N G S 
. C l i e n t in B a n k r u p t c y 191.089—.090 
. E f f e c t o n I n d e p e n d e n c e 191.089—.090; 

191.103—104 

P A Y R O L L P R E P A R A T I O N S E R V I C E S 
. I m p a i r m e n t of I n d e p e n d e n c e 191.007— 

.008 

P E N S I O N T R U S T 
. E m p l o y e e B e n e f i t P l a n 191.105— 106; 

191.119—.120 
. I m p a i r m e n t o f I n d e p e n d e n c e 101.01 

P L A N N I N G A N D S U P E R V I S I O N 
. R u l e of C o n d u c t 201.01 

P O L I T I C S 
. F i r m N a m e of F o r m e r P a r t n e r 591.279— 

.280 
. M e m b e r a s L e g i s l a t o r 191.019—020 
. P a r t i c i p a t i o n b y C P A s 56.04 

P R A C T I C E O F P U B L I C A C C O U N T I N G 
. A c c o u n t i n g P r i n c i p l e s , 203.01—03 
. A c c o u n t i n g S e r v i c e s 101.04 
. A c t u a r i a l S e r v i c e s a n d 

I n d e p e n d e n c e 191.107—.108 
. A c t u a r i a l S e r v i c e s N o t 

I n c o m p a t i b l e 591.229-.230 
. A p p l i c a b i l i t y of R u l e s 92.01—05 
. A u d i t i n g S t a n d a r d s 202.01 
. B a n k D i r e c t o r s h i p s 591.349—350 
. B i l l i n g S e r v i c e s 591.353—.354 
. C o m m i s s i o n s P a i d o r R e c e i v e d 503.01; 

591.333-.334 
. C o m p e t e n c e R e q u i r e d 201.01—.02 
. C o m p u t e r S e r v i c e B u r e a u 

C o n s u l t a n t 591.311—.312 
. C o m p u t e r S e r v i c e C o r p o r a t i o n 

E m p l o y e r 591.315—316 
. C o m p u t e r S e r v i c e s f o r F i r m ' s 

C l i e n t s 591.309—.310 
. C o m p u t e r T a x S e r v i c e 591.219—.220 
. C o n c u r r e n t O c c u p a t i o n s 591.355—.356 
. D e f i n i t i o n 91.11 
. E t h i c a l P r i n c i p l e s 51.07 
. F e e s — S e e F e e s 
. F i c t i t i o u s o r M i s l e a d i n g N a m e 505.01 
. F i r m P o l i c y 502.02 
. F o r m o f P r a c t i c e 505.01 
. F o r m e r P a r t n e r in F i r m N a m e 591.289— 

.290 
. G e n e r a l C o u n s e l t o C l i e n t 191.101—.102 
. I n c o m p a t i b l e O c c u p a t i o n s 56.09; 504.01 
. I n t e g r i t y a n d O b j e c t i v i t y 102.01 
. I n v e s t m e n t in C o m m e r c i a l A c c o u n t i n g 

C o r p o r a t i o n 505.02 
. L a w y e r / C P A 591.155—.156 
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. 591.221-
.222 

P R A C T I C E O F P U B L I C A C C O U N T I N G — 
c o n t i n u e d 

M e m b e r C o r p o r a t e O f f i c e r o f 
C l i e n t 291.001—.002 

P a r t n e r w i t h S e p a r a t e P r a c t i c e . . . . 591.275— 
.276 

P a r t n e r s h i p w i t h N o n - C P A 591.005—006; 
591.277-.278 

R e f e r r a l o f L i f e I n s u r a n c e A s s i g n m e n t s 
t o S p o u s e 591.225- 226 

R e s p o n s i b i l i t y f o r N o n - C P A P a r t n e r . . . 
591.005-.006; 591.281—.282 

S p e c i a l i z a t i o n o n L e t t e r h e a d . . . 591.201—202 
S t a t e C o n t r o l l e r , I n c o m p a t i b l e 

O c c u p a t i o n 591.253- 254 

P R A C T I C E O U T S I D E U N I T E D S T A T E S 
. A p p l i c a b i l i t y o f R u l e s 92.02 

P R A C T I C E R E V I E W 
. D i s c l o s u r e o f C o n f i d e n t i a l C l i e n t 

I n f o r m a t i o n 301.01 

P R A C T I T I O N E R S — S e e P u b l i c 
A c c o u n t a n t s 

P R E S S 
. M e m b e r I n t e r v i e w e d 591.215—216 

P R I C E Q U O T A T I O N S 
. P u r c h a s e o f B o o k k e e p i n g F i r m 

P R I N C I P L E S , A C C O U N T I N G — S e e 
G e n e r a l l y A c c e p t e d A c c o u n t i n g 
P r i n c i p l e s 

P R I N C I P L E S , E T H I C A L — S e e E t h i c a l 
P r i n c i p l e s 

P R I N T O U T S , C O M P U T E R 
. T a x R e t u r n s b y S e r v i c e B u r e a u s . . . 391.001— 

.002 

P R O F E S S I O N O F A C C O U N T A N C Y 
. A c c e p t a n c e b y P u b l i c 56.11 
. C P A a s R e p r e s e n t a t i v e 56.02 
. R e s p o n s i b i l i t i e s t o C o l l e a g u e s 55.01—07 
. R e s p o n s i b i l i t y t o P u b l i c 51.01—05 
. R i v a l r y w i t h i n P r o f e s s i o n 56.03 
. S t a t u r e 51.07; 56.11 
. S u p p o r t o f S o c i e t i e s a n d 

O r g a n i z a t i o n s 55.01 

P R O F E S S I O N A L O R G A N I Z A T I O N S — S e e 
O r g a n i z a t i o n s , P r o f e s s i o n a l 

P R O F E S S I O N A L S E R V I C E S 
. A c c o u n t i n g P r i n c i p l e s 203.01—.03 
. A t t e s t a t i o n in P u b l i c A d v e r t i s i n g . . . 591.171— 

.172 
. A u d i t i n g S t a n d a r d s 202.01 
. C l i e n t s o f T h i r d P a r t i e s 502.06 
. C o m p e t e n c e 53.02; 53.04; 201.01-.02 
. C o m p u t e r S e r v i c e B u r e a u 

C o n s u l t a n t 591.311-312 
. C o m p u t e r S e r v i c e s f o r F i r m ' s 

C l i e n t s 591.309—310 
. C o n c u r r e n t O c c u p a t i o n s 591.355—356 
. C o n f i d e n t i a l I n f o r m a t i o n 301.01; 391.011— 

.012 
. C o n s t r u c t i o n P r o j e c t s F i n a n c e d b y 

F H A 391.021—.022 
. C o n t i n g e n t F e e s 302.01 
. D e f i n i t i o n 91.12 
. F e e s — S e e F e e s 
. F o r e c a s t s 201.03 
. I n c o m p a t i b l e O c c u p a t i o n s 504.01 
. R e f e r r a l s 503.02; 591.333—.334 
. R e s p o n s i b i l i t i e s t o C l i e n t s 54.01—05 

R e s p o n s i b i l i t i e s t o C o l l e a g u e s 55.01—.07 
. S p e c i a l i z a t i o n 502.05 
. S p e c i a l i z a t i o n o n L e t t e r h e a d . . . 591.201—.202 
. W i t n e s s in D a m a g e S u i t 391.019-020 
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P R O F I T 
. I n f o r m a t i o n R e q u e s t e d b y T r a d e 

A s s o c i a t i o n s 391.003—.004 
. S h a r i n g in F i r m 591.227-.228 

P R O F I T - S H A R I N G T R U S T S 
. M e m b e r a s D i r e c t o r 191.041—042 

P R O G R A M M I N G 
. S u b c o n t r a c t o r S e l e c t i o n 291.015—.016 

P R O M O T E R 
. I m p a i r m e n t of I n d e p e n d e n c e 101.01 

P R O M O T I O N A L P R A C T I C E S 
. E d u c a t i o n a l S e m i n a r 591.065—066 
. P r o f i t - S h a r i n g in F i r m 591.227—228 
. T h i r d P a r t y S o l i c i t a t i o n 502.06 

P R O P R I E T O R S H I P S 
. " A n d C o m p a n y " in T i t l e 591.293—294 
. F o r m o f P r a c t i c e a n d N a m e 505.01 
. P r o p r i e t o r a l s o in P a r t n e r s h i p 591.275— 

.276 

P U B L I C A C C O U N T A N T S 
. A c c o u n t i n g P r i n c i p l e s 203.01—03 
. A p p l i c a b i l i t y o f R u l e s 92.01—05 
. A u d i t i n g S t a n d a r d s 202.01 
. P a r t n e r w i t h S e p a r a t e P r a c t i c e . . . . 591.275— 

.276 
. P a r t n e r s h i p w i t h N o n - C P A 291.013—014; 

591.005-.006; 591.277-.278 
. S p e c i a l i z a t i o n in B u s i n e s s 

C o m b i n a t i o n s 591.201—.202 
. S t a t e C o n t r o l l e r 591.253—.254 

P U B L I C A C C O U N T I N G — S e e P r a c t i c e of 
P u b l i c A c c o u n t i n g 

P U B L I C I N T E R E S T — S e e R e s p o n s i b i l i t i e s 
t o P u b l i c 

P U B L I C O F F I C E 
. F i r m N a m e of F o r m e r P a r t n e r 591.279— 

.280 
. S t a t e C o n t r o l l e r , I n c o m p a t i b l e 

O c c u p a t i o n 591.253-254 
. T a x A p p e a l s B o a r d M e m b e r s h i p . . . 591.263— 

.264 

P U B L I C A T I O N S — S e e a l s o W r i t i n g s 
. N e w s l e t t e r s — S e e N e w s l e t t e r s 
. P r e p a r e d b y O t h e r s 591.351—352 
. T a x B o o k l e t s f o r C l i e n t ' s 

C u s t o m e r s 591.147—.148 

P U B L I C I T Y 
. M e m b e r I n t e r v i e w e d b y P r e s s 591.215— 

.216 
. R e s u l t of C i v i c A c t i v i t i e s 56.04 

P U R C H A S E O F P R A C T I C E 
. A c t u a r i a l a n d A d m i n i s t r a t i v e 

S e r v i c e s 591.229-.230 
. B o o k k e e p i n g F i r m 591.221— 222 
. P a y m e n t s by M e m b e r 503.01—.02 

Q U A L I F I E D O P I N I O N S 
. C l i e n t C h o i c e 52.15 

Q U A L I T Y R E V I E W 
. D i s c l o s u r e o f C o n f i d e n t i a l C l i e n t 

I n f o r m a t i o n 301.01 

Q U E S T I O N N A I R E S — S e e S u r v e y s 

Q U E S T I O N S A N D A N S W E R S — S e e E t h i c s 
R u l i n g s 

R E C O R D S O F C L I E N T S 
. C o m p e t i t i v e I n f o r m a t i o n 391.011—.012 
. C o n f i d e n t i a l C l i e n t I n f o r m a t i o n 301.01 — 

.02: 391.029—030 
E n g a g e m e n t t o E v a l u a t e S e r v i c e 

B u r e a u s 191.113-114 
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R E C O R D S O F C L I E N T S — c o n t i n u e d 
. I m p l e m e n t a t i o n o f M A S S y s t e m . . . 191.109— 

.110 
. L i e n t o E n f o r c e P a y m e n t 501.02 
. P r i o r C l i e n t R e l a t i o n s h i p 391.007—008 
. S e r v i c e B u r e a u P r o c e s s i n g 391.001—002 
. S t o r a g e b y O u t s i d e A g e n c y ....391.009—010 

R E C R U I T I N G 
. E m p l o y m e n t o f C l i e n t P e r s o n n e l . 191.109— 

.112 

R E F E R R A L S 
. C o m m i s s i o n f o r R e f e r r a l o f 

P r o d u c t s 591.217—.218 
. C o m m i s s i o n s P a i d o r R e c e i v e d . . . 503.01—02 
. C o m m i s s i o n s P a i d t o C o n s u l t a n t s . . . . 

591.223—.224 
. C o m m i s s i o n s P a i d t o C P A s 56.10 
. E n g a g e m e n t of A n o t h e r C P A . . . . 53.04: 55.07; 

201.02 
. L i f e I n s u r a n c e A s s i g n m e n t s t o 

. S p o u s e 591.225- 226 

R E G I S T R A R 
. I n d e p e n d e n c e o f M e m b e r ' s F i r m 

191.077—.078 

R E G U L A T I O N S , G O V E R N M E N T A L 
. F i n a n c i a l I n s t i t u t i o n s 101.06 
. S a v i n g s & L o a n A s s o c i a t i o n . . . .J/91.063—.064 
. S t a t e C o n t r o l l e r , I n c o m p a t i b l e 

O c c u p a t i o n 591.253— 254 

R E L A T I O N S H I P W I T H C L I E N T S 
. A c c o u n t i n g S e r v i c e s 101.04; 191.009—.014 
. B a n k S t o c k h o l d e r . . . . 191.025—.026; 191.067— 

.068 
. B a n k r u p t C l i e n t 191.089—090 
. B e n e f i t P l a n A u d i t e d b y M e m b e r . . . 191.105— 

.106 
. B o n d h o l d e r s in M u n i c i p a l A u t h o r i t y . . . 

191.057-058 
. C h a n g e of C o m p a n y C o n t r o l . . . 591.015—.016 
. C i t y C o u n c i l C h a i r m a n 191.035—036 
. C l i e n t a s B r o k e r o f M e m b e r . . . . 191.117—118 
. C o - F i d u c i a r y w i t h C l i e n t B a n k 191.075— 

.076 
. C o m m i t t e e s o f M a n a g e m e n t . . . 191.037—038 
. C o m p u t e r S e r v i c e C o r p o r a t i o n 

E m p l o y e e 591.315—316 
. C o n f i d e n t i a l C l i e n t I n f o r m a t i o n . . . 301.01—.02 
. C o n f i d e n t i a l I n f o r m a t i o n f r o m 

N o n c l i e n t 391.027—028 
. C o o p e r a t i v e A p a r t m e n t O w n e r s h i p . . . 

191.061-062 
. C o s i g n e r of C h e c k s 191.005—.008 

D i s c l o s u r e of I n f o r m a t i o n f r o m 
P r e v i o u s E n g a g e m e n t 391.029—030 

. D i s c l o s u r e t o A u d i t o r 101.07 

. D i s p l a c e m e n t of A n o t h e r 
A c c o u n t a n t 55.05—.06 

. E m p l o y e e a s S t o c k h o l d e r of C l i e n t . . . 
191.059-060 

. E m p l o y e e a s T r e a s u r e r o f C l i e n t . . . 191.085— 
.086 

. E x e c u t i v e S e a r c h S e r v i c e s 191.111—.112 

. E x e c u t o r of E s t a t e 191.021—.022 

. F a c u l t y M e m b e r A u d i t o r of S t u d e n t 
F u n d 191.095-096 

. F a m i l y R e l a t i o n s — S e e F a m i l y 
R e l a t i o n s h i p s 

. F e e s C o l l e c t e d b y B a n k 591.003—004 

. F e e s P a i d t o C P A s 52.12; 56.06- 07; 
591.333-.334 

. F e e s U n p a i d a n d P a s t D u e 191.089—090; 
191.103-104 

. F o r m e r C l i e n t S u e d by P r e s e n t . . . . 391.007— 
.008 

. F u n d R a i s i n g A c t i v i t y 191.027-028 

. G e n e r a l C a t e g o r i e s 52.10 

. G e n e r a l C o u n s e l 191.101-102 

R E L A T I O N S H I P W I T H C L I E N T S — 
c o n t i n u e d 

. G o v e r n m e n t a l A d v i s o r y U n i t s 191.039— 
.040 

. I m p l e m e n t a t i o n o f M A S S y s t e m . . . 191.109— 
.110 

. I n d e p e n d e n c e R u l e 101.01 

. I n d i r e c t F i n a n c i a l I n t e r e s t s 101.09 

. I n v e s t m e n t C l u b O w n e r 191.071—072 

. L e g i s l a t o r in L o c a l G o v e r n m e n t . . . . 191.019— 
.020 

. L i fe I n s u r a n c e P o l i c i e s by C l i e n t . . . 191.083— 
.084 

L i t i g a t i o n 101.07 
. L o a n s t o M e m b e r 101.01; 101.06; 191.063— 

.064; 191.067—.068; 191.117—.118 
. M e m b e r a n d C l i e n t L i m i t e d 

P a r t n e r s 191.123-124 
. M e m b e r a s L e s s o r 191.115—.116 
. M u t u a l F u n d A d v i s e r ' s S t o c k h o l d e r . . . 

191.093—.094 
. M u t u a l F u n d S t o c k h o l d e r 191.069—070 
. M u t u a l I n s u r a n c e C o m p a n y . . . . 191.081—082 
. P r o f i t - S h a r i n g T r u s t D i r e c t o r . . . 191.041—042 
. R e g i s t r a r 191.077—.078 
. R e s i g n a t i o n f r o m E n g a g e m e n t . . . 54.05; 55.07 
. R e s p o n s i b i l i t i e s 54.01—.05 
. R e t e n t i o n of R e c o r d s 501.02 
. R e t i r e d P a r t n e r a s D i r e c t o r . . . . 191.029—.030 
. R e t i r e d P a r t n e r T r u s t e e of E s t a t e 

191.073—.074 
. R e t i r e m e n t P l a n O f f e r 191.065—066 
. S o c i a l C l u b D i r e c t o r 191.031—.032 
. S p o u s e in E S O P of C l i e n t 191.121—122 
. S t o c k T r a n s f e r A g e n t 191.077—.078 
. S t o c k h o l d e r in C o u n t r y C l u b . . . 191.033—.034 
. T r u s t e e of E s t a t e 191.023—.024 
. U n a u d i t e d F i n a n c i a l S t a t e m e n t s 202.02 
. U n a u d i t e d I n t e r i m F i n a n c i a l 

R e p o r t s 291.009—.010 

R E L A T I V E S — S e e F a m i l y R e l a t i o n s h i p s 

R E L E V A N T D A T A — S e e S u f f i c i e n t 
R e l e v a n t D a t a 

R E L I A N C E O N W O R K O F O T H E R S 
. C o n t r o l l e r ' s O p i n i o n o n S u b s i d i a r y . . . . 

291.005-006 

R E L I G I O U S O R G A N I Z A T I O N S 
. A u d i t o r a s D i r e c t o r 101.02 

R E N T O F C O M P U T E R T I M E 
. I m p a i r m e n t of I n d e p e n d e n c e 101.04 

R E P O R T S 
. A n a l y s i s f o r T r a d e A s s o c i a t i o n 591.039— 

.040 
. A s s o c i a t e d M e m b e r s N o t P a r t n e r s . . . . 

• 591.267- 268 
. A t t e s t a t i o n in P u b l i c A d v e r t i s i n g . . . 591.171 — 

.172 
. A u d i t — S e e A u d i t R e p o r t s 
. G r a n t P r o g r a m s 591.335— 336 
. I n t e r n a l , E x a m i n e d by E m p l o y e e 

M e m b e r 291.003—004 
. P a r t n e r s h i p w i t h N o n - C P A s ....291.013—014 
. S u r v e y f o r T r a d e A s s o c i a t i o n . . . 591.041—.042 
. T r a d e A s s o c i a t i o n R e q u e s t f o r D a t a . . . 

391.003-.004 

R E P U T A T I O N 
. C o m p e t e n c e a n d C h a r a c t e r 56.04:56.11 
. P e r s o n a l a n d P r o f e s s i o n a l 56.02 
. R e s p o n s i b i l i t i e s t o C o l l e a g u e s 55.01 
. S u b c o n t r a c t o r f o r M A S 

E n g a g e m e n t s 291.015-016 

R E S I G N A T I O N 
. C o n f l i c t o n P r i n c i p l e s 54.05 
. E f f e c t of L i t i g a t i o n 101.07 
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R E S I G N A T I O N — c o n t i n u e d 
. S p e c i a l i s t R e q u i r e d f o r 

E n g a g e m e n t 55.07 

R E S O L U T I O N S O F C O U N C I L 
. F A S B D e s i g n a t e d t o E s t a b l i s h 

P r i n c i p l e s 203.03 
. F o r m of P r a c t i c e a n d N a m e 505.01 

R E S P O N S I B I L I T I E S T O C L I E N T S 
. C o m p e t e n c e 201.01-02 
. C o m p e t i t i v e I n f o r m a t i o n 391.011—012 
. C o n c e p t of P r o f e s s i o n a l E t h i c s . . . . 54.01—05 
. C o n f i d e n t i a l C l i e n t I n f o r m a t i o n 301.01— 

.02; 391.029—.030 
. C o n t i n g e n t F e e s .302.01; 391.015—.016 
. E t h i c a l P r i n c i p l e 51.07 
. I n f o r m a t i o n o n F e e s '. . . 56.07 
. I n v e s t m e n t R e c o m m e n d a t i o n s . . . . 591.333— 

.334 
. I r r e g u l a r i t i e s in T a x R e t u r n s . . . . 391.005—006 
. P r i o r C l i e n t R e l a t i o n s h i p 391.007—008 
. R e f e r r a l of P r o d u c t s 591.217—.218 
. R e l a t i o n t o P r o f e s s i o n 51.05 
. R e s u m e L i s t i n g C l i e n t s ' N a m e s . . . . 391.013— 

.014 
. R e t e n t i o n of R e c o r d s 501.02 
. S e r v i c e B u r e a u E v a l u a t i o n 191.113—114 
. S t o r a g e o f C l i e n t s ' R e c o r d s . . . . 391.009—.010 
. S u b c o n t r a c t o r S e l e c t i o n 291.015—.016 
. T r a d e A s s o c i a t i o n R e q u e s t f«Jr D a t a . . . 

. \ . . 391.003-004 

R E S P O N S I B I L I T I E S T O C O L L E A G U E S 
. C h a n g e of C o n t r o l of C o m p a n y . . . . 591.015— 

.016 
. C o n c e p t of P r o f e s s i o n a l E t h i c s . . . . 55.01—.07 
. D i s c r i m i n a t i o n in E m p l o y m e n t 501.03 
. E t h i c a l P r i n c i p l e 51.07 
. R e l a t i o n t o P r o f e s s i o n 51.05 

R E S P O N S I B I L I T I E S T O P U B L I C 
. A c c e p t a n c e by P r o f e s s i o n a l s 51.01 
. A s s o c i a t e d F i r m s N o t P a r t n e r s h i p . . . . 

591.269- 270 
. A s s o c i a t e d M e m b e r s N o t P a r t n e r s . . . . 

591.267-.268 
. A t t e s t a t i o n in P u b l i c A d v e r t i s i n g . . . 591.171 — 

.172 
. C o m p e t e n c e 53.04:201.02 
. C o n t r a s t w i t h C l i e n t I n t e r e s t s 54.01 
. C o u r s e I n s t r u c t o r 591.065—066 
. D u a l P r a c t i c e o f M e m b e r 591.275— 276 
. E q u a l O p p o r t u n i t y P r a c t i c e s 56.01 
. E t h i c a l P r i n c i p l e s 51.07 
. F a l s e o r M i s l e a d i n g A d v e r t i s i n g 502.03 
. F a m i l y R e l a t i o n s h i p s — S e e F a m i l y 

R e l a t i o n s h i p s 
. F o r e c a s t s 201.03 
. G r o w t h of R e s p o n s i b i l i t y 51.04 
. I n t e r i m U n a u d i t e d S t a t e m e n t s . . . . 291.009— 

.010 
. " N o n p r o p r i e t a r y P a r t n e r s " N o t 

P e r m i t t e d 591.273- 274 
. O b l i g a t i o n t o A s s i s t C o l l e a g u e s . . . . 55.03—.04 
. P r o v i s i o n s E s t a b l i s h e d b y C o u n c i l 56.08 
. R i g h t s of T h i r d P a r t i e s 55.05 
. S t o c k h o l d e r s ' C l a s s A c t i o n S u i t s 10107 
. U n a u d i t e d F i n a n c i a l S t a t e m e n t s 202.02 

R E S U M E S 
. C l i e n t s ' N a m e s I n c l u d e d 391.013—014 

R E T E N T I O N O F R E C O R D S 
. A g e n c y t o S t o r e C l i e n t s ' R e c o r d s 

391.009-010 
. L i e n t o E n f o r c e P a y m e n t 501.02 
. W o r k i n g P a p e r s P a r t o f R e c o r d s 501.02 

R E T I R E D P A R T N E R S 
. D i r e c t o r o f C l i e n t C o m p a n i e s 191.029— 

.030 

RES 

R E T I R E D P A R T N E R S — c o n t i n u e d 
. F o r m e r P a r t n e r in F i r m N a m e 591.289— 

.290 
. I m p a i r m e n t of F i r m I n d e p e n d e n c e ...101.03 
. P r o f i t - S h a r i n g in F i r m 591.227— 228 
. T r u s t e e o f E s t a t e R e l a t e d t o C l i e n t . . . 

191.073—.074 

R E T I R E M E N T 
. P a y m e n t s f o r S a l e of P r a c t i c e 503.01 
. P l a n F u n d e d by C l i e n t 191.081—082 
. P l a n of C l i e n t O f f e r 191.065—.066 

R I G H T T O P R A C T I C E 
. L o s s o f R i g h t 52.08; 52.17 

R U L E S O F C O N D U C T 
. A c c o u n t i n g P r i n c i p l e s 203.01 
. A c t s D i s c r e d i t a b l e 501.01 
. A d v e r t i s i n g 502.01 
. A p p l i c a b i l i t y t o M e m b e r s 92.01—.05 
. A u d i t i n g S t a n d a r d s 202.01 
. A u t h o r i t y 51.06 
. C o m m i s s i o n 503.01 
. C o n f i d e n t i a l C l i e n t I n f o r m a t i o n 301.01 
. C o n t i n g e n t F e e s 302.01 
. D e f i n i t i o n s A p p l i c a b l e 91.01—.12 
. D u e P r o f e s s i o n a l C a r e 201.01 
. F o r e c a s t s 201.01 
. F o r m o f N a m e 505.01 
. F o r m of P r a c t i c e 505.01 
. G e n e r a l S t a n d a r d s 201.01 
. I n c o m p a t i b l e O c c u p a t i o n s 504.01 
. I n d e p e n d e n c e 101.01 
. I n t e g r i t y a n d O b j e c t i v i t y 52.05; 102.01 
. M e m b e r s N o t in P u b l i c A c c o u n t i n g . . . . 92.04 
. P h i l o s o p h i c a l F o u n d a t i o n 51.08 
. P l a n n i n g a n d S u p e r v i s i o n 201.01 
. S o l i c i t a t i o n 56.03; 502.01 
. S u f f i c i e n t R e l e v a n t D a t a 201.01 

R U L I N G S — S e e E t h i c s R u l i n g s 
S A L E S P R O M O T I O N — S e e P r o m o t i o n a l 

P r a c t i c e s 

S A V I N G S A N D L O A N A S S O C I A T I O N S 
. L o a n t o M e m b e r ' s C o m p a n y . . . 191.063—.064 
. S o n of M e m b e r a s D i r e c t o r 191.049—.050 

S C H O O L D I S T R I C T S 
. F a t h e r of M e m b e r o n S c h o o l B o a r d . . . 

191.047—.048 

S E C U R I T I E S A N D E X C H A N G E 
C O M M I S S I O N 

. R e s p o n s i b i l i t y f o r A c c o u n t i n g 
R e c o r d s 101.04 

S E C U R I T I E S I N V E S T O R P R O T E C T I O N 
C O R P O R A T I O N 191.117-118 

S E L L I N G — S e e P r o m o t i o n a l P r a c t i c e s 

S E M I N A R S — S e e E d u c a t i o n a l S e m i n a r s 

S E R V I C E B U R E A U S 
. C o n s u l t i n g S e r v i c e s 591.311—.312 
. E v a l u a t i o n f o r C l i e n t 191.113—.114 
. P r o c e s s i n g T a x R e t u r n s 391.001—002 

S O C I A L C L U B S 
. M e m b e r a s S t o c k h o l d e r 191.033—034 
. M e m b e r o n B o a r d of D i r e c t o r s . . . . 191.031— 

.032 

291.011—.012 

S O F T W A R E 
. S u b c o n t r a c t o r S e l e c t i o n 291.015—.016 

S O L E P R A C T I T I O N E R S — S e e 
P r o p r i e t o r s h i p s 

S O L I C I T A T I O N 
. C o n c e p t of P r o f e s s i o n a l E t h i c s 56.03 
. E f f o r t s b y T h i r d P a r t i e s 502.06 
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S O L I C I T A T I O N — c o n t i n u e d 
. F a l s e o r M i s l e a d i n g 56.03; 502.03 
. N e w s l e t t e r w i t h M e m b e r ' s N a m e 

591.163—.164 
. R u l e of C o n d u c t 502.01 

S P E A K I N G E N G A G E M E N T S 
. P a r t i c i p a t i o n b y C P A s 56.04 

S P E C I A L I Z A T I O N 
. B u s i n e s s C o m b i n a t i o n s 591.201— 202 
. F o r m of P r a c t i c e a n d N a m e 505.01 
. R e f e r r a l o r A s s i s t a n c e 55.07 
. S u p e r v i s i o n o f S p e c i a l i s t s 291.017—.018 

S P O N S O R S H I P 
. E m p l o y e e B e n e f i t P l a n 191.105—.106; 

191.119-120 

S P O U S E O F M E M B E R — S e e a l s o F a m i l y 
R e l a t i o n s h i p s 

B o o k k e e p e r of C l i e n t 191.011—012 
E m p l o y e e S t o c k O w n e r s h i p P l a n 

191.121—.122 
I m p a i r m e n t of I n d e p e n d e n c e 101.05 
R e f e r r a l of L i f e I n s u r a n c e A s s i g n m e n t s 

t o S p o u s e 591.225-.226 
T r u s t e e o f C l i e n t S h a r e s . . . . . . . 191.053—054 
U n c l e O w n e r / O f f i c e r o f C l i e n t 191.045— 

.046 

S T A F F M E M B E R S 
. A c c o u n t w i t h B r o k e r a g e C l i e n t 191.117-

.118 
. " A n d C o m p a n y " in F i r m T i t l e 591.293— 

.294 
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B i s e c t i o n 101 
Name and Purpose 

As amended Febru
ary 1, 1974 

.01 The name of this organizat ion shall be the Amer ican Institute of Cer
t i f ied P u b l i c Accountants. In keeping w i th the Institute's certificate of 
incorporat ion, its objectives shall be to unite cert i f ied pub l i c account
ants in the Un i t ed States; to promote and maintain h igh professional 
standards of practice; to assist in the maintenance of standards for entry 
to the profession; to promote the interests of C P A s ; to develop and 
improve account ing educat ion; and to encourage cordial relations be
tween C P A s and professional accountants in other countries. 

A I C P A P r o f e s s i o n a l S tanda rds BL §101.01 
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Bl Settioi 200 

II. ADMISSION TO MEMBERSHIP 
AND ASSOCIATION 

TABLE OF CONTENTS 
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Associates 01 -.03 
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BL Section 210 

AICPA Professional Standards BL § 210.01 

2.7 Members 
As amended Febru
ary 1, 1974 

.01. M e m b e r s of the Ins t i tu te sha l l b e 

2.1.1 Members of the Inst i tute at the effective date of these bylaws, 

and 

2 . 1 . 2 Persons who shal l qual i fy for admission as provided in section 

2 .2 of this article and who shal l be admi t ted by the Board of 

Di rectors. 
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B i s e c t i o n 220 

2.2 Requirements tor 
Membership 

As amended Febru
ary 1, 1974 

.01 The fo l lowing persons may quali fy for admission as members of the 
Institute: 

2.2A Those who are in possession of va l id and unrevoked cert i f ied 
pub l ic accountant certificates issued by the legally consti tuted state 
authorit ies ("state," when it appears in these bylaws and in imp le 
ment ing resolutions of C o u n c i l , shall be understood to include the 
states, territories, or terr i tor ial possessions of the U n i t e d States or the 
Dis t r ic t of Co lumb ia ) , and 

2.2.2 W h o shall have passed an examinat ion in account ing and 

other related subjects satisfactory to the Board of Directors. 

The next page is 5351. 
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B i s e c t i o n 230 

2.3 Certificate of 
Membership 

As amended Febru-
s ary 1, 1974 

.01 U p o n admission each member shall be ent i t led to a certificate sett ing 
forth that he is a member of the Inst i tute, but no certificate shall be 
issued unt i l receipt of dues for the current year. Certif icates of member
ship shall be returned to the secretary o f the Inst i tute upon suspension or 
terminat ion of membership for d isc ip l inary reasons. 

AICPA Professional Standards BL § 230.01 
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BL Section 240 

The next page is 5371. 

BL § 240.01 © 1974, A m e r i c a n Inst i tu te of Cer t i f i ed P u b l i c A c c o u n t a n t s , Inc . 

2.4 Right of Members to 
Describe Themselves 
as Such 

As amended Febru
ary 1, 1974 

.01 A member of the Institute shall be ent i t led to use the designation 
" M e m b e r of the Amer ican Institute o f Cert i f ied Pub l i c Accountants . " A 
f i rm al l of whose partners or shareholders are members shall be ent i t led 
to use the designat ion "Members of the Amer ican Institute of Cer t i f ied 
Pub l i c Accountan ts . " 
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BL Section 250 

m->~ The next page is 5381. <Hf 

AICPA Professional Standards BL § 250.01 

2.5 International 
Associates 

As amended Febru
ary 1, 1974 

.01 International associates shall include those who were international as
sociates on the effective date of these bylaws. Thereafter, cit izens of other 
countries who shall satisfy such requirements as the Counc i l may pre
scribe may be admit ted as international associates. The Counc i l shall 
adopt rules govern ing such associate membership and indicat ions 
thereof. 

(See sec t ion 250 R.) 
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Implementing Resolutions Under 
Section 2.5 International 
Associates 

As amended Febru
ary 1, 1974 

Resolved: 

.01 That those persons who are not, and have not begun the process of 
becoming , ci t izens of the U n i t e d States of Amer i ca may qual i fy for 
admission as international associates o f the Insti tute i f they 

(a) are of good moral character, 

(b) have rece ived a baccalaureate, master's, or P h . D . degree, 
w i t h concentrat ion i n account ing, confer red b y an accred i ted c o l 
l ege or univers i ty , i n d ie U n i t e d States of A m e r i c a or its terr i tor ies, 
or i ts equ iva lent , 

(c) have passed the U n i f o r m Cer t i f ied Pub l i c Accountant E x a m i 
nat ion in accordance w i th the regulations prescribed by the Board o f 
Examiners , and 

(d) are not pract ic ing pub l ic account ing in the U n i t e d States of 

Amer i ca as proprietors, partners, pr inc ipa ls , officers, or shareholders. 

Further resolved: 

.02 Tha t upon admission and receipt of dues for the current year each 
internat ional associate shal l be ent i t led to a certificate of association 
stat ing that he is an international associate of the Inst i tute, provided 
that the said certificate of associateship shal l not be displayed in home 
or office du r ing the recipient's stay in the U n i t e d States in a manner 
that m igh t mislead anyone to believe the recipient to be a C P A of any 
of the l icensing jur isdict ions of the U n i t e d States; and such certif icate 
shal l be returned to the secretary upon suspension or terminat ion of 
the association of an international associate for discipl inary reasons. 

AICPA Professional Standards BL § 250R.02 
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Further resolved: 

.03 That terminat ion of association of an international associate shal l 
be governed by the provisions of A r t i c le VII of the Institute bylaws 
and, in add i t ion , an international associateship shall be considered to 
be terminated when, having satisfied al l the requirements of a l icens
ing jur isdict ion and having been issued a C P A certif icate, an interna
t ional associate either becomes e l ig ib le for membership in the 
A I C P A , or, after a period of thir ty-six months has elapsed from the 
date of his admiss ion, has not returned to his homeland for a period of 
at least one year. 

BL § 250R.O3 Copyright © 1978, American Institute of Certified Publ ic Accountants. Inc. 
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BL Section 300 
III. ORGANIZATION 
AND PROCEDURE 
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B i s e c t i o n 310 
3.7 General 

As amended Febru
ary 1, 1974 

.01 T h e o r g a n i z a t i o n of the Ins t i t u te sha l l i nc lude the m e m 
bers , the C o u n c i l , the B o a r d of D i r e c t o r s , off icers, and c o m m i t 
tees ( i n c l u d i n g subcommi t tees , boa rds , sub-boards , task fo rces , 
a n d the l i ke , s t a n d i n g o r o t h e r w i s e ) . 

.02 T h e B o a r d of D i r e c t o r s m a y f r o m t i m e to t ime o rgan i ze the 
commi t t ees and staff of the Ins t i tu te in to d i v i s i ons a n d , sub 
jec t to sec t ion 3.6, m a y adopt ru les of p rocedures and opera t 
i n g po l i c ies fo r such d i v i s i ons . 

The next page is 5411. 
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.01 T h e r ights and powers of the membership o f the Inst i tute shal l be as 
hereinafter def ined. 

3.2.1 Attendance at Meetings 

Every member and international associate o f the Insti tute shall be 

ent i t led to attend al l meetings o f the Insti tute. 

3.2.2 Voting Rights 

Every member , but no international associate, shall be ent i t led to 
vote in person, when in attendance, upon al l questions brought before 
du ly called meetings of the Inst i tute, and by mai l bal lot for the 
elect ion of C o u n c i l members pursuant to sections 6.1 through 6 . 1 . 6 , 
on proposed amendments to these bylaws or to the Code of Profes
sional Eth ics as provided in Ar t i c le V I I I , and upon proposed resolu
tions of the membership as provided in section 5 .1 .4 . 

3.2.3 Residence for Voting Purposes 

The state f rom wh ich a member may vote shall be that indicated by 

his ma i l i ng address as carried in the off icial records of the Inst i tute, 

and may be either the state in wh ich he resides or that in wh ich his 

office is located. 

3.2.4 Resolutions of the Membership 

A s provided in section 5 .1 .4 , the members by ma i l ballot may enact 
resolutions of the membership, not inconsistent w i t h these bylaws, 
wh ich shall be b ind ing upon the membersh ip , the C o u n c i l , the Board 
of Di rectors, officers, d iv is ions, committees or boards, and staff. 

3.2.5 Certain Positions to Be Held Only by Members 

O n l y members of the Insti tute, as defined in section 2 . 1 , may serve as 
officers of the Institute or as members of the C o u n c i l , the Board of 
Directors, or any commit tee or board designated as "sen ior" by the 
C o u n c i l (see section 3 6 . 1), or as "permanent" by these bylaws (see 
section 3-6.2) ; prov ided, however, that the secretary, who need not 

As amended Febru
ary 1, 1974, unless 
otherwise indicated 

3.2 Membership 



5412 Organization and Procedure 

be a member of the Institute, and three representatives of the public, 

none of whom shall be members of the Institute, shall be members of 

the Board of Directors. [As amended, effective March 31, 1978.] 
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BL Section 330 

AICPA Professional Standards BL § 330.01 

3.3 Council 
As amended Febru
ary 1, 1974, unless 
otherwise indicated 

.01 The govern ing body of the Institute shall be the C o u n c i l . 

3.3.1 Composition 

The Counc i l shall be composed of 

3.3.1.1 Members of the Institute direct ly elected by the member

ship in each state in accordance w i th sections 6.1.1 through 6 .1 .6 ; 

3.3.1.2 Representatives of the recognized state societies of cer
t i f ied pub l i c accountants selected in accordance w i t h section 6 .2 ; 

3.3.1.3 Twenty -one members-at- large selected in accordance 
w i th section 6 . 3 ; 

3.3.1.4 The chairman of the Board , the vice chairman of the 
Board , the president, the three volunteer vice presidents, and the 
treasurer; 

3.3.1.5 A l l past presidents o f the Amer ican Insti tute o f Account 
ants and the Amer ican Inst i tute o f Cert i f ied Pub l i c Accountants 
who served pr ior to December 3 1, 1973, and are members of the 
Inst i tute; 

3.3.1.6 A l l past chairmen of the Board of the Amer ican Institute 
of Cert i f ied Pub l i c Accountants who are members of the Insti tute; 
and 

3.3.1.7 A l l members of the Board of Directors of the Institute, 
except the secretary, not otherwise on the Counci l . [As amended, 
effective March 31, 1978.] 

3.3.2 Powers 

The C o u n c i l may exercise al l powers requisite for the purposes of the 

Inst i tute, not inconsistent w i t h these bylaws or w i t h duly enacted 

resolutions of the membership, inc lud ing but not l im i ted to the 

author i ty to prescribe the pol icies and procedures of the Institute and 

to enact resolutions b ind ing upon the Board of Di rectors, the officers, 

d iv is ions, committees or boards, and staff. 
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3.3.3 Reports to Membersh ip 

The actions of the Council shall be reported to the membership at 
least annually. 
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3.4 Board of Directors 
As amended Febru
ary 1, 1974 

.01 Between meetings of the Council, the activities of the Institute shall be 
directed by the Board of Directors, the composition of which shall be 
prescribed by the Council. 

(See section 340 R.) 

3.4.1 P o w e r s 

The Board of Directors shall act as the executive committee of Council 
between meetings of Council, shall control and manage the property, 
business, and activities of the Institute, and shall take whatever action it 

deems desirable including the establishment of policies for the conduct of 
the affairs of the Institute consistent with the provisions of these bylaws, 
resolutions of the membership, or actions of the Council. 

3 . 4 . 2 R e p o r t s t o C o u n c i l 

The actions of the Board of Directors shall be reported to the Council 
at least semiannually. 
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Implementing Resolution Under 
Section 3.4 Board of 
Directors 

As amended Febru
ary 1, 1974, unless 
otherwise indicated 

Resolved: 

.01 That the Board o f Directors shal l be composed of 

(a) the chai rman of the Board , the vice chai rman of the Board , the 
vice presidents elected by the C o u n c i l , the treasurer, and the i m 
mediate past cha i rman of the Board ; 

(b) the president and the secretary o f the Inst i tute; 

(c) n ine present or former members o f the C o u n c i l elected to the 
Board by the C o u n c i l pursuant to section 6 . 3 , to serve for three years 
or un t i l the elect ion o f their successors; and 

( d ) three representatives of the pub l i c , w h o are not members 
of the Inst i tute. [As amended , effective M a y 8, 1978.] 
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.0*1 T h e off icers of the Ins t i t u te sha l l be a cha i rman of the B o a r d of 
D i r e c t o r s , a v i ce c h a i r m a n of the B o a r d , w h o sha l l be the cha i r 
m a n of the B o a r d nominee , three vo lun teer v ice pres idents , and a 
t reasurer , a l l of w h o m sha l l be members h a v i n g a C P A cert i f icate 
as p r o v i d e d i n sect ion 2 .2 .1 ; a president, w h o sha l l be a member 
a n d fu l l - t ime employee of the Ins t i tu te , and a secretary , w h o sha l l 
be a fu l l - t ime emp loyee of the Inst i tu te, but need not be a m e m b e r 
of the Ins t i tu te . T h e cha i rman of the B o a r d , the v ice c h a i r m a n , 
the t reasurer , the pres ident , a n d the secre tary sha l l have s u c h 
terms of office, powers, and privi leges as the Counc i l may prescribe. 

[ A s amended, ef fect ive M a r c h 31, 1978.] 

(See sect ion 350 R . ) 

3.5.1 Officers Appointed by the Board of Directors 

T h e B o a r d of D i r e c t o r s m a y appo in t staff v i ce pres idents w h o 
sha l l be ne i ther members of the B o a r d no r of the C o u n c i l and 
w h o sha l l p e r f o r m such dut ies as m a y be ass igned to t h e m b y 
the pres ident . 
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BL Section 350 B 

Implementing Resolution Under 
Section 3.5 Officers 

As amended Febru
ary 1, 1974 

Resolved: 

Term of Office 

.01 That the chai rman of the Boa rd , the vice chairman of the Board , 
the volunteer vice presidents, and the treasurer shall each be elected 
annual ly by the C o u n c i l for a term of one year or un t i l the election of 
his successor. O n l y the treasurer may succeed h imsel f in the same 
office after serving a fu l l term o f one year. 

Chairman of the Board 

.02 Tha t the chai rman of the Board shall preside at meetings o f 
members of the Inst i tute, the C o u n c i l , and the Board of Directors. H e 
shal l appoint commit tees and boards as provided in section 3.6 of the 
bylaws. H e shal l act as a spokesman for the Insti tute and appear on its 
behalf before other organizat ions. 

Vice Chairman of the Board 

.03 Tha t the vice chai rman shall be chai rman-nominee of the Board of 
Directors and shal l preside in the absence of the chai rman at meetings 
o f the Inst i tute, the C o u n c i l , and the Board o f Directors. H e shal l 
fami l iar ize h imsel f w i th the duties o f the office o f chai rman and shall 
perform such other related duties as may be assigned to h i m by the 
cha i rman. 

Elected Vice Presidents 

.04 Tha t the duties of the elected vice presidents shal l be those usually 
apperta in ing to the office o f vice president. O n e of the elected vice 
presidents designated by the Board o f Directors shall preside at 
meetings o f the Inst i tute or o f the C o u n c i l in the absence of the 
chai rman of the Board and of the vice chai rman of the Board . N o two 
elected vice presidents shal l be residents o f the same state. 

AICPA Professional Standards BL § 350R.04 
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Treasurer 

.05 Tha t the treasurer shal l fami l iar ize h imsel f w i th f inancial pol ic ies, 
investment pol ic ies, and the account ing procedures, controls, and 
f inancial report ing of the Inst i tute, and shall consult w i th the presi
dent and the independent auditors on such matters, on wh ich he shall 
advise the members of the Board of Directors and the president. H e 
shal l report thereon to the Board of Directors to the extent that he 
deems desirable or as the Board of Directors may direct, and shall 
perform such other related duties as may be assigned to h i m by the 
Counc i l or the Board of Directors. 

President 

.06 Tha t the president shall have fu l l responsibi l i ty for the execution of 
the pol ic ies and programs of the Inst i tute, act as a spokesman for the 
Inst i tute, and perform such other services as may be assigned to h i m 
by the Counc i l and the Board of Directors. 

Secretary 

.07 That the secretary of the Inst i tute shall have the usual duties of a 
corporate secretary and shal l perform such other related duties as may 
be assigned to h i m by the president. A n assistant secretary to serve in 
his absence, who need not be a member of the Insti tute, may be 
appointed by the Board of Directors. 
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.01 Except as otherwise provided by these bylaws or the Council (see section 
3 . 6 . 1 ) , the chairman of the Board, or his delegate, may appoint commit
tees and boards with such duties, powers, responsibilities, and proce
dures as he may prescribe. The chairman of the Board, the president,and 
the secretary shall have the privilege of the floor at meetings of all 
committees and boards. 

(See section 360 R.) 

3.6.1 S e n i o r C o m m i t t e e s 

The Council may designate any committee or board as a "senior" 
committee or board. The appointment by the chairman of the Board 
of members to senior committees or boards shall require the approval 
of the Board of Directors. The duties, powers, responsibilities, and 
procedures of senior committees and boards shall be as the Council 
may prescribe consistent with the specific provisions of these bylaws. 

(See section 360 R.) 

3 .6 .2 P e r m a n e n t C o m m i t t e e s , B o a r d s , a n d D i v i s i o n s 

The following committees shall be permanent committees, boards, or 
divisions of the Institute: the nominations committee (see section 
3 . 6 . 2 . I ) ; the professional ethics division (see section 3 . 6 . 2 . 2 ) ; the 
Trial Board (see section 3 . 6 . 2 . 3 ) ; and the Board of Examiners (see 
section 3 . 6 . 2 . 4 ) . 

(See section 360 R.) 

3.6.2.1 N o m i n a t i o n s C o m m i t t e e 

There shall be a nominations committee composed of seven mem
bers of the Institute, elected by the Council in such manner as the 
Council shall prescribe. It shall be the responsibility of the Com
mittee to make nominations for the offices of chairman of the 
Board, vice chairman of the Board, volunteer vice president, 
treasurer, the Board of Directors, the Trial Board, and the Coun-

As amended Febru
ary 1, 1974, unless 
otherwise indicated 

3.6 Committees 

BL Section 360 
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c i l , as elsewhere provided in these by laws, and to apport ion among 

the states direct ly elected C o u n c i l seats pursuant to section 6. 1.2. 

3.6.2.2 Professional Ethics Division 

There shall be a professional ethics d iv is ion whose executive com
mittee shall serve as the ethics commi t tee o f the Inst i tute, and 
there shall be such other commit tees w i t h i n qhe d iv is ion as the 
Board of Directors shall authorize. The d iv is ion sha l l , w i th the 
concurrence of the Board of D i rec tors , adopt rules govern ing 
procedures consistent w i t h these bylaws or actions o f Counc i l to 
investigate potent ial d isc ip l inary matters invo lv ing members and 
arrange for presentation o f the case before the T r i a l Board where 
the commi t tee f inds p r ima facie evidence of infract ion o f these 
bylaws or o f the Code of Professional E th ics , interpret the Code o f 
Professional E th ics , propose amendments thereto, and perform 
such related services as the Counc i l may prescribe. 

3.6.2.3 Trial Board 

There shall be a Tr ia l Board consisting of members having a C P A 
certificate as provided in section 2.2.1 to adjudicate disciplinary 
charges against members of the Institute pursuant to section 7.4. 
Members of the Tr ia l Board shall be elected by the Counc i l for 
such terms as the Counci l may prescribe. 

The Tr ia l Board is empowered to adopt rules, consistent with 
these bylaws or actions of the Counc i l , governing procedure in 
cases heard by it or any sub-board, and in connection with any 
application for review of a decision of a sub-board. 

Decisions of any sub-board or the Tr ia l Board shall be subject 
to review only by the Tr ia l Board. 

[As amended, effective March 31, 1978.] 

(See sect ion 360 R . ) 

3.6.2.4 Board of Examiners 

There shall be a Board of Examiners appointed by the chai rman of 
the Board of Directors subject to the approval of the Board of 
Di rectors . It shal l supervise the preparation o f a un i fo rm examina
t ion wh ich may be adopted by the legal ly const i tuted authorit ies of 
the states in examin ing candidates for the cert i f ied pub l i c account
ant certif icate and the conduct of the grad ing service offered by the 
Inst i tute. T h e Board o f Examiners shal l formulate the necessary 
rules and regulat ions for the conduct of its wo rk , but a l l such rules 
and regulations may be amended, suspended, or revoked by the 

BL § 360.01 Copyright © 1978, American Institute of Certified Publ ic Accountants, Inc. 
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Board of Directors. The Board of Examiners may delegate to 
members of the Institute's staff or other duly qualified persons the 
preparation of examination questions and the operation of the 
grading service conducted by the Institute. 

The next page is 5491. <<-^ 
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B i s e c t i o n 360 R 
Implementing Resolutions Under 
Section 3.6 Committees 

A I C P A Professional Standards BL § 360R.02 

Resolved: 
.01 (1) T h a t the f o l l o w i n g be des igna ted as sen io r commi t t ees 

and b o a r d s : 

• A c c o u n t i n g a n d rev iew serv ices commi t tee 

• Accoun t i ng s tandards d iv is ion execu t i ve commi t t ee 

• A u d i t i n g s tandards d i v i s i on execu t i ve commi t t ee 

• B o a r d of examiners 

• C o n t i n u i n g p ro fess iona l educa t i on d i v i s i o n execut ive 
c o m m i t t e e 

• F e d e r a l taxa t ion d i v i s i o n execu t i ve commi t t ee 

• M a n a g e m e n t adv isory services d iv is ion execut ive committee 

• P r a c t i c e r e v i e w commi t t ee 

• P r i v a t e compan ies p rac t i ce sec t ion execu t i ve commi t t ee 

• P ro fess iona l e th ics d iv is ion execu t i ve commi t t ee 

• Q u a l i t y con t ro l s tandards commi t t ee 

• S E C prac t i ce sec t ion execu t i ve c o m m i t t e e 

[ A s amended , ef fect ive M a y 8, 1978.] 

.02 (2) T h a t the f o l l o w i n g senior t echn i ca l commi t tees be 
au tho r i zed to make p u b l i c s ta tements , w i t h o u t c learance w i t h 
the C o u n c i l o r the B o a r d of D i rec to rs , on ma t te rs re la ted to 
the i r a rea of p r a c t i c e : 

• A c c o u n t i n g and rev i ew serv ices commi t tee 

• A c c o u n t i n g s tandards d i v i s ion execu t i ve commi t tee 

• A u d i t i n g s tandards d i v i s ion execu t i ve commi t t ee 

• F e d e r a l t axa t i on d i v i s i o n execu t i ve commi t t ee 

• Management adv isory services d iv is ion executive committee 

• P r o f e s s i o n a l eth ics d iv i s ion execu t i ve c o m m i t t e e 

• Q u a l i t y con t ro l s tandards commi t t ee 

[ A s amended , ef fect ive M a y 8, 1978.] 

As amended Febru
ary 1, 1974, unless 
otherwise indicated 
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.03 (3) T h a t the pract ice r e v i e w commi t tee is hereby au tho r i zed 
to r e v i e w speci f ic repor ts and re la ted financial s ta tements tha t 
appear to dev ia te f r o m accep ted s tandards , a n d to c o m m u n i 
cate to the r e p o r t i n g accoun tan t o r a c c o u n t i n g firm the c o m 
mi t tee 's c o m m e n t s or ques t ions abou t the repor t o r re lated 
financial s ta tements . T h e commi t tee 's f unc t i on is to be e d u 
ca t i ona l , no t d i s c i p l i na r y , i n na ture . 

T h e commi t tee sha l l not re fer a case to the p ro fess iona l 
e th ics d i v i s i o n except that i t m a y re fer a case u n d e r e i ther of 
the f o l l o w i n g c i r c u m s t a n c e s : 

(a) A member , after reasonab le not ice, fa i ls o r re fuses to 
m a k e a subs tan t i ve response to a le t ter of i n q u i r y f rom, the 
commi t t ee . 

(b ) A m e m b e r , w i t h o u t reasonab le g rounds , fa i l s to c o m 
p l y s u b s e q u e n t l y w i t h techn ica l s tandards w i t h respect to a 
spec i f ic c l ient whe re m a j o r def ic ienc ies i n such techn ica l 
s tandards have p r e v i o u s l y been ca l led to h is o r he r a t ten
t ion b y the commi t tee . 

N o m e m b e r of the pro fess iona l eth ics d i v i s i o n sha l l be a 
m e m b e r of the prac t ice rev iew commi t tee . 

T h e commi t tee sha l l dea l o n a conf ident ia l bas is w i t h each 
report s u b m i t t e d to i t a n d sha l l not c o m m u n i c a t e i ts v i e w s 
on the repor t to a n y person other t han the accoun tan t o r 
a c c o u n t i n g firm w h o s igned the repor t , s tate C P A soc ie ty 
commi t t ee h a v i n g s im i l a r respons ib i l i t i es tha t requests assis t 
ance i n r e v i e w i n g the repor t , o r the p ro fess iona l e th ics d iv is ion 
w i t h respect to a re fe r red case. T h e c o m m i t t e e sha l l no t 
d isc lose the source of a repor t subm i t t ed to it. 

T h e commi t tee m a y adv ise the a u d i t i n g s tandards execut ive 
commi t tee a n d the a c c o u n t i n g s tandards execu t i ve commi t t ee 
of p rob lems that m a y need au thor i ta t i ve c la r i f i ca t ion . 

[ A s amended , ef fect ive M a y 14, 1975.] 

Under Section 3.6.2 Permanent Committees, Boards, 
and Divisions 

Resolved: 
.04 T h a t at the C o u n c i l m e e t i n g p r e c e d i n g the a n n u a l m e e t i n g 

the r e t i r i n g cha i rman of the B o a r d a n d the i n c o m i n g c h a i r m a n 
of the B o a r d sha l l p resent the i r jo in t r ecommenda t i ons for 
m e m b e r s of the n o m i n a t i n g commi t tee fo r the cu r ren t year , at 
least t w o of w h o m sha l l be m e m b e r s of the C o u n c i l . O t h e r 
nomina t ions f r o m the floor sha l l be pe rm i t t ed . V o t i n g sha l l 
be b y vo ice vote of the i n c o m i n g C o u n c i l , or , i f requested b y 
a m a j o r i t y of those present , b y w r i t t e n ba l lo t . A m a j o r i t y vote 
sha l l elect. 
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Under Section 3.6.2.3. Trid Board 
[ A s amended, ef fect ive M a y , 1976.] 

Resolved: 
.05 T h a t the powers of the " T r i a l B o a r d " set f o r th i n b y l a w 

sect ion 3.6.2.3 sha l l be exerc ised b y the Jo i n t T r i a l B o a r d 
D i v i s i o n w h i c h sha l l cons is t of a sys tem of reg iona l t r i a l boards 
and a N a t i o n a l R e v i e w B o a r d . 

.06 R e g i o n a l t r ia l boards sha l l be created for each appropr ia te 
geog raph i ca l reg ion as ag reements are entered in to be tween 
the Ins t i tu te and the var ious state societ ies as con temp la ted 
i n sec t ion 7.4 of the b y l a w s . T h e n u m b e r and geog raph i ca l 
compos i t i on of such reg ions m a y be changed f rom t ime t c t i m e 
b y the eth ics d i v i s ion w i t h the concur rence of the B o a r d of 
D i r e c t o r s as appears appropr ia te to the efficient managemen t 
of the bus iness of the Jo i n t T r i a l B o a r d D i v i s i o n . N o state 
soc ie ty sha l l be i n c l u d e d in a reg ion w i t h o u t i ts consent. 

.07 E a c h reg iona l t r ia l boa rd sha l l be composed of twen ty - f i ve 
m e m b e r s in p rac t i ce e lected b y the B o a r d of D i r ec to r s of the 
state societ ies in the reg ion in p ropor t i on to the n u m b e r of 
v a l i d cur rent C P A cert i f icates i n force i n each of the states i n 
tha t reg ion at the t ime of such elect ion. T h e reg iona l t r ia l 
board sha l l a lso i nc lude add i t i ona l m e m b e r s f rom those states 
as to w h i c h it is necessary to b r i n g that state's m e m b e r s h i p to 
a m i n i m u m of three, as w e l l as a c h a i r m a n and v ice cha i rman 
w h o sha l l be elected for a th ree-year t e rm by the B o a r d of 
D i r e c t o r s of the Ins t i tu te f rom persons w h o are members of 
bo th a state soc ie ty in the reg ion and the Ins t i tu te . T h e 
B o a r d of D i rec to r s sha l l a lso des ignate a secre tary fo r each 
reg iona l t r i a l board w h o need not be a member thereof. N o 
member of the Ins t i tu te 's p ro fess iona l ethics d i v i s i on or an 
eth ics commi t tee of a state C P A soc ie ty h a v i n g respons ib i l i t y 
for i nves t i ga t i ng comp la in ts and b r i n g i n g d i s c i p l i n a r y charges 
n o r a member of a state board of accountancy charged w i t h 
r e g u l a t i n g the pro fess ion of pub l i c accoun tancy , or of any o the r 
state agency h a v i n g s i m i l a r respons ib i l i t y sha l l be e l ig ib le for 
appo in tmen t to a reg iona l t r ia l board . [ A s amended, ef fect ive 
M a y 8, 1978.] 

.08 T h e c h a i r m a n of a n y reg iona l t r i a l board or i ts v i ce cha i r 
m a n , w h e n a c t i n g as cha i rman , pursuan t to ru les to be adopted 
b y the Jo i n t T r i a l B o a r d D i v i s i o n sha l l appo in t f r om the 
members of the reg iona l t r i a l boa rd a panel of not less t han 
5 members i n c l u d i n g a cha i rman , w h o m a y or m a y not be the 
c h a i r m a n o r v ice cha i rman w h e n a c t i n g as cha i rman of the 
pa r t i cu la r reg ional t r ia l boa rd , to hear and ad jud ica te charges 
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aga ins t m e m b e r s of the Ins t i tu te or p a r t i c i p a t i n g state soc iet ies 
i n the reg ion unde r the p rov i s ions of sect ion 7.4 of these by iaws. 

.09 T h e N a t i o n a l R e v i e w B o a r d sha l l cons is t of t h i r t y - s i x m e m 
bers of the Ins t i tu te in prac t ice elected b y C o u n c i l . A l l pe rsons 
e lec ted to membersh ip on the N a t i o n a l R e v i e w B o a r d sha l l 
a lso be m e m b e r s of a state soc ie ty , and no more than three 
m e m b e r s of the N a t i o n a l R e v i e w B o a r d sha l l have the i r p r i n 
c ipa l p lace of p rac t i ce in any one state. N o m e m b e r of the 
Ins t i tu te 's p ro fess iona l eth ics d i v i s i on o r an eth ics commi t t ee 
of a state C P A soc ie ty h a v i n g respons ib i l i t y for i n v e s t i g a t i n g 
comp la in t s and b r i n g i n g d i s c i p l i n a r y charges nor a m e m b e r of 
a state board of accoun tancy charged w i t h r egu la t i ng the 
p ro fess ion of pub l i c accountancy , or of any other state a g e n c y 
h a v i n g s im i l a r respons ib i l i t y sha l l be e l ig ib le for appo in tmen t 
to the N a t i o n a l R e v i e w B o a r d . 

.10 T h e J o i n t T r i a l B o a r d E x e c u t i v e C o m m i t t e e sha l l elect a 
c h a i r m a n and v i ce c h a i r m a n of the N a t i o n a l R e v i e w B o a r d 
f r o m the m e m b e r s h i p of the N a t i o n a l R e v i e w B o a r d , the v i ce 
c h a i r m a n to serve as c h a i r m a n d u r i n g any per iod of u n a v a i l 
ab i l i t y of the cha i rman . I t sha l l a lso elect a secretary w h o 
need no t be a member . [ A s amended , effect ive M a y 8, 1978.] 

.11 T h e c h a i r m a n o r v i ce c h a i r m a n w h e n a c t i n g as cha i rman 
pu rsuan t to ru les of p rocedure to be adop ted b y the Jo in t T r i a l 
B o a r d D i v i s i o n sha l l appo in t f r o m the m e m b e r s of the N a t i o n a l 
R e v i e w B o a r d a pane l of not less than n ine members i n c l u d i n g 
a cha i rman , w h o m a y or m a y not be the c h a i r m a n or v i ce -
c h a i r m a n w h e n a c t i n g as cha i rman of the N a t i o n a l R e v i e w 
B o a r d , to hear and ad jud ica te e i ther charges aga ins t members 
w h e n the N a t i o n a l R e v i e w B o a r d is a t r i b u n a l of first ins tance, 
or to exerc ise the r e v i e w i n g ju r i sd ic t ion as p rov ided i n C o u n c i l 
resolut ion under sec t ion 7.4 of these b y l a w s , w h i c h sec t ion 
sha l l g o v e r n as to the appo in tment of the ad hoc commi t tees 
as ca l l ed fo r there in . 

.12 U p o n the i n i t i a l c reat ion of a n y reg iona l t r i a l b o a r d a n d the 
N a t i o n a l R e v i e w B o a r d the te rms of m e m b e r s thereof sha l l be 
s taggered as f o l l o w s : one- th i rd sha l l serve a t e r m of one y e a r ; 
a second one- th i rd sha l l serve a t e r m of t w o y e a r s ; and a t h i r d 
one- th i rd sha l l serve a t e r m of three years . O n e t h i r d of the 
m e m b e r s h i p of each reg iona l t r i a l board and the N a t i o n a l 
R e v i e w B o a r d sha l l be e lected annua l l y thereaf ter . 
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BL Section 401 

AICPA Professional Standards BL §401.01 

Financial Management 
and Controls 

As amended Febru
ary 1, 1974 

.01 T h e C o u n c i l shal l have author i ty to prescribe such procedures as it deems 

appropr iate to assure adequate budgetary and f inanc ia l cont ro ls . 

Budgets shall be prepared and presented as the C o u n c i l shall prescribe. 

(See sec t ion 401 R. ) 
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Implementing Resolution Under 
Article IV Financial Management 
and Controls 

As amended Febru
ary 1, 1974 

Resolved: 

.01 That annual budgets and projections of revenues and expenditures 
for the succeeding four years shall be prepared by the Institute's staff, 
reviewed and approved by the Board of Di rectors , and presented to 
Counc i l for approval at its meet ing preceding the. annual meet ing ; 
such budgets shall be in a form ind icat ing the costs of the pr inc ipa l 
programs and activi t ies of the Inst i tu te /mater ia l variations f rom the 
annual budget shall be reported to the C o u n c i l at its spr ing meet ing 
by the Board o f Directors; receipt of such report w i thout rejection 
shall consti tute authori ty to cont inue expenditures for purposes i nd i 
cated in the annual budget, as modi f ied and presented at the spr ing 
meet ing , unt i l a new budget for the fo l lowing fiscal year is approved 
by the C o u n c i l . However , the Board of Directors may, between 
meetings of C o u n c i l , authorize addi t ional expenditures in total not to 
exceed five percent of budgeted revenues from al l sources. 

B l Section 401R 
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BL Section 410 

4.1 Audit 
As amended Febru
ary 1, 1974 

.01 The C o u n c i l sha l l , for each fiscal year, appoint a cert i f ied pub l i c 
accountant or cert i f ied pub l i c accountants to express an op in ion on the 
financial statements o f the Inst i tute and its aff i l iated organizat ions. The 
f inancial statements o f the Inst i tute and the report o f the audi tor or 
auditors for each fiscal year shal l be pub l ished for the informat ion o f the 
membersh ip . 

AICPA Professional Standards BL § 410.01 
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BL Section 4Z0 
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4.2 Committee on Audit 
As amended Febru
ary 1, 1974 

.01 T h e chai rman of the Board shall appoint f rom among the members of the 
Board o f Di rectors , other than the officers, a commi t tee on audi t to make 
arrangements w i t h the audi tor or auditors for their examinat ion and to 
review the audit report. 
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B i s e c t i o n 430 

4.3 Execution of Instruments 
on Behalf of the Institute 

As amended Febru
ary 1, 1974 

.01 A l l checks, drafts, deeds, mortgages, bonds, contracts, reports, proxies, 
and other instruments may be executed on behalf of the Inst i tute by such 
officers or employees as the C o u n c i l or the Board of Directors may f rom 
t ime to t ime designate, either general ly or in specif ic instances. 
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BL Section 440 

4.4 Limitation of Personal Liability 
for Financial Loss 

As amended Febru
ary 1, 1974 

.01 N o personal l iab i l i t y shall attach to any officer or any member o f 
C o u n c i l , the Board of Di rectors, or any commi t tee , board, or d iv is ion for 
f inancial losses resul t ing from the exercise o f judgment , in good fa i th , in 
the performance of his assigned dut ies. 

l » - > - The next page is 5581. 
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BL Section 450 

4.5 Dues 
As amended Febru
ary 1, 1974 

.01 The C o u n c i l shal l determine the annual dues wh ich shal l be pa id by each 
member and internat ional associate in accordance w i t h such classif ica
t ions as it deems appropriate, and may require dues of a different amount 
for each class so created. 

.02 Dues shal l be payable on or before the first day of each fiscal year o f the 
Inst i tute or in such other manner as the C o u n c i l shall prescribe. For new 
members or internat ional associates, dues shall be apport ioned to the end 
o f the fiscal year. 

.03 N o dues shal l be paid by members or international associates of the 
Insti tute wh i le they are engaged in mi l i ta ry service of the U n i t e d States 
or its allies dur ing war. Ind iv idua l members or international associates 
may be excused f rom payment of dues for reasonable cause by the 
treasurer. 

»-> The next page is 5591. 
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BL Section 460 

As amended Febru
ary 1, 1974 

.01 T h e fiscal year o f the Insti tute shal l be as the C o u n c i l shall prescribe. 

(See sect ion 460 R. ) 

AICPA Professional Standards BL § 460.01 
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BL Section 460 B 

Implementing Resolution Under 
Section 4.6 Fiscal Year 

As amended Febru
ary 1, 1974 

Resolved: 

.01 The fiscal year of the Insti tute shall be the twelve months begin
n i ng A u g u s t 1 and end ing J u l y 3 1 . 
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BL Section SOI 

Meetings of the Institute 
and the Council 

As amended Febru
ary 1, 1974 

.01 T h i s article shall govern meetings of the Inst i tute and of the C o u n c i l . 
The Board of Directors shal l determine the dates of meetings of C o u n c i l 
and the matters to be presented for act ion. 

The next page is 5621. 
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BL Section 510 

5.7 Meetings of the 
Institute 

As amended Febru
ary 1, 1974 

.01 The membership shall meet pursuant to sections 5.1.1 through 5.1.3, 
conduct its business pursuant to section 5.1.3, and may adopt resolu
tions pursuant to section 5.1.4. Meetings of the membership shall be 
known as meetings of the Institute. 

5.1.1 Regular Meetings of the Institute 

There shall be a regular meeting of the Institute within three months 
after the close of the fiscal year, on a date to be fixed by the Board of 
Directors. This meeting shall also be known as the annual meeting of 
the Institute. 

5.1.2 Special Meetings of the Institute 

The chairman of the Board shall call special meetings of the Institute 
when so requested by the Council or the Board of Directors, or upon 
the written request of at least two hundred members of the Institute 
or any thirty members of Council. Special meetings of the Institute 
shall be held at places designated by the Board of Directors. No 
business shall be transacted at a special meeting of the Institute other 
than that for which the meeting shall have been convened. 

5.1.3 Notice of Meetings of the Institute 

Notice of each meeting of the Institute, whether regular or special, 
shall be mailed to each member of the Institute, at his mailing address 
as shown on the official records of the Institute, at least thirty days 
prior to the date of such meeting. 

5.1.4 Resolution of the Membership by Mail Ballot 

A majority of the members of the Institute, assembled at any duly 
called corporate meeting of the Institute at which a quorum is 
present, may direct that the chairman of the Board submit any 
question to the entire membership for a vote by mail. Any resolution 
eoacted in such a mail ballot by two-thirds of the members voting 

AICPA Professional Standards BL §510.01 
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shall be declared by the chairman of the Board a resolution of the 

membership and shall be b i n d i n g , i f consistent w i th these bylav/s, 

upon the C o u n c i l , the Board of Di rectors, commit tees, boards, 

d iv is ions, officers, and staff. M a i l ballots shall be val id and counted 

only i f received w i th in sixty days after date of the mai l ing of bal lot 

forms. 
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BL Section 520 

5.2 Meetings of Council 

AICPA Professional Standards BL § 520.01 

.01 Meetings of the Council shall be governed by sections 5.2.1 through 
5.2.5, section 5.3, and section 6.7. 

5.2.1 Regular Meetings of Council 

Regular meetings of the Council shall be held prior to the annual 
meeting of the Institute, and on such other dates as the Council or the 
Board of Directors may designate. 

5.2.2 Special Meetings of Council 

The chairman of the Board shall call special meetings of the Council 
when requested to do so by the Board of Directors, or when requested 
in writing by at least thirty members of the Council. Special meetings 
of the Council shall be held at places designated by the Board of 
Directors. 

5.2.3 Mail Ballot in Lieu of Special Meeting of Council 

In lieu of a special meeting of the Council, the chairman of the Board, 
with the approval of the Board of Directors, may submit any question 
to the Council for a vote by mail, and any action therein approved in 
writing by not less than two-thirds of the whole membership of the 
Council shall be declared by the chairman of the Board an act of the 
Council and shall be recorded in the minutes of the Council. 

5.2.4 Notice 

Notice of each meeting of the Council shall be sent to each member of 
the Council, at his mailing address as shown in the official records of 
the Institute, at least twenty-one days before such meeting. Such 
notice, as far as practicable, shall contain a statement of the business 
to be transacted. 

5.2.5 Minutes 

A copy of the minutes of each meeting of the Council shall be 
forwarded to each member of the Council within forty-five days after 
such meeting. 

As amended Febru
ary 1, 1974 



5632 

BL § 530.01 Copyright © 1978, American Institute of Certified Publ ic Accountants, Inc. 

5.3 General Provisions 
Governing Meetings 

As amended Febru
ary 1, 1974 

.01 The fo l lowing general provisions shall govern quorum and par l iamen
tary procedure. 

5.3.1 Meetings—Quorum 

T w o hundred members of the Insti tute shall constitute.a quo rum for 
the transaction of any business du ly presented at any meet ing of the 
Inst i tute. Th i r t y members of C o u n c i l shall const i tute a quo rum of the 
C o u n c i l . Ten members of the Board of Directors shall const i tute a 
quo rum of the Board . 

5.3.2 Meetings—Rules of Parliamentary Procedure Applicable 

T h e ru les of p a r l i a m e n t a r y p rocedure con ta ined in Robert's 
Rules of Order Revised sha l l g o v e r n a l l mee t i ngs of the In 
s t i tu te a n d of the C o u n c i l . 

BL Section S30 
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BL Section 

Election of Council, Board of 
Directors, and Officers of 
the Institute 

As amended Febru
ary 1, 1974 

.01 Except for ex officio members of Council (see sections 3-3.1.4 through 
3.3.1.7), the election of members of the Council, the Board of Direc
tors, and officers of the Institute shall be in accordance with the provi
sions of this article. 

Jfr > The next page is 5661. < C 
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BL Section 610 
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6.7 Members of Council Directly 
Elected by Members of the 
Institute 

As amended Febru
ary 1, 1974 

.01 Members o f C o u n c i l d i rect ly elected by the membersh ip in the respec
t ive states (see section 3 3 . 1 . 1 ) shal l be elected in accordance w i t h 
sections 6.1.1 through 6.1 .6 as supplemented by C o u n c i l resolut ion. 

6.1.1 At Least One Member of C o u n c i l Direct ly E lected by 
Membersh ip of E a c h State 

There shal l be at least one member o f C o u n c i l d i rect ly elected by the 
members of the Inst i tute in each state hav ing one or more persons 
enrol led upon the membersh ip lists o f the Inst i tute. 

6.1.2 Number a n d A l locat ion of Directly E lec ted C o u n c i l Seats 
A m o n g the States 

T h e total number o f d i rect ly elected members o f C o u n c i l , i n add i t ion 
to those provided for by section 6 . 1 . 1 , shal l be eighty- f ive except as 
modi f ied by section 6 .1 .2 .1. The number o f seats, exc lud ing those 
extended by section 6 .1 .2 .1, shal l be equi tably allocated among the 
states i n direct propor t ion to the number o f Inst i tute members 
enrol led f rom each state. 

6.1.2.1 Unexpi red Te rms Unaffected by Reduced A l locat ion 

N o member o f C o u n c i l d i rect ly elected by the membership in any 
state shal l lose his seat for the term he then serves should the 
al locat ion o f that state be d imin ished by vir tue of section 6.1 .2; 
but no state's al locat ion o f d i rect ly elected C o u n c i l seats shal l be 
extended by this section beyond the natural expirat ion of a seat's 
fu l l term or its vacation by the member filling i t , whichever first 
occurs. 

6.1.2.2 A l locat ion to B e Made by Nominat ions Committee 

T h e nominat ions commi t tee shal l make the al locat ion provided in 

section 6.1 .2. It shal l be made at five-year intervals, at least nine 
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months prior to annual meetings to be held each calendar year 
which ends in one and in six, and shall govern the five annual 
elections immediately following. It shall be based upon the mem
bership figures and addresses carried on the books of the Institute 
the last day of the fiscal year immediately preceding the date of 
such determination. 

6.1.3 Term of Office 

Except as specified by this section 6.1.3, the term of office of a 
directly elected member of the Council shall commence when his 
election is announced by the chairman of the Board of Directors at the 
meeting of the Council immediately preceding the annual meeting of 
the Institute, as prescribed by section 6.7, and shall run until the 
announcement of the election of new directly elected members of the 
Council at the meeting of the Council immediately preceding the 
annual meeting of the Institute three years after his election. If any 
such member of the Council shall not serve his full term, the vacancy 
so created may be filled pursuant to section 6.6. The term of office of 
any member directly elected by the members in his state to fill such 
vacancy shall be the remainder of the three-year term with respect to 
which the vacancy occurred. 

No member having served for two consecutive full terms as a 
directly elected member of the Council shall be eligible to serve 
another such term until at least one year after the completion of his 
second consecutive full term. 

6.1.4 Number of Counc i l Seats to Be Fi l led by Elect ion 

The number of Council seats to be filled in a state's quota of directly 
elected members of the Council for any given year shall be the number 
of its allocation of directly elected Council seats less the number of 
members of the Council from that state filling such seats for terms 
running through that year. 

6.1.5 Nominat ions 

At least eight months prior to the annual meeting of the Institute, the 
nominations committee shall request, from the recognized society of 
certified public accountants in each state for which any vacancies (see 
section 6.1.4) will arise in the coming year, the names of at least two 
suggested candidates from the state represented by such society to fill 
each such vacancy. The committee shall give due consideration to the 
names so submitted, but shall not be required to select its nominees 
from among such names. In the absence of a satisfactory response from 
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any such state society, the nominat ions committee shall select the 
nominees from such state. 

The nominations committee shall make its nominations for d i 
rectly elected members of the C o u n c i l at least six months pr ior to the 
annual meeting of the Institute. Not ice of such nominations shall be 
publ ished to the membership by the secretary at least five months 
pr ior to the annual meet ing of the Institute. A n y twenty members of 
the Institute from any g iven state for wh ich a vacancy shall arise may 
submit to the secretary independent nominations for directly elected 

- members of the Counc i l f rom that state provided that such nomina 
tions be filed w i t h the secretary at least four months pr ior to the 
annual meeting of the Institute. 

6.1.6 E lect ion 

T h e nominees of the nominations committee for direct ly elected seats 
on C o u n c i l shall be declared elected by the secretary i f no independent 
nominations are filed for such seats as required by section 6 . 1 . 5 . 

The secretary shail ma i l to a l l members of the Institute in each state 
in wh ich there is a contest for a directly elected seat on C o u n c i l , at 
least ninety days pr ior to the annual meeting of the Institute, ma i l 
ballots contain ing the names of nominees f rom that state nominated 
by the nominations committee and the names of nominees independ
ently nominated. Each ballot shall contain an announcement that 
votes w i l l be counted only i f received by the secretary at least forty-
five days before the annual meet ing of the Institute. E lect ion to 
contested seats on C o u n c i l shall be determined by a majority of the 
votes received from each jur isdict ion by that date. M a i l ballots shall 
be counted by the secretary, who shall certify the results for pub l ica 
t ion to the membership. N e w l y elected members shall be noti f ied 
prompt ly and advised to attend the in i t ia l meeting of C o u n c i l pr ior to 
the annual meeting of the Institute. They shall take office as provided 
in section 6 .7 . 

(See sec t i on 610 R . ) 
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Implementing Resolution Under 
Section 6.1 Members of Council 
Directly Elected by Members 
of the Institute 

As amended Febru
ary 1, 1974 

U n d e r S e c t i o n 6.1.6 E l e c t i o n 

Resolved: 

.01 Tha t the wi thdrawal of a nominat ion for whatever reason after the 
ba l lo t ing has commenced w i l l not be acted upon unt i l the cert i f ica
t ion o f election has been comple ted. Vacancies then ar is ing w i l l be 

' f i l led in accordance w i t h section 6 .6 of the bylaws, except that in 
states where the number o f nominees exceeds the number o f vacan
cies, the vacancy created by any wi thdrawal w i l l be f i l led by that 
nominee having the highest number of votes after al l other vacancies 
have been f i l led. 
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6.2 Selection of Members of 
Council to Represent 
State Societies 

As amended Febru
ary 1, 1974 

.01 Each recognized state society o f cert i f ied pub l i c accountants shall desig
nate, in a manner it deems appropriate, an Insti tute member to represent 
it on the C o u n c i l . The term of each member of the Counc i l so designated 
shal l commence upon not i f icat ion o f the secretary by the society desig
nat ing h i m at the meet ing of Counc i l immediate ly preceding the annual 
meet ing of the Institute and shal l run for one year or un t i l the designa
t ion o f his successor, provided that no such member of the C o u n c i l shall 
represent a state society for more than six consecutive years. 



5701 

B i s e c t i o n 630 

6.3 Election of Members-at-Large of 

Council, Board of Directors, Chairman 

of the Board, Vice Chairman of the 

Board, Volunteer Vice Presidents 

and Treasurer 
As amended Febru
ary 1, 1974, unless 
otherwise indicated 

.01 Seven Ins t i tu te members , w i t h o u t regard to the states i n w h i c h 
they reside, sha l l be e lected a n n u a l l y b y the C o u n c i l as members -
at - large of the C o u n c i l , at i ts mee t i ng immed ia te l y p reced ing the 
annua l mee t i ng of the Ins t i tu te , a n d immed ia te l y p r io r to the 
i ns ta l l a t i on of the members of the C o u n c i l n e w l y elected u n d e r 
sect ion 6.1, fo r a t e r m of three years o r un t i l the e lec t ion of the i r 
successors. A t the same mee t i ng , but subsequent to the i ns ta l l a 
t i on of such n e w l y elected members of the C o u n c i l , i n c l u d i n g 
members -a t - la rge , the C o u n c i l sha l l elect the cha i rman of the 
B o a r d , the v ice cha i rman of the B o a r d , the vo lun tee r v ice p res 
idents and the t reasurer, and three Ins t i tu te members of the B o a r d 
of D i r ec to r s . S u c h members of the B o a r d of D i r e c t o r s sha l l serve 
for a t e rm of three years or un t i l e lect ion of the i r successors. T h e 
C o u n c i l sha l l a lso elect three representa t ives of the pub l i c , w h o 
are not members of the Ins t i tu te , to the B o a r d of D i r e c t o r s i n 
1978—one for a t e rm of three years , one for a te rm of t w o years 
and one for a te rm of one year . Thereaf te r , the C o u n c i l sha l l 
elect one pub l i c representa t ive a n n u a l l y for a t e rm of three years , 
w h o sha l l serve un t i l e lect ion of a successor. N o m i n a t i o n s for a l l 
such pos i t i ons sha l l be made by the nomina t i ons commi t tee at 
least s i x mon ths p r i o r to the annua l m e e t i n g of the Ins t i tu te , and 
not ice thereof sha l l be pub l i shed to the membersh ip of the Ins t i 
tu te at least five m o n t h s p r i o r to such annua l mee t i ng . Inde
pendent nom ina t i ons m a y be made by any t w e n t y members of the 
C o u n c i l i f filed w i t h the secretary at least four mon ths p r i o r to 
the annua l m e e t i n g of the Ins t i tu te . N o nomina t i ons f r o m the 
floor w i l l be recogn ized . A ma jo r i t y of vo tes sha l l elect. Nominees 
m a y be inv i ted to the m e e t i n g at w h i c h the e lec t ion is to be he ld 
and those e lected sha l l take office as p resc r i bed in sec t ion 6.7. 

[ A s amended, ef fect ive M a r c h 31, 1978.] 

AICPA Professional Standards BL § 630.01 
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.02 N o m e m b e r h a v i n g served for t w o consecu t i ve f u l l t e rms as a 
member -a t - la rge of the C o u n c i l sha l l be e l ig ib le to serve ano ther 
such t e r m un t i l at least one y e a r after the comp le t i on of h i s sec
o n d consecu t i ve fu l l t e rm. 

6.3.1 Re-election to Board of Directors 

N o elected member of the B o a r d of D i r e c t o r s w h o has served 
a f u l l three-year t e r m sha l l be e l ig ib le fo r re-e lec t ion to s u c h 
a t e r m u n t i l the mee t i ng of the C o u n c i l one yea r af ter the 
comp le t i on of h is f u l l three-year te rm. 

The next page is 5711. 
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BL Section 640 

6.4 Election of the President 
and the Secretary 

As amended Febru
ary 1, 1974 

.01 Election of the president and secretary shall be by the Council and shall 
be conducted as the Council may prescribe. 

(See section 640 R.) 

AICPA Professional Standards BL § 640.01 
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Implementing Resolution Under Section 
6.4 Election of the President and 
the Secretary 

As amended Febru
ary 1, 1974 

Resolved: 

.Ql That the Board of Directors shall recommend to the Counc i l 
persons to be elected as president and secretary, respectively, to serve 
unt i l their successors are elected. Other nominat ions shall be permi t 
ted from the floor. V o t i n g may be by voice vote, or, upon request o f a 
majori ty of those present, by wr i t ten bal lot . A major i ty vote shall 
elect. 

B-> The next page is 5721. 
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B i s e c t i o n 650 

6.5 Forfeiture of Office 
tor Nonattendance 

As amended Febru
ary 1, 1974 

.01 A n y direct ly elected member or member-at- large of Counc i l who shall 
be absent from three consecutive meetings shal l forfeit his seat. 

A I C P A Professional Standards BL § 650.01 
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.01 Vacancies in the membership of C o u n c i l , or in the Board of Di rectors , or 
in any of the offices of the Inst i tute, occurr ing between annual meetings 
of the Inst i tute, may be filled by election of replacements by the 
C o u n c i l , either at a meet ing of Counc i l or by ma i l bal lot , under such 
condi t ions as the Counc i l may prescribe. I f the C o u n c i l should so replace 
a direct ly elected member of the C o u n c i l , such in ter im appointment w i l l 
run only unt i l his seat is f i l led by direct elect ion of the membership of his 
state as provided in these bylaws. 

.02 Pend ing action by the Counc i l to fill a vacancy among any o f the 
elected officers o f the Inst i tute, the Board o f Directors may appoint a 
temporary successor to act in the capacity ind icated. 

(See sec t i on 660 R . ) 

As amended Febru
ary 1, 1974 

6.6 Vacancies 

BL Section 660 
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BL Section 660 R 

AICPA Professional Standards BL § 660R.01 

Implementing Resolution Under 

Section 6.6 Vacancies 
As amended Febru
ary 1, 1974 

Resolved: 

.01 That i f a vacancy occurs in the membership of C o u n c i l , or in the 
Board o f D i rec tors , or in any of the offices o f the Insti tute between 
annual meetings of the Inst i tute, the Board o f Directors shall recom
mend replacements for elect ion by C o u n c i l . V o t i n g on such replace
ment may be conducted by mai l bal lot , in wh ich case provis ion shal l 
be made for wr i te- in votes, or at the next meet ing o f lCounc i l , as may 
appear most desirable in the circumstances. If the vo t ing takes place 
at a Counc i l meet ing , nominat ions f rom the floor shal l be permi t ted ; 
vo t ing may be by voice vote, or, at the request of a major i ty of those 
present, by wr i t ten bal lot . A majori ty vote shall elect. In any event, 
persons elected to fill vacancies in the Board o f Di rectors , in the 
C o u n c i l , or in any o f the offices o f the Inst i tute shall serve only for the 
remainder of the unexpired term of the previous incumbent or un t i l a 
successor is elected. 



5742 

BL §670.01 Copyright © 1978, American Institute of Certified Public Accountant*, Inc. 

.01 A t the meet ing o f the Counc i l immediate ly preceding the annual meet
ing of the Inst i tute, fo l lowing the complet ion o f such other business as 
the Counc i l may transact, the Counc i l shall elect new members-at- large 
of the Counc i l pursuant to section 6.3- N e w members-at- large shal l then 
take office, replacing those members-at- large whose terms shall have 
expired. Then the presid ing officer shal l announce the instal lat ion of 
members o f the Counc i l newly elected under section 6 . 1 , at wh ich t ime 
they shall take office, replacing those direct ly elected members o f 
Counc i l whose terms shall have expired. E lec t ion o f officers, new m e m 
bers of the Board o f Directors, and others shal l then be he ld , and each 
officer or member of the Board o f Directors so elected shal l replace his 
predecessor upon such elect ion, prov ided, however, that the ret i r ing 
chai rman o f the Board shal l cont inue in office through the end o f the 
annual meet ing of the Institute. 

As amended Febru
ary 1, 1974 

6.7 Election Meeting of Council 

BL Section 670 
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BL Section 701 

AICPA Professional Standards BL §701.01 

Termination of Membership and 
Disciplinary Sanctions 

As amended Febru
ary 1, 1974 

.01 Th is article shall govern the terminat ion or suspension of membership in 
the Inst i tute, whether imposed as a matter of d isc ip l ine or voluntar i ly 
sought, and the impos i t ion of any other d iscip l inary sanct ion, inc lud ing 
censure or admon i t ion , whether pub l ic or private, or impos i t ion of 
condi t ions for retention of membership. 
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BL Section 710 

WH>- The next page is 5791. 
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.01 Resignat ions of members shall be in wr i t i ng and may be offered at any 
t ime. Act ions on such resignations and applicat ions for reinstatement of 
resigned members shall be taken by the Board o f Directors under such 
provisions as the Counc i l may prescribe. Counc i l may make separate 
provis ion for action on resignations of members not in good standing or 
against whom disc ip l inary proceedings or investigations are pend ing , 
and on appl icat ions for reinstatement of persons whose resignation was 
accepted when in such classif ication. 

(See sec t ion 710 R. ) 

As amended Febru
ary 1, 1974 

7.1 Resignation of 
Membership 
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BL Section 710 B 

Implementing Resolution Under 
Section 7.1 Resignation of 
Membership 

As amended Febru
ary 1, 1974 

Resolved: 

.01 That the^Board of Directors shal l act upon resignation o f members , 
wh i ch shal l become effective on the date o f acceptance, but no action 
shal l be taken on the resignation o f a member w i th respect to w h o m 
charges are under invest igat ion by the professional ethics d i v i s i on , or 
against whom a compla in t is pend ing before the T r i a l Boa rd , unless 
the d iv is ion or the T r i a l B o a r d , as the case may be, recommends that 
such resignation be accepted. If a person whose resignat ion was 
accepted when he was under invest igat ion or the object o f a compla in t 
should subsequently apply for reinstatement, the Board o f Directors 
shal l not reinstate such person wi thout the consent of the d iv is ion or 
the T r i a l Boa rd , as the case may be. 

A I C P A Professional Standards BL §710R.01 
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BL Section 720 

7.2 Termination of Membership for 
Nonpayment of Financial 
Obligation 

As amended Febru
ary 1, 1974 

.01 The Board of Directors may, in its d iscret ion, terminate the membership 
of a member who fails to pay his dues or any other ob l igat ion to the 
Institute w i th in five months after such debt has become due. Any 
membership so terminated may be reinstated by the Board of Directors, 
under such condi t ions and procedures as the Counc i l may prescribe. 

(See sec t ion 720 R. ) 

7.2.1 Terminat ion of Aff i l iat ion of International A s s o c i a t e 

The Counc i l may terminate the aff i l iat ion o f an International A s 
sociate in. its discret ion. 

The next page is 5811. 
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BL Section 720 R 

l h > The next page is 5821. 
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Implementing Resolution Under Section 
7.2 Termination of Membership for 
Nonpayment of Financial Obligation 

As amended Febru
ary 1, 1974 

Resolved: 

.01 Thar i f a person whose membersh ip has terminated for nonpayment 

of dues or other f inancial ob l iga t ion shal l apply for reinstatement, the 

Board of Di rectors , in its d iscret ion, may reinstate h i m , provided that 

he shal l have pa id to the Inst i tute a l l dues and other obl igat ions o w i n g 

by h i m to the Institute at the t ime his membersh ip was terminated. 

Further resolved: 

.02 Tnat no person shall be considered to have resigned in good 
standing i f at the t ime of his resignation he was in debt to the Insti tute 
for dues or other obl igat ions. A member submi t t i ng his resignation 
after the beg inn ing of the fiscal year, but before expirat ion of the t ime 
l i m i t for payment of dues or other ob l igat ions, may attain good 
standing by pay ing dues prorated according to the por t ion of the fiscal 
year wh ich has elapsed, prov ided obl igat ions other than dues shal l 
have been paid in fu l l . 

.03 A member who has resigned or whose membersh ip has terminated 
in any manner may not file a new appl icat ion for admission but may 
apply for reinstatement under this resolut ion or appl icable provisions 
of the bylaws. 



7.3 Disciplinary Suspension and 
Termination of Membership 
Without Hearing 

As amended Febru
ary 1, 1974 

.01 Membersh ip in the Institute shall be suspended or terminated wi thout a 
hearing for d isc ip l inary purposes as provided in sections 7.3- 1 and 
7 .3 -2 , under such condit ions and by such procedure as shal l be pre
scribed by the C o u n c i l . 

(See sec t ion 730 R. ) 

7.3.1 Criminal Conviction of Member 

Membersh ip in the Institute shall be suspended wi thout a hearing 
should there be f i led w i th the secretary of the Institute a judgment of 
convict ion imposed upon any member for 

7.3.1.1 A cr ime defined as a felony under the law of the conv ic t ing 
jur isd ic t ion; 

7.3.1.2 The w i l l fu l failure to fi le any income tax return wh ich he, 

as an ind iv idua l taxpayer, is required by law to fi le; 

7.3.1.3 The f i l i ng of a false or fraudulent income tax return on his 

or a cl ient's behalf; or 

7.3.1.4 The w i l l fu l a id ing in the preparation and presentation of a 

false and fraudulent income tax return of a cl ient; and 

shall be terminated in l ike manner upon the s imi lar f i l ing of a f inal 
judgment o f convic t ion. 

7.3.2 Suspension or Revocation of Certificate 

Membersh ip in the Institute shall be suspended wi thout a hearing 
should a member's certif icate as a certif ied pub l ic accountant, or 
liceose or permi t to practice as such or to practice pub l ic accounting 
be suspended as a discip l inary measure by any governmental author
ity, but such suspension of membership shall terminate upon rein
statement of the certif icate; or such membership in the Insti tute shall 
be terminated wi thout hearing should such certif icate, l icense, or 

AICPA Professional Standards BL § 730.01 
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The next page is 5831. -<-^ 

BL § 730.01 Copyright © 1976, American Institute of Certified Publ ic Accountants, Inc. 

permit be revoked, withdrawn, or cancelled as a disciplinary measure-
by any governmental authority. The Council shall provide for the 
consideration and disposition by the Trial Board, with or without 
hearing, of a timely written petition of any member that his member
ship should not be suspended or terminated pursuant to this section 
7 . 3 . 2 . 

7.3.3 Trial B o a r d D isc ip l in ing Not P rec luded 

Application of the provisions of section 7 .3 .1 and section 7 .3 .2 shall 
not preclude the summoning of the member concerned to appear 
before the Trial Board or a sub-board pursuant to section 7 .4 . 

5822 
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automat ic suspension shall cease upon the expirat ion of the per iod of 
suspension so specif ied. 

.04 (4) That the membership of a member whose certif icate as a 
cert i f ied pub l i c accountant, or license or permi t to practice as such or 
to practice pub l i c account ing has been revoked, w i thd rawn , or cancel
led as a d isc ip l inary measure by any governmental authori ty sha l l , 
except as provided in paragraph (6) of this resolut ion, become au
tomat ical ly terminated upon the expirat ion of th i r ty days after the 
ma i l i ng of a notice of such terminat ion, as prov ided in paragraph (5) 
of this resolut ion. Such notice shall be mai led w i t h i n a reasonable 
t ime after a statement of such governmental author i ty showing that 
such certi f icate, l icense, or permit has been revoked, w i t hd rawn , or 
cancelled and specify ing the cause of such revocat ion, w i thd rawa l , or 
cancel lat ion has been fi led w i th the secretary of the Inst i tute. 

.05 (5) That notices of suspension or terminat ion pursuant to para
graph (1), (2), (3), or (4) of this resolut ion shall be signed by the 
secretary of the Institute and mai led by registered m a i l , postage 
prepaid, addressed to the member concerned at his last known address 
according to the records of the Insti tute. 

.06 (6) That the operation of paragraph (3) or (4) of this resolut ion 
shal l become postponed if, w i t h i n th i r ty days after ma i l i ng the notice 
o f suspension or te rminat ion , the secretary o f the Inst i tute receives a 
request f rom the member concerned that the pert inent provis ion shall 
not become operative. The request shal l state br ief ly the facts and 
reasons relied upon. A l l such requests shall be referred to the T r i a l 
Board for action thereon by the Tr ia l Board or by an ad hoc commit tee 
thereof consist ing o f at least five members appointed by the chairman 
of the T r i a l Board or vice cha i rman, when act ing as cha i rman. 

.07 If the request is den ied, the suspension or te rminat ion , as the case 
may be, shal l become effective upon such den ia l , and the member 
concerned shal l be so not i f ied in wr i t i ng by the secretary. N o appeal 
to the T r i a l Board shall be al lowable w i t h respect to a denial of such a 
request by the ad hoc commit tee. 

.08 If the request is granted, the suspension or te rminat ion , as the case 
may be, shal l not become effective. In such event, the secretary shall 
t ransmit the matter to the professional ethics d iv is ion to take what
ever act ion it considers proper in the circumstances. 

.09 A determinat ion that paragraph (3) or (4) o f this resolut ion shall 
not become operative shall be made only when it clearly appears that, 
because of exceptional or unusual c ircumstances, it wou ld be inequ i 
table to permi t such automatic suspension or terminat ion. 

l h > The next page is 5851. 
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BL Section 740 

AICPA Professional Standards BL § 740.01 

7.4 Disciplining of Member 
by Trial Board 

As amended Febru
ary 1, 1974 

.01 U n d e r such condi t ions and by such procedure as the C o u n c i l may 
prescribe, the T r i a l Board or a sub-board thereof may, by the two-th i rds 
vote of the members present and vo t i ng , expel a member (except as 
otherwise prov ided in section 7 .4 .3 ) , or by a majori ty vote of the 
members present and vo t ing , may suspend a member for a per iod not to 
exceed two years not count ing any suspension imposed under sections 
7.3-1 and 7.3 - 2 , or may impose such lesser sanctions as the C o u n c i l may 
prescribe on any member i f 

7.4.1 H e infr inges any of these bylaws or any prov is ion of the Code of 
Professional E th ics ; 

7.4.2 H e is declared by a court o f competent jur isdict ion to have 
commi t ted any fraud; 

7.4.3 H e is held by the T r i a l Board or a sub-board thereof to have 
been gu i l t y of an act discreditable to the profession, or to have been 
convicted of a c r im ina l offense wh i ch tends to discredi t the profession; 
prov ided that should the T r i a l Board or sub-board find by a major i ty 
vote that he has been convicted by a c r im ina l court o f an offense 
invo lv ing moral tu rp i tude, or any of the offenses enumerated i n 
section 7 . 3 - 1 , the penalty shal l be expuls ion; 

7.4.4 H e is declared by any competent court to be insane or other
wise incompetent ; 

7.4.5 H i s certif icate as a cert i f ied pub l i c accountant or license or 
permi t to practice as such or to practice pub l i c account ing is sus
pended, revoked, w i thd rawn , or cancelled as a d isc ip l inary measure 
by any governmental author i ty ; or 

7.4.6 H e fails to cooperate w i t h the professional ethics d iv is ion in 
any d isc ip l inary invest igat ion invo lv ing h i m or his partner or e m 
ployee by not responding to interrogatories o f a commit tee of the 
professional ethics d iv is ion w i t h i n th i r ty days of their post ing by 
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registered m a i l , postage prepaid, to h i m at his last known address 
shown on the books o f the Inst i tute. 

.02 W i t h respect to a member residing in a state wh ich has entered into an 
agreement approved by the Institute's Board of Directors for the conduct 
of joint T r ia l Board hearings, d isc ip l inary hearings shall be conducted 
before such joint T r i a l Board . 

(See sect ion 740 R. ) 

The next page is 587L «<-^ 
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Implementing Resolution Under Section 
7.4 Disciplining of Member 
by Trial Board 

As amended effec
tive August 1, 1975, 
unless otherwise in
dicated 

Resolved: 
.01 (1) A n y c o m p l a i n t p re fe r red aga ins t a m e m b e r under S e c 

t i o n 7.4 of the b y l a w s s h a l l be s u b m i t t e d to the p ro fess iona l 
e th ics d i v i s i o n , w h i c h i n t u rn m a y refer the comp la i n t f o r 
i n v e s t i g a t i o n a n d r e c o m m e n d a t i o n to an e th ics commi t t ee (or 
i ts equ iva len t ) of a state soc ie ty of cer t i f ied pub l i c accoun tan ts 
w h i c h has made an agreement w i t h the Ins t i tu te of the type 
a u t h o r i z e d i n S e c t i o n 7.4 of the b y l a w s . If, u p o n cons idera t ion 
o f the complaint, investigat ion, a n d / o r recommendat ion thereon, 
i t appears to the d i v i s i on tha t a p r i m a facie case is established 
s h o w i n g a v i o l a t i o n of a n y app l i cab le b y l a w s o r a n y p r o v i s i o n 
o f the C o d e of P r o f e s s i o n a l E t h i c s of the I ns t i t u te o r any state 
soc ie ty m a k i n g a n agreement , w i t h the Ins t i tu te re fe r red to 
above o r s h o w i n g a n y conduc t d i sc red i tab le to a cer t i f ied pub 
l i c accoun tan t , the p ro fess iona l e th ics d i v i s i o n o r the eth ics 
c o m m i t t e e of s u c h state soc ie ty s h a l l repor t the ma t te r to the 
Sec re ta r y of the J o i n t T r i a l B o a r d D i v i s i o n , w h o sha l l s u m 
m o n the m e m b e r i n v o l v e d to appear i n a n s w e r at the nex t 
conven ien t m e e t i n g of a pane l of the approp r ia te reg iona l t r i a l 
b o a r d o r a pane l of the N a t i o n a l R e v i e w B o a r d appo in ted to 
hear the case under pa rag raph 3 ( b ) , p r o v i d e d , howeve r , tha t 
w i t h respect to a case f a l l i n g w i t h i n the scope of Sec t i on 7.3 
of the b y l a w s the d i v i s i o n sha l l have d i sc re t i on as to w h e n 
and w h e t h e r to repor t the ma t t e r to the S e c r e t a r y before such 
s u m m o n i n g . 

.02 (2) 

(a) I f the p ro fess iona l e th ics d i v i s i o n o r state society 
e th ics c o m m i t t e e sha l l d i s m i s s a n y c o m p l a i n t p re fe r red 
aga ins t a m e m b e r o r sha l l f a i l to in i t ia te i ts i n v e s t i g a t i o n 
w i t h i n n i n e t y days a f ter s u c h comp la i n t is p resen ted t o i t 
i n w r i t i n g , the m e m b e r p r e f e r r i n g the c o m p l a i n t m a y p re 
sent the c o m p l a i n t i n w r i t i n g to the N a t i o n a l R e v i e w 
B o a r d , p r o v i d e d , h o w e v e r , tha t th is p r o v i s i o n sha l l not 
a p p l y to a case f a l l i n g w i t h i n the scope of Sec t i on 7.3. 

(b) T h e c h a i r m a n of the N a t i o n a l R e v i e w B o a r d 
sha l l cause such i nves t i ga t i on to be made of the ma t te r as 
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he m a y d e e m necessary , and s h a l l e i the r d i sm iss the c o m 
p l a i n t o r refer i t to the Sec re ta r y of the J o i n t T r i a l B o a r d 
D i v i s i o n w h o sha l l s u m m o n the m e m b e r i n v o l v e d the reby 
to appear before the pane l appo in ted i n p a r a g r a p h (c ) 
hereof to hear the case. 

(c) P r i o r to c a u s i n g the inves t iga t ion re fe r red to i n 
pa rag raph (a ) , the c h a i r m a n (o r v i ce c h a i r m a n w h e n act
i n g as c h a i r m a n ) of the N a t i o n a l R e v i e w B o a r d sha l l des
ignate e igh teen m e m b e r s of the N a t i o n a l R e v i e w B o a r d 
to re f ra in f r o m s u c h i n v e s t i g a t i o n i n o rder tha t n ine of 
t h e m m a y be appo in ted to a n independent h e a r i n g pane l 
i f necessary . H e sha l l repor t the names of s u c h m e m b e r s 
to the S e c r e t a r y of the J o i n t T r i a l B o a r d D i v i s i o n p r i o r 
t o a n y ac t i on unde r pa rag raph (a ) . 

.03 (3) F o r the purpose of a d j u d i c a t i n g charges aga ins t per 
sons subject thereto as p r o v i d e d i n the f o r e g o i n g pa rag raphs 
of th i s reso lu t i on , the f o l l o w i n g mus t take p l a c e : 

(a) T h e Sec re ta r y of the J o i n t T r i a l B o a r d D i v i s i o n 
sha l l m a i l t o the m e m b e r concerned , at least t h i r t y days 
p r i o r t o the p roposed h e a r i n g b y the app rop r ia te r e g i o n a l 
t r i a l pane l appo in ted to hear the case u n d e r the ru les of 
p rocedu re o f the J o i n t T r i a l B o a r d D i v i s i o n , w r i t t e n 
no t i ce of the charges to be ad jud ica ted . S u c h no t ice , w h e n 
m a i l e d b y reg is te red m a i l , pos tage p repa id , addressed to 
the respondent concerned at h i s las t k n o w n address ac 
c o r d i n g to the records of the Ins t i tu te , o r a n y par t i c ipa t 
i n g state soc ie ty i f the case i nvo l ves a person w h o is no t 
a m e m b e r of the A I C P A u n d e r an agreement contemplated 
b y sec t ion 7.4 o f the b y l a w s , sha l l be deemed p r o p e r l y 
se rved . [ A s amended , ef fect ive M a y 8, 1978.] 

(b ) W i t h i n t h i r t y d a y s of the m a i l i n g of t he no t i ce 
set f o r t h i n pa rag raph (a) eve ry responden t m u s t m o v e to 
exerc ise a n y r i gh t he m a y have u n d e r t he ru les o f p ro 
cedure of the J o i n t T r i a l B o a r d D i v i s i o n t o request a 
t r i a l before a pane l of the N a t i o n a l R e v i e w B o a r d ra ther 
t h a n the reg iona l t r i a l b o a r d to w h i c h he has been s u m 
m o n e d under p a r a g r a p h (a ) . A n y h e a r i n g i n the ma t t e r 
sha l l be conduc ted acco rd ing to the ru les o f p rocedu re of 
the J o i n t T r i a l B o a r d D i v i s i o n w h i c h sha l l p r o v i d e that 
s u c h reques t sha l l no t be g r a n t e d as a ma t te r of r i g h t bu t 
sha l l b e cons ide red b y an ad hoc commi t tee to be ap 
po in ted b y the c h a i r m a n of the N a t i o n a l R e v i e w B o a r d o r 
i ts v i ce c h a i r m a n w h e n a c t i n g as c h a i r m a n a n d composed 
of no t less t h a n three (3) m e m b e r s of the N a t i o n a l R e v i e w 
B o a r d . T h e ad hoc commi t t ee sha l l dec ide i f the request 
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s h a l l be g ran ted o r den ied . T h e ad h o c commi t t ee ' s d e c i 
s i o n o n th is ques t i on sha l l be final a n d sub jec t t o n o 
f u r t he r r ev i ew . I f the request is g ran ted the cha rges s h a l l 
be hea rd b y a pane l of the N a t i o n a l R e v i e w B o a r d c o n 
s t i t u ted as set f o r th i n reso lu t i on u n d e r S e c t i o n 3.6.2.3 of 
the b y l a w s . I n those cases i n w h i c h s u c h a request is 
g r a n t e d and a pane l o f the N a t i o n a l R e v i e w B o a r d m a k e s 
a dec is ion , there sha l l be no f u r t he r appea l of a n y k i n d . 

(c ) A f t e r h e a r i n g the ev idence p resen ted b y the p r o 
fess iona l eth ics d i v i s i o n o r o ther c o m p l a i n a n t and b y the 
respondent , the appropr ia te t r ia l p a n e l h e a r i n g the case, 
a q u o r u m present , b y vo te of the m e m b e r s present a n d 
v o t i n g , m a y , i n a manne r cons is ten t w i t h S e c t i o n 7.4 of 
t he A I C P A b y l a w s , a d m o n i s h , suspend fo r a p e r i o d of 
no t mo re t h a n t w o years , o r expe l the m e m b e r aga ins t 
w h o m the comp la i n t is made, p r o v i d e d tha t i n a n y case i n 
w h i c h the appropr ia te t r i a l pane l finds that a m e m b e r has 
depar ted f r o m the pro fess ion 's e th i ca l s tandards , it m a y 
a l so d i rec t the m e m b e r conce rned to comp le te spec i f ied 
p ro fess iona l deve lopmen t courses and t o repor t t o t he 
p ro fess iona l e th ics d i v i s i o n u p o n s u c h comp le t i on . 

(d) I n a case dec ided b y a r e g i o n a l t r i a l boa rd the 
m e m b e r concerned m a y reques t a r e v i e w b y a pane l of 
t h e N a t i o n a l R e v i e w B o a r d of the dec i s i on p r o v i d e d s u c h 
a reques t fo r r e v i e w is filed w i t h the Sec re ta r y of t he J o i n t 
T r i a l B o a r d D i v i s i o n at the p r i n c i p a l off ice of the I ns t i 
tu te w i t h i n th i r t y days a f te r the d e c i s i o n of the r e g i o n a l 
t r i a l b o a r d , and that such i n f o r m a t i o n as m a y be requi red 
b y the ru les of the J o i n t T r i a l B o a r d D i v i s i o n sha l l be f i led 
w i t h s u c h request . S u c h a r e v i e w sha l l no t be a ma t t e r 
of r i gh t . E a c h s u c h request fo r a r e v i e w sha l l be c o n 
sidered by an ad hoc committee to be appointed by the chair
man of the Nat iona l Rev iew B o a r d o r its vice cha i rman in the 
event of the cha i rman ' s unava i l ab i l i t y , and sha l l appo in t 
a n ad hoc commi t t ee of no t less t h a n three members of the 
N a t i o n a l R e v i e w B o a r d w h o d i d no t pa r t i c ipa te i n any 
p r i o r p roceed ings i n the case to cons ide r each such request 
f o r r ev i ew . T h e ad hoc commi t t ee sha l l have the p o w e r to 
decide whe the r or not s u c h request fo r r e v i e w b y a pane l 
of the N a t i o n a l R e v i e w B o a r d sha l l be g ran ted . T h e ad 
h o c commi t tee ' s dec i s ion s h a l l be final and sub jec t t o no 
f u r t he r r ev i ew . I f s u c h request fo r r e v i e w is a l l o w e d , a 
p a n e l o f the N a t i o n a l R e v i e w B o a r d as cons t i tu ted as set 
f o r t h i n the reso lu t i on u n d e r S e c t i o n 3.6.2.3 of the b y l a w s 
s h a l l r e v i e w the dec is ion of the r eg iona l t r i a l b o a r d i n 
accordance w i t h the ru les of the J o i n t T r i a l B o a r d D i v i -
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s i o n . O n s u c h r e v i e w , the pane l of the N a t i o n a l R e v i e w 
B o a r d m a y a f f i rm, mod i f y , o r reverse a l l o r any par t of 
the dec i s i on of the reg iona l t r i a l boa rd o r m a k e s u c h o the r 
d i spos i t i on of the case as i t deems approp r ia te . 

T h e Nat iona l Rev iew B o a r d may by general rule indicate 
the character o f reasons wh i ch may be considered to be of 
sufficient importance to warrant an ad hoc committee grant
i n g a request fo r review. 

(e) A n y dec is ion of a n y r e g i o n a l t r i a l b o a r d , o r a n y 
p a n e l of the N a t i o n a l R e v i e w B o a r d i n c l u d i n g a n y dec i 
s i on of an ad hoc commi t t ee sha l l become ef fect ive w h e n 
m a d e , un less the dec is ion of the pane l o r commi t t ee i n d i 
cates otherwise, in wh ich la t te r even t i t s h a l l become 
ef fect ive at the t ime de te rm ined b y the pane l o r c o m 
mi t tee . A n y d e c i s i o n of a r e g i o n a l t r i a l boa rd sha l l 
become ef fect ive as f o l l o w s : 

( i ) U p o n the e x p i r a t i o n of t h i r t y days af ter i t i s 
m a d e , if no request fo r r e v i e w is p r o p e r l y filed w i t h i n 
such t h i r t y - d a y per iod . 

( i i ) U p o n the den ia l of a request f o r r e v i e w , if s u c h 
reques t has been p rope r l y filed w i t h i n s u c h t h i r t y - d a y 
p e r i o d a n d is den ied b y a n ad hoc commi t t ee . 

( i i i ) U p o n the ef fect ive date of a dec i s i on of a pane l 
of the N a t i o n a l R e v i e w B o a r d a f f i rm ing the dec i s ion of 
an app rop r i a te t r i a l pane l i n cases w h e r e a r e v i e w has 
been g r a n t e d b y an ad hoc commi t t ee . 

( f ) A q u o r u m of a n y pane l o r ad hoc c o m m i t t e e sha l l 
cons is t of a m a j o r i t y of those appo in ted , un less o the rw ise 
p r o v i d e d i n the ru les of the j o i n t T r i a l B o a r d D i v i s i o n . 

.04 (4) I n cases whe re the pro fess iona l ethics d i v i s i on conc ludes 
t ha t a p r i m a facie v io la t ion of the Code of Pro fess iona l E t h i c s 
o r b y l a w s is not of suff ic ient g rav i t y to w a r r a n t fu r ther fo rma l 
ac t i on , i t m a y issue an a d m i n i s t r a t i v e r e p r i m a n d , p rov ided , 
however , that there w i l l be no publ icat ion of such administrat ive 
r e p r i m a n d i n the Ins t i tu te 's p r i n c i p a l membersh ip pe r i od i ca l 
a n d the m e m b e r conce rned is no t i f ied of h is r i gh t to a hea r i ng 
o n the issues before the appropr ia te t r i a l pane l shou ld he choose 
to have a h e a r i n g o n the issues. [ A s amended , ef fect ive M a y 8, 
1978.] 

.05 (5) I n cases i n v o l v i n g depar tures f r o m a n y sect ion of the 
C o d e of P ro fess iona l E t h i c s , the pro fess iona l eth ics d i v i s i on 
m a y d i rec t the member or members concerned to complete 
speci f ied p ro fess iona l deve lopment courses. 
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.01 The C o u n c i l may prescribe the condi t ions and procedures under wh ich 

members suspended or terminated under section 7.3 and 7.4 may be 

reinstated. 

( S e e sec t ion 750 R . ) 

As amended Febru
ary 1, 1974 

7.5 Reinstatement 
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Implementing Resolution Under 
Section 7.5 Reinstatement 

As amended effec
tive August 1, 1975, 
unless otherwise in
dicated 

Resolved: 
.01 (1) T h a t at any t ime after the pub l i ca t i on i n a m e m b e r s h i p 

per iod ica l of the Ins t i t u te of a statement of a case and dec is ion , 
on app l i ca t ion of the member concerned, the appropr ia te pane l 
of e i ther the reg iona l t r i a l board or the N a t i o n a l R e v i e w B o a r d 
w h i c h last heard the case and whose dec is ion prov ides the bas is 
for the pub l i ca t i on , may , b y a two- th i rds vo te of the members 
present a n d v o t i n g , reca l l , resc ind , o r mod i f y s u c h dec is ion , 
w h i c h ac t ion sha l l be pub l i shed i n the membersh ip per iod ica l 
of the Ins t i tu te . T h e denia l of an app l i ca t ion under th is sec t ion 
sha l l not p revent the member concerned f r om a p p l y i n g fo r 
re ins ta tement under sec t ion (2) hereof. 

.02 (2) T h a t 

(a) S h o u l d a judgment of conv ic t ion or an order of a 
gove rnmen ta l au tho r i t y on w h i c h the suspens ion or t e rm i 
na t ion of membersh ip was based under sect ion 7.3 of the 
b y l a w s be reversed or o therwise set aside or inva l ida ted , s u c h 
suspens ion sha l l te rm ina te or such m e m b e r sha l l become 
re insta ted w h e n a cer t i f ied copy of the order reve rs ing o r 
o therw ise se t t i ng aside or i nva l i da t i ng s u c h conv i c t i on o r 
order is filed w i t h the secretary of the J o i n t T r i a l B o a r d 
D i v i s i o n , w h o sha l l re fer the mat ter to the profess iona l e th ics 
d i v i s i o n for wha teve r act ion i t deems appropr iate. 

(b) A m e m b e r w h o has been suspended or expe l led b y 
the J o i n t T r i a l B o a r d D i v i s i o n pursuan t to sect ion 7.4 of the 
b y l a w s m a y request tha t the suspens ion te rmina te o r request 
re ins ta tement i f a j u d g m e n t of conv ic t i on , a n order or find
i n g of any court , o r an order of the governmen ta l au tho r i t y 
on w h i c h the suspens ion or expu l s i on was based has been 
reversed or o the rw ise set aside or inva l ida ted . S u c h reques t 
sha l l be re fer red to the J o i n t T r i a l B o a r d D i v i s i o n w h e r e u p o n 
a h e a r i n g panel of the N a t i o n a l R e v i e w B o a r d composed of 
five members des igna ted b y the C h a i r m a n of the N a t i o n a l 



5892 Termination of Membership and Disciplinary Sanctions 

R e v i e w B o a r d m a y , a f te r i n v e s t i g a t i n g a l l re la ted c i r c u m 
s tances , te rm ina te the suspens ion o r re ins ta te the member 
conce rned b y a ma jo r i t y vote of t he members present a n d 
en t i t l ed to vote. [ A s amended , ef fect ive M a y 8, 1978. ] 

(c ) E x c e p t as p rov ided in subparag raphs (a) a n d (b) of 
th is pa rag raph (2 ) , a m e m b e r w h o s e membersh ip has been 
au toma t i ca l l y te rmina ted under sec t ion 7.3, o r w h o has been 
expe l l ed b y or had h is res igna t ion accepted b y a pane l o f 
the Jo in t T r i a l B o a r d D i v i s i o n may , at a n y t i m e af ter th ree 
years f rom the ef fect ive date of s u c h te rmina t ion , e x p u l s i o n , 
o r acceptance of res ignat ion , request re ins ta tement of h i s 
membersh ip . S u c h request sha l l be re fe r red t o the J o i n t 
T r i a l B o a r d D i v i s i o n , w h e r e u p o n a hea r i ng pane l of the 
N a t i o n a l R e v i e w B o a r d composed of five members des igna ted 
b y the C h a i r m a n of the N a t i o n a l R e v i e w B o a r d may , af ter 
i nves t i ga t i on , re ins ta te s u c h m e m b e r o n s u c h te rms and 
cond i t i ons as i t sha l l de termine to be appropr ia te . I f an 
app l i ca t ion for re ins ta tement u n d e r th is subparag raph i s 
den ied , the m e m b e r concerned m a y aga in app l y fo r r e i n 
s tatement at any t ime af ter t w o yea rs f r om the date of s u c h 
d e n i a l . [ A s amended , ef fect ive M a y 8, 1978.] 
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7.6 Publication of 
Disciplinary Action 

As amended Febru
ary 1, 1974 

.01 N o t i c e of d isc ip l inary act ion pursuant to section 7.3 or 7.4 hereof, 
together w i th a statement of the reasons therefor, may be publ ished in 
such form and manner as the C o u n c i l may prescribe. 

(See sec t ion 760 R. ) 
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Implementing Resolution Under Section 
7.6 Publication of Disciplinary 
Action 

As amended effective 
September 17, 1977 

Resolved: 

.01 T h a t no t ice of d i s c i p l i n a r y ac t ion taken under Sec t i on 7.3 
or 7.4 of the b y l a w s and the basis there for sha l l be pub l i shed in 
a membersh ip per iod ica l of the Ins t i tu te . I n the case of a sus
pens ion or t e rm ina t i on pursuan t to Sec t i on 7.3 of the b y l a w s , 
such not ice sha l l be in a form a p p r o v e d by the cha i rman of the 
T r i a l B o a r d or the v ice cha i rman w h e n a c t i n g as s u c h , and 
sha l l d isc lose the name of the member concerned. In any ac t ion 
pu rsuan t to Sec t i on 7.4 of the b y l a w s , the T r i a l B o a r d or sub-
board hea r i ng the case sha l l decide, b y a ma jo r i t y vo te of the 
members present and v o t i n g , on the f o rm of the not ice of the 
case a n d the dec i s i on to be p u b l i s h e d w h i c h sha l l d isc lose the 
name of the m e m b e r i n v o l v e d when the member is found gu i l t y . 
T h e s tatement and dec is ion , as re leased b y the cha i rman , T r i a l 
B o a r d o r sub-board, shall be publ ished in a membership periodical 
of the Ins t i tu te . N o such pub l i ca t i on sha l l be made u n t i l such 
dec is ion has become effect ive. 
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AICPA Professional Standards BL § 770.01 

7.7 Disciplinary Sections Not to 
Be Applied Retroactively 

As amended Febru
ary 1, 1974 

.01 Sections 7 .3 and 7.4 shall not be appl ied to offenses of wrongful conduct 
occurr ing pr ior to its effective date, but such offenses shall be subject to 
d isc ip l ine under the bylaws of the Insti tute in effect at the t ime of their 
occurrence. 
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Amendments 
As amended Febru
ary 1, 1974 

.01 Amendments to these bylaws and the Code of Professional Eth ics shall be 

accompl ished in a manner consistent w i th this A r t i c l e . 

AICPA Professional Standards BL §801.01 

BL Section 801 
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8.1 Proposals to Amend 
the Bylaws 

As amended Febru
ary 1, 1974 

.01 Proposals to amend the bylaws may be made by any th i r ty members o f 
the C o u n c i l , by any two hundred or more members of the Insti tute in 
good s tand ing, or by the Board of Directors. 
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8.2 Proposals to Amend the Code 
of Professional Ethics 

As amended Febru
ary 1, 1974 

.01 Proposals to amend the Code of Professional Ethics may be made by any 
thir ty members of the C o u n c i l , by any two hundred or more members of 
the Institute in good s tanding, by the Board of Directors, or by the 
professional ethics d iv is ion . 
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8.3 Submission to Council 
via Board of Directors 

As amended Febru
ary 1, 1974 

.01 A l l such proposals to amend the bylaws or the Code of Professional 
E th ics , unless made at a meet ing of the Counc i l or the Board of 
Di rectors , shall be submi t ted in wr i t i ng to the Board of Directors. The 
Board o f Directors shall submi t al l such proposals, accompanied by its 
recommendat ion, to the C o u n c i l for act ion. 
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8.4 Submission to Membership 
by Mail Ballot 

As amended Febru
ary 1, 1974 

.01 If approved by the Counc i l the proposed amendment shall be submi t ted 
to al l of the members of the Insti tute for a vote by mai l ballot on or after 
ninety days fo l lowing such approval. If at least two-thi rds of those 
vot ing approve such proposal , it shall become effective as an amendment 
to the bylaws or to the Code of Professional E th ics , as appl icable. M a i l 
ballots shall be considered va l id and counted only i f received in the 
Institute's pr inc ipa l office w i t h i n sixty days from the date o f ma i l i ng the 
ballots to the members. 
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BL Section 911 

AICPA Professional Standards BL §911.01 

Objectives of the American Institute of 
Certified Public Accounts 

.01 Note: The fo l lowing statement o f the Institute's objectives reflects a 

series o f actions by Counc i l over the last decade. The objectives set forth 

here supplement , or in some cases ampl i f y , the opening paragraph of the 

bylaws devoted to the purposes of the organizat ion. 

• T o sustain itself as an organizat ion of d is t inc t ion by the wide par t ic i 
pat ion of its members, by the intense and creative involvement o f the 
best of the profession in Inst i tute affairs, and by an exceptional qual i ty o f 
staff performance. 

• T o adopt a form of organizat ion best designed to meet the needs of a l l 

its members both in and out of practice. 

• T o engage a fu l l - t ime staff of sufficient size and competence and to 
organize their ef for ts—both in terms of direct staff work and assistance 
to commi t tees—so that the organizat ion can move w i th speed and 
precision to cont inual ly strengthen its service and its leadership. 

• T o perform in a manner wh ich w i l l persuade al l parties at interest 

—governmen t , f inancial inst i tu t ions, the business commun i t y , univer

si t ies, and the pub l i c genera l ly—to accept the organizat ion as the au

thori tat ive source o f pr inc ip les and procedures in its field. 

• T o promote improvements in financial report ing by seeking to e l i m i 

nate variations in report ing practices wh ich are not justi f ied by substan

t ial differences in circumstances. 

• T o communicate effectively to the pub l i c , as wel l as to al l levels o f 

government , in regard to matters o f concern to the profession. 

• T o p roduce va luab le , n e w k n o w l e d g e in i ts field t h r o u g h re
search and expe r imen ta t i on , ana lys i s and syn thes is o f exper ience , 
a n d deve lopment a n d adap ta t i on of n e w techn iques. 

• T o identi fy those areas in society where the need for the C P A ' s attest 

funct ion exists and to assist its members in equ ipp ing themselves to 
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perform the attest funct ion wherever a useful social purpose wou ld be 
served. 

• T o mainta in surveil lance over practice in the interest o f p romot ing 
h igh standards of performance by the profession and pub l i c confidence in 
its work. 

• T o promote the adopt ion of un i fo rm, nat ionwide standards governing 
the issuance of C P A certif icates, recogni t ion of qual i f ied accountants o f 
other countr ies, and freedom of movement in interstate and interna
t ional account ing pract ice. 

• T o serve as a construct ive force in improv ing education for the 

profession and, u l t imate ly , a l l business educat ion. 

• T o encourage a cont inuous restatement of those areas of knowledge 

and technical competence required by the C P A in his present and 

prospective professional pract ice, and a clar i f icat ion of the respon

sib i l i t ies appropriate to universi t ies, pract i t ioners, and professional 

societies in the education and t ra in ing of C P A s . 

• T o mainta in a h igh level of qual i ty in its publ icat ions and in its 
program of professional development, and thus to aid its members in 
d ischarging their commi tmen t as professional men to a l i fe t ime of study 
and sel f - improvement. 

• T o coordinate, on a voluntary basis, the plans, programs, and ac
t iv i t ies of the state societies and of the Inst i tute, w i t h part icular e m 
phasis on the adopt ion of un i fo rm codes of professional ethics and 
enforcement procedures. 

• T o cooperate ful ly w i t h a l l organizations of accountants, both at home 
and abroad, to the end that the entire account ing funct ion can make its 
m a x i m u m contr ibut ion to the pub l i c good. 

• T o encourage every e l ig ib le C P A , in furtherance of his personal 
development and in fu l f i l lment of his professional obl igat ions, to be
come a member of both his state society and the Insti tute. 

• T o encourage all C P A s to perform! a wide range of services in the 
broad field of accounting consistent with their professional com
petence and their ethical responsibilities. (See BL section 921, "A 
Description of the Professional Practice of Certified Public Account
ants" which was approved by Council in 1966 as an official statement of 
Institute policy.) 

^->- The next page is 6031. -<-^ 
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Bisection 921 
A Description of the Professional 
Practice of Certified Public 
Accountants 

.01 Cert i f ied publ ic accountants practice i n the broad field of accounting. 

.02 A c c o u n t i n g is a d i sc ip l i ne w h i c h p rov ides financial and o ther 
i n f o rma t i on essent ia l to the eff icient conduc t and eva lua t i on of the 
ac t i v i t i es of any o rgan i za t i on . 

.03 T h e i n f o r m a t i o n w h i c h a c c o u n t i n g p rov ides is essent ia l fo r (1) 
ef fect ive p l a n n i n g , con t ro l , and d e c i s i o n - m a k i n g by managemen t , 
and (2) d i s c h a r g i n g the accoun tab i l i t y of o rgan i za t i ons to i n 
vestors , c red i to rs , gove rnmen t agenc ies, t a x i n g au thor i t i es , asso
c ia t ion members , con t r i bu to rs to we l fa re ins t i tu t ions , and others . 

.04 A c c o u n t i n g inc ludes the deve lopmen t and ana lys is of da ta , the 
t es t i ng of the i r v a l i d i t y and re levance , and the in te rp re ta t i on and 
c o m m u n i c a t i o n of the resu l t i ng i n f o r m a t i o n to in tended users. 
T h e data may be expressed in monetary or other quantitative terms, 
or i n symbol ic or verbal forms. 

.05 S o m e of the da ta w i t h w h i c h a c c o u n t i n g is concerned are not 
p rec i se l y measurab le , but necessar i l y i n v o l v e assumpt ions and 
est imates as to the present effect of fu ture events and o ther 
uncer ta in t ies . A c c o r d i n g l y , accoun t i ng requ i res not o n l y t ech 
n i ca l k n o w l e d g e and s k i l l , bu t even more impor tan t , d i s c i p l i n e d 
j udgmen t , percep t ion , and ob jec t i v i t y . 

.06 W i t h i n th is b road field of accoun t i ng , cer t i f ied p u b l i c accountants 
are the ident i f ied p ro fess iona l accountan ts . T h e y p rov ide leader
sh ip i n a c c o u n t i n g research and educa t ion . I n the prac t ice of 
p u b l i c a c c o u n t i n g C P A s b r i n g competence of p ro fess iona l qual i ty, 
independence, and a s t r ong concern fo r the usefu lness of the 
i n f o r m a t i o n and adv ice they p rov ide , but t hey do not m a k e 
managemen t dec is ions. 

.07 T h e p ro fess iona l q u a l i t y of t he i r serv ices is based upon exper ience 
a n d the requ i rements fo r the C P A cer t i f i ca te—educa t ion and 
e x a m i n a t i o n — a n d upon the e th ica l and techn ica l s tandards es tab
l i shed and enforced b y the i r p ro fess ion . 

AICPA Professional Standards BL §921.07 
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.08 C P A s have a d i s t i nc t i ve ro le i n e x a m i n i n g financial s ta tements 
subm i t t ed to inves to rs , c red i to rs , a n d o the r in terested par t ies , a n d 
i n e x p r e s s i n g independent op in ions on the fa i rness of such s ta te
men ts . T h i s d i s t i nc t i ve ro le has i nev i t ab l y encouraged a demand 
for the op in i ons of C P A s on a w i d e v a r i e t y of o ther representa 
t ions , such as comp l i ance w i t h ru les and regu la t i ons of g o v e r n 
ment agenc ies , sales s ta t is t ics under lease and r o y a l t y agree
men ts , and adherence to covenants i n indentures . 

.09 T h e e x a m i n a t i o n of financial s ta tements requ i res C P A s to r e v i e w 
m a n y aspects of an o rgan iza t ion ' s ac t i v i t i es and procedures. C o n 
sequen t l y they can adv ise c l ien ts of needed i m p r o v e m e n t s i n 
i n te rna l con t ro l and make cons t ruc t i ve sugges t ions on financial, 
tax , and o ther ope ra t i ng mat te rs . 

.10 I n add i t i on to f u r n i s h i n g adv ice i n con junc t i on w i t h the i r inde
pendent exam ina t i ons of financial s ta tements , C P A s are engaged 
to p rov ide ob jec t ive adv ice and consu l ta t i on o n va r i ous manage 
men t p rob l ems . M a n y of these i n v o l v e i n fo rma t i on and con t ro l 
sys tems and techn iques , such as b u d g e t i n g , cost con t ro l , prof i t 
p lanning, internal report ing, automatic data processing, and quant i 
ta t i ve ana l ys i s . C P A s a l so ass is t i n the deve lopmen t and i m p l e 
men ta t i on of p rog rams a p p r o v e d b y managemen t . 

.11 A m o n g the ma jo r management problems depending on the account
i n g f u n c t i o n is comp l i ance w i t h t ax requ i remen ts . A n impor tan t 
par t of the p rac t i ce of C P A s inc ludes tax p l a n n i n g and adv ice , 
p repara t ion of tax re tu rns , and represen ta t ion of c l ien ts before 
gove rnmen t agencies. 

.12 C P A s a lso par t i c ipa te i n conferences w i t h g o v e r n m e n t agencies 
such as the Secur i t i es and E x c h a n g e C o m m i s s i o n , and w i t h other 
in teres ted par t ies , such as banke rs . 

.13 L i k e o ther p ro fess iona ls , C P A s are o f ten consu l ted on bus iness , 
c iv ic , and o the r p rob lems o n w h i c h the i r j u d g m e n t , exper ience , 
and p ro fess iona l s tandards pe rm i t t h e m to p rov ide he lp fu l adv i ce 
and ass is tance. 

.14 T h e comp lex i t i e s of an i n d u s t r i a l soc ie ty encourage a h i g h degree 
of spec ia l i za t i on i n a l l p ro fess ions . T h e a c c o u n t i n g p ro fess ion is 
no excep t ion . I ts scope is so w i d e and v a r i e d tha t m a n y i n d i 
v i d u a l C P A s choose to spec ia l i ze i n p a r t i c u l a r t ypes of serv ice . 

.15 A l t h o u g h the i r ac t i v i t i es m a y be d i ve rse , a l l C P A s have d e m o n 
s t ra ted bas i c competence of p ro fess iona l qua l i t y i n the d i sc i p l i ne 
of accoun t ing . I t is th i s w h i c h un i tes t h e m as members of one 
pro fess ion , and p rov ides a founda t i on for ex tens ion of the i r 
serv ices in to n e w areas. 

§921.08 Copyright © 1979, American Institute of Certified Publ ic Accountants, Inc. 
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. R e q u i r e m e n t s 921.07 
. S u s p e n s i o n b y G o v e r n m e n t a l 

A u t h o r i t y 730.01; 730R.03; 740.01-02 
. T e r m i n a t i o n b y G o v e r n m e n t a l 

A u t h o r i t y 730.01; 730R.04; 740.01-.02 
. T r i a l B o a r d M e m b e r s 360.01 

C P A E X A M I N A T I O N — S e e E x a m i n a t i o n , 
U n i f o r m C P A 

C H A I R M A N O F B O A R D O F D I R E C T O R S 
. A p p o i n t m e n t o f C o m m i t t e e s a n d 

B o a r d s 360.01; 420.01 
. A t t e n d a n c e a t B o a r d M e e t i n g s 360.01 
. A t t e n d a n c e a t C o m m i t t e e 

M e e t i n g s 360.01 
. A u d i t C o m m i t t e e 420.01 
. C o u n c i l M e m b e r 330.01 
. D u t i e s o f C h a i r m a n 350R.02 
. E l e c t i o n b y C o u n c i l 350.01; 350R.01 
. E l e c t i o n t o B o a r d 630.01 
. P o w e r s P r e s c r i b e d b y C o u n c i l 350.01 
. Q u a l i f i c a t i o n s f o r O f f i c e 350.01 
. S p e c i a l M e e t i n g s o f C o u n c i l 520.01 
. T e r m o f O f f i c e 350R.01; 670.01 

C O D E O F P R O F E S S I O N A L E T H I C S 
. A m e n d m e n t s 801.01 
. C o o r d i n a t i o n w i t h S t a t e S o c i e t i e s . . . . 911.01 
. D i s c i p l i n a r y A c t i o n 740.01; 740R.01—.05 
. I n f r i n g e m e n t 740.01; 740R.01; 740R.03—.05 
. I n t e r p r e t a t i o n s a n d A m e n d m e n t s . . . . 360.01 
. P r o p o s a l s t o A m e n d 320.01; 820.01; 830.01; 

840.01 

BOA 

C O M M I T T E E S O F I N S T I T U T E 
. A c c o u n t i n g a n d R e v i e w S e r v i c e s 

C o m m i t t e e 360R.01-.02 
. A c c o u n t i n g S t a n d a r d s D i v i s i o n 

E x e c u t i v e C o m m i t t e e 360R.01—.02 
. A p p o i n t m e n t b y C h a i r m a n o f 

B o a r d 360.01 
. A u d i t — S e e A u d i t C o m m i t t e e 
. A u d i t i n g S t a n d a r d s D i v i s i o n E x e c u t i v e 

C o m m i t t e e 360R.01—.02 
. B o a r d o f E x a m i n e r s 360.01; 360R.01 
. C o n t i n u i n g P r o f e s s i o n a l E d u c a t i o n 

D i v i s i o n E x e c u t i v e C o m m i t t e e 360R.01 
. E l i g i b i l i t y f o r S e r v i c e 320.01 
. F e d e r a l T a x a t i o n D i v i s i o n E x e c u t i v e 

C o m m i t t e e 360R.01—.02 
. L i m i t a t i o n o f P e r s o n a l L i a b i l i t y 440.01 
. M a n a g e m e n t A d v i s o r y S e r v i c e s 

D i v i s i o n E x e c u t i v e C o m m i t t e e . . . 360R.01— 
.02 

. N o m i n a t i o n s C o m m i t t e e 360.01; 360R.04 

. O r g a n i z a t i o n o f I n s t i t u t e 310.01—.02 

. O r g a n i z a t i o n P r e s c r i b e d 360.01 

. P e r m a n e n t C o m m i t t e e s , B o a r d s , a n d 
D i v i s i o n s 360.01; 360R.04 

. P r a c t i c e R e v i e w C o m m i t t e e 360R.01; 
360R.03 

. P r i v a t e C o m p a n i e s P r a c t i c e S e c t i o n 
E x e c u t i v e C o m m i t t e e 360R.01 

. P r o f e s s i o n a l E t h i c s D i v i s i o n E x e c u t i v e 
C o m m i t t e e 360.01; 360R.01—.02 

. Q u a l i t y C o n t r o l S t a n d a r d s 
C o m m i t t e e 360R.01—.02 

. S E C P r a c t i c e S e c t i o n E x e c u t i v e 
C o m m i t t e e 360R.01 

. R e s o l u t i o n s o f M e m b e r s h i p 320.01 

. S e n i o r C o m m i t t e e s a n d B o a r d s 360.01; 
360R.01-.02 

. T r i a l B o a r d 360.01 

C O M M U N I C A T I O N 
. O b j e c t i v e s o f I n s t i t u t e 911.01 

C O M P L A I N T S A G A I N S T M E M B E R S 
. R e f e r r e d t o N a t i o n a l R e v i e w B o a r d . . . 

740R.02 
. R e f e r r e d t o P r o f e s s i o n a l E t h i c s 

D i v i s i o n 740R.01—.05 
. R e s i g n a t i o n o r R e i n s t a t e m e n t 710R.01 

C O N T I N U I N G P R O F E S S I O N A L 
E D U C A T I O N D I V I S I O N E X E C U T I V E 
C O M M I T T E E 

. D e s i g n a t i o n a s S e n i o r C o m m i t t e e . . . 360R.01 

C O N V I C T I O N O F C R I M E — S e e C r i m i n a l 
C o n v i c t i o n 

C O U N C I L O F I N S T I T U T E 
. A c t i o n o n R e i n s t a t e m e n t 710.01 
. A c t i o n o n R e s i g n a t i o n s 710.01 
. A d m i s s i o n o f I n t e r n a t i o n a l 

A s s o c i a t e s 250.01 
. A m e n d m e n t P r o p o s a l s 810.01; 820.01; 

830.01 
. A p p o i n t m e n t o f A u d i t o r 410.01 
. B u d g e t a r y C o n t r o l s 401.01 
. C o m p o s i t i o n of C o u n c i l 330.01 
. D i s c i p l i n i n g o f M e m b e r s h i p 740.01—.02 
. D u e s D e t e r m i n a t i o n b y C o u n c i l 450.01 
. E l e c t i o n M e e t i n g 670.01 
. E l e c t i o n o f M e m b e r s 610.01 
. E l e c t i o n o f M e m b e r s - a t - L a r g e . . . . 630.01—.02 
. E l e c t i o n of O f f i c e r s 350.01; 630.01—.02 
. E l e c t i o n of P r e s i d e n t 640.01; 640R.01 
. E l e c t i o n o f P u b l i c R e p r e s e n t a t i v e s . . . 630.01 
. E l e c t i o n o f S e c r e t a r y 640.01, 640R.01 
. E x e c u t i o n o f I n s t r u m e n t s 430.01 
. F i n a n c i a l M a n a g e m e n t a n d 

C o n t r o l s 401.01; 401R.01 
. F i s c a l Y e a r P r e s c r i b e d 460.01; 460R.01 
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C O U N C I L O F I N S T I T U T E — c o n t i n u e d 
. F o r f e i t u r e o f O f f i c e 650.01 
. I n t e r i m A p p o i n t m e n t s 660.01—.02 
. L i m i t a t i o n of P e r s o n a l L i a b i l i t y 440.01 
. M e e t i n g s — S e e M e e t i n g s of C o u n c i l 
. M e m b e r s - a t - L a r g e ' . . 330.01; 630.01—,02 
. M e m b e r s E l e c t e d t o B o a r d o f 

D i r e c t o r s 340R.01 
. N a t i o n a l R e v i e w B o a r d 360R.09 
. N o m i n a t i o n 610.01 
. N o t i f i c a t i o n of N o m i n a t i o n 610.01 
. N u m b e r o f C o u n c i l M e m b e r s 610.01 
. O r g a n i z a t i o n o f I n s t i t u t e 310.01 
. P o w e r s o f C o u n c i l 330.01 
. P r o p o r t i o n a l R e p r e s e n t a t i o n s of 

M e m b e r s 610.01 
. P r o p o s a l s t o A m e n d B y l a w s . . . 810.01; 830.01 
. P r o p o s a l s t o A m e n d C o d e o f E t h i c s . . . 

820.01; 830.01 
. P u b l i c a t i o n o f D i s c i p l i n a r y A c t i o n . . . . 760.01 
. Q u a l i f i c a t i o n s f o r M e m b e r s h i p 320.01 
. R e i n s t a t e m e n t o f M e m b e r s h i p 720.01; 

750.01 
. R e p o r t s f r o m B o a r d of D i r e c t o r s 340.01 
. R e p o r t s t o M e m b e r s h i p 330.01 
. R e s o l u t i o n s of M e m b e r s h i p 320.01 
. R u l e s G o v e r n i n g I n t e r n a t i o n a l 

A s s o c i a t e s 250.01 
. S e l e c t i o n o f C o u n c i l M e m b e r s 330.01 
. S e n i o r C o m m i t t e e s D e s i g n a t e d 360.01 
. S p e c i a l M e e t i n g s o f C o u n c i l 520.01 
. S t a t e S o c i e t y R e p r e s e n t a t i v e s 620.01 
. T e r m of O f f i c e 610.01 
. T e r m i n a t i o n of I n t e r n a t i o n a l A s s o c i a t e 

A f f i l i a t i o n 720.01 
. T e r m i n a t i o n o f M e m b e r s h i p 720.01 
. U n e x p i r e d T e r m s 610.01; 660R.01 
. V a c a n c i e s 610.01; 610R.01; 660.01—.02; 

660R.01 

C O U N C I L R E S O L U T I O N S — S e e 
I m p l e m e n t i n g R e s o l u t i o n s o f C o u n c i l 

C R I M I N A L C O N V I C T I O N 
. D i s c i p l i n i n g of M e m b e r b y T r i a l 

B o a r d 740.01—.02 
. J u d g m e n t R e v e r s e d 750R.02 
. S u s p e n s i o n of M e m b e r s h i p . . . 730.01; 730R.01 
. T e r m i n a t i o n o f M e m b e r s h i p 730.01; 

730R.02 

D E S I G N A T I O N A S M E M B E R S 240.01 

D I R E C T O R S — S e e B o a r d of D i r e c t o r s 

D I S C I P L I N A R Y S A N C T I O N S 
. D i s c i p l i n i n g b y T r i a l B o a r d 740.01—.02; 

74OR.01-.05 
. I n t r o d u c t i o n 701.01 
. P u b l i c a t i o n o f A c t i o n 740R.04; 750R.01; 

760.01; 760R.01 
. R e i n s t a t e m e n t 750R.01—.02 
. R e t r o a c t i v i t y 770.01 
. R e t u r n o f C e r t i f i c a t e 230.01 

D I S C I P L I N A R Y S U S P E N S I O N — S e e 

S u s p e n s i o n o f M e m b e r s h i p 

D I V I S I O N S O F I N S T I T U T E 360.01; 360R.01 

D U E S 
. C l a s s i f i c a t i o n s 450.01 
. D a t e P a y a b l e 450.02 
. I n t e r n a t i o n a l A s s o c i a t e s 450.01—.03 
. M i l i t a r y S e r v i c e 450.03 
. N o n p a y m e n t 720.01; 720R.01—.02 
. R e q u i r e d f o r C e r t i f i c a t e o f 

M e m b e r s h i p 230.01 
E D U C A T I O N 

. D e s c r i p t i o n of P r a c t i c e 921.06—.07 

. O b j e c t i v e s o f I n s t i t u t e 911.01 

. P r a c t i c e R e v i e w C o m m i t t e e 360R.03 

E D U C A T I O N — c o n t i n u e d 
. P r o f e s s i o n a l D e v e l o p m e n t C o u r s e s . . . 

740R.03; 740R.05 

E L E C T I O N S 
. B o a r d o f D i r e c t o r s 630.01—.02; 670.01 
. C h a i r m a n o f B o a r d of D i r e c t o r s 630.01 
. C o u n c i l M e m b e r s 610.01 
. I n t r o d u c t i o n 601.01 
. M e m b e r s - a t - L a r g e 630.01; 670.01 
. N o t i f i c a t i o n of E l e c t i o n t o C o u n c i l . . . . 610.01 
. N o t i f i c a t i o n of N o m i n a t i o n t o 

C o u n c i l 610.01 
. O f f i c e r s of I n s t i t u t e 670.01 
. P r e s i d e n t o f I n s t i t u t e 640.01; 640R.01 
. P r o p o r t i o n a l R e p r e s e n t a t i o n in 

C o u n c i l 610.01 
. P u b l i c R e p r e s e n t a t i v e s 630.01 
. S e c r e t a r y o f I n s t i t u t e 640.01; 640R.01 
. T e r m o f O f f i c e of C o u n c i l M e m b e r s . . . 610.01 
. T r e a s u r e r o f I n s t i t u t e 630.01 
. V a c a n c i e s 660.01—.02; 660R.01 
. V i c e C h a i r m a n o f B o a r d of 

D i r e c t o r s 630.01 
. V i c e P r e s i d e n t s o f I n s t i t u t e 630.01 
. W i t h d r a w a l o f N o m i n a t i o n 610R.01 

E T H I C S D I V I S I O N — S e e P r o f e s s i o n a l 
E t h i c s D i v i s i o n 

E X A M I N A T I O N , U N I F O R M C P A 
. R e q u i r e m e n t f o r I n t e r n a t i o n a l 

A s s o c i a t e s 250R.01 
. R e q u i r e m e n t f o r M e m b e r s h i p 220.01 
. S u p e r v i s i o n b y B o a r d o f E x a m i n e r s . . . 360.01 

E X A M I N E R S - S e e B o a r d o f E x a m i n e r s 

E X E C U T I O N O F I N S T R U M E N T S 
. D e s i g n a t i o n o f O f f i c e r s o r 

E m p l o y e e s 430.01 

F E D E R A L T A X A T I O N D I V I S I O N 
E X E C U T I V E C O M M I T T E E 

. A u t h o r i t y t o M a k e P u b l i c 
S t a t e m e n t s 36OR.02 

. D e s i g n a t i o n a s S e n i o r C o m m i t t e e . . . 360R.01 

F E L O N Y — S e e C r i m i n a l C o n v i c t i o n 

F I N A N C I A L M A N A G E M E N T A N D 
C O N T R O L S 

. A u d i t C o m m i t t e e 420.01 

. A u d i t o f I n s t i t u t e 410.01 

. A u t h o r i t y o f C o u n c i l 401.01 

. B u d g e t s o f I n s t i t u t e 401.01; 401R.01 

. D u e s 450.01—.03 

. F i s c a l Y e a r 460.01; 460R.01 

. I m p l e m e n t i n g R e s o l u t i o n s of 
C o u n c i l 401R.01 

. L i m i t a t i o n o f P e r s o n a l L i a b i l i t y 440.01 

F I N A N C I A L R E P O R T I N G 
. D e s c r i p t i o n o f P r a c t i c e 921.02—.03; 

921.08—.10 
. O b j e c t i v e s o f I n s t i t u t e 911.01 
. S u b s t a n d a r d R e p o r t i n g 360R.03 

F I N A N C I A L S T A T E M E N T S O F I N S T I T U T E 
. A u d i t C o m m i t t e e 420.01 
. F i s c a l Y e a r 460R.01 
. P u b l i c a t i o n f o r M e m b e r s h i p 410.01 

F I S C A L Y E A R 
. P r e s c r i b e d b y C o u n c i l 460.01; 460R.01 

F O R E I G N C I T I Z E N S H I P — S e e 
I n t e r n a t i o n a l A s s o c i a t e s 

F O R F E I T U R E O F O F F I C E 

G O V E R N I N G B O D Y — S e e C o u n c i l of 
I n s t i t u t e 

650.01 
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G O V E R N M E N T A L A G E N C I E S 
. C o m p l i a n c e w i t h R u l e s a n d 

R e g u l a t i o n s 921.08 
. D e s c r i p t i o n o f P r a c t i c e 920.12 

I M P L E M E N T I N G R E S O L U T I O N S O F 
C O U N C I L 

B o a r d o f D i r e c t o r s 340R.01 
C o m m i t t e e s o f I n s t i t u t e 360R.01—.12 
D i s c i p l i n a r y S u s p e n s i o n 730R.01—.09 
D i s c i p l i n i n g b y T r i a l B o a r d 740R.01—.05 
E l e c t i o n o f C o u n c i l M e m b e r s 610R.01 
E l e c t i o n o f P r e s i d e n t a n d 

S e c r e t a r y 640R.01 
F i n a n c i a l M a n a g e m e n t a n d 

C o n t r o l s 401R.01 
F i s c a l Y e a r 460R.01 
I n t e r n a t i o n a l A s s o c i a t e s 250R.01—.03 
N o n p a y m e n t o f F i n a n c i a l 

O b l i g a t i o n s 720R.01-.03 
O f f i c e r s o f I n s t i t u t e 350R.01—.07 
P u b l i c a t i o n o f D i s c i p l i n a r y A c t i o n . . . 760R.01 
R e i n s t a t e m e n t o f M e m b e r s h i p . . . . 750R.01— 

.02 
R e s i g n a t i o n o f M e m b e r s h i p 710R.01 
T e r m i n a t i o n o f M e m b e r s h i p . . . . 730R.01—.09 
V a c a n c i e s 660R.01 

I N C O M E T A X R E T U R N S 
. D e s c r i p t i o n o f P r a c t i c e 921.11 
. F a i l u r e t o F i le 730.01 
. F a l s e o r F r a u d u l e n t R e t u r n s 730.01 

I N C O M P E T E N C E 
. D i s c i p l i n i n g b y T r i a l B o a r d 740.01—.02 

I N D E P E N D E N C E 
. D e s c r i p t i o n o f P r a c t i c e 921.06 

I N S T I T U T E — S e e A m e r i c a n I n s t i t u t e o f 
C P A s 

I N S T R U M E N T S — S e e E x e c u t i o n o f 
I n s t r u m e n t s 

I N T E R N A T I O N A L A S S O C I A T E S 
. A d m i s s i o n 250.01; 250R.01—.02 
. A t t e n d a n c e a t M e e t i n g s 320.01 
. C e r t i f i c a t e , C P A I s s u e d 250R.03 
. C e r t i f i c a t e o f A s s o c i a t i o n 250R.02 
. D u e s 450.01—.03 
. E d u c a t i o n a l R e q u i r e m e n t s 250R.01 
. E l i g i b i l i t y f o r M e m b e r s h i p 250R.03 
. O b j e c t i v e s o f I n s t i t u t e 911.01 
. Q u a l i f i c a t i o n s f o r A d m i s s i o n 250R.01 
. R e t u r n of C e r t i f i c a t e 250R.02 
. S u s p e n s i o n o f A s s o c i a t i o n 250R.02 
. T e r m i n a t i o n of A s s o c i a t i o n . . . 25OR.03; 720.01 
. V o t i n g R i g h t s 320.01 
. W a i v e r o f D u e s 450.03 

J O I N T T R I A L B O A R D D I V I S I O N 
. C o m p l a i n t s A g a i n s t M e m b e r s . . . 740R.01—.05 
. C o m p o s i t i o n 360R.05—.12 
. D i s c i p l i n i n g o f M e m b e r 740R.01—.05 
. N a t i o n a l R e v i e w B o a r d — S e e N a t i o n a l 

R e v i e w B o a r d 
. N o t i f i c a t i o n t o M e m b e r 740R.03 
. P o w e r s o f T r i a l B o a r d 360R.05 
. R e g i o n a l T r i a l B o a r d — S e e R e g i o n a l 

T r ta l B o a r d 
. R e i n s t a t e m e n t o f M e m b e r s h i p 750R.02 
. R e v i e w P r o c e d u r e 740R.03 

, . . 440.01 

M A I L B A L L O T — c o n t i n u e d 
. V o t i n g R i g h t s 320.01 

L I A B I L I T Y F O R F I N A N C I A L L O S S . . 
L O S S E S , F I N A N C I A L 

. L i m i t a t i o n o f P e r s o n a l L i a b i l i t y 440.01 
M A I L B A L L O T 

. C o u n c i l V o t e 520.01 

. P r o p o s e d A m e n d m e n t s 840.01 

. R e s o l u t i o n s o f M e m b e r s h i p 510.01 

. V a c a n c i e s 660.01; 660R.01 

. V o t i n g f o r C o u n c i l M e m b e r s 610.01 

M A N A G E M E N T A D V I S O R Y S E R V I C E S 
. D e s c r i p t i o n of P r a c t i c e 921.10—.11 

M A N A G E M E N T A D V I S O R Y S E R V I C E S 
D I V I S I O N E X E C U T I V E C O M M I T T E E 

. A u t h o r i t y t o M a k e P u b l i c 
S t a t e m e n t s 360R.02 

. D e s i g n a t i o n a s S e n i o r C o m m i t t e e . . . 360R.01 

M E E T I N G S , G E N E R A L P R O V I S I O N S 
. Q u o r u m 530.01 
. R u l e s o f P r o c e d u r e 530.01 

M E E T I N G S O F B O A R D O F D I R E C T O R S 
. A m e n d m e n t P r o p o s a l s 830.01 
. Q u o r u m 530.01 

M E E T I N G S O F C O U N C I L 
. A g e n d a D e t e r m i n e d by B o a r d of 

D i r e c t o r s 501.01 
. A m e n d m e n t P r o p o s a l s 830.01 
. D a t e s D e t e r m i n e d b y B o a r d of 

D i r e c t o r s 501.01 
. D a t e s o f M e e t i n g s 520.01 
. E l e c t i o n M e e t i n g 670.01 
. E l e c t i o n s 660.01—.02; 660R.01 
. M a i l B a l l o t in L i e u o f S p e c i a l 

M e e t i n g 520.01 
. M i n u t e s 520.01 
. N o n - a t t e n d a n c e 650.01 
. N o t i c e of M e e t i n g s 520.01 
. Q u o r u m 530.01 
. R e g u l a r M e e t i n g s 520.01 
. R u l e s o f P r o c e d u r e 530.01 
. S p e c i a l M e e t i n g s 520.01 

M E E T I N G S O F I N S T I T U T E 
. C o u n c i l M e e t i n g P r e c e d i n g 670.01 
. N o t i c e o f M e e t i n g s 510.01 
. Q u o r u m 510.01; 530.01 
. R e g u l a r M e e t i n g s 510.01 
. R e s o l u t i o n of M e m b e r s h i p 510.01 
. R u l e s o f P r o c e d u r e 530.01 
. S p e c i a l M e e t i n g s 510.01 

M E M B E R S — S e e M e m b e r s h i p 

M E M B E R S - A T - L A R G E O F C O U N C I L 
. C o u n c i l M e m b e r s 330.01 
. E l e c t i o n s 630.01—.02; 670.01 
. F o r f e i t u r e o f O f f i c e 650.01 
. N o n - a t t e n d a n c e a t C o u n c i l 

M e e t i n g s 650.01 
. T e r m o f O f f i c e 630.01 

M E M B E R S H I P 
. A d m i s s i o n t o M e m b e r s h i p 220.01; 230.01 
. A m e n d m e n t P r o p o s a l s 810.01; 820.01 
. A t t e n d a n c e a t M e e t i n g s 320.01 
. C e r t i f i c a t e — S e e C e r t i f i c a t e of 

M e m b e r s h i p 
. C o n d i t i o n s f o r R e t e n t i o n 701.01 
. D e s i g n a t i o n a s M e m b e r 240.01 
. D i s c i p l i n a r y S a n c t i o n s — S e e 

D i s c i p l i n a r y S a n c t i o n s 
. D i s c i p l i n i n g of M e m b e r b y T r i a l 

B o a r d 740.01-.02; 740R.01-.05 
. D u e s 450.01—.03 
. E l e c t i o n s — S e e E l e c t i o n s 
. F i n a n c i a l S t a t e m e n t s of I n s t i t u t e 410.01 
. I n t e r n a t i o n a l A s s o c i a t e s — S e e 

I n t e r n a t i o n a l A s s o c i a t e s 
. M a i l B a l l o t 320.01; 510.01; 610.01 
. M e e t i n g s — S e e M e e t i n g s of t h e 

I n s t i t u t e 
. M e m b e r s D e f i n e d 210.01 
. N o n p a y m e n t o f D u e s 720.01; 720R.01 
. N o t i c e o f M e e t i n g s 510.01 
. O b j e c t i v e s o f I n s t i t u t e 101.01; 911.01 
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M E M B E R S H I P — c o n t i n u e d 
O r g a n i z a t i o n — S e e O r g a n i z a t i o n o f 

I n s t i t u t e 
P o s i t i o n s H e l d O n l y b y M e m b e r s 320.01 
P r o p o s a l s t o A m e n d B y l a w s . . . 810.01; 840.01 
P r o p o s a l s t o A m e n d C o d e o f E t h i c s . . . 

820.01:840.01 
P u b l i c a t i o n o f D i s c i p l i n a r y A c t i o n . . . . 760.01; 

760R.01 
Q u a l i f i c a t i o n s 220.01 
R e i n s t a t e m e n t — S e e R e i n s t a t e m e n t o f 

M e m b e r s h i p 
R e p o r t s o f C o u n c i l A c t i o n 330.01 
R e q u i r e m e n t s f o r A d m i s s i o n 220.01 
R e s i d e n c e f o r V o t i n g P u r p o s e s 320 01 
R e s i g n a t i o n 710.01; 710R.01; 720R.02-.03 
R e s o l u t i o n s 320.01; 510.01 
R i g h t s a n d P o w e r s 320.01 
S u s p e n s i o n — S e e S u s p e n s i o n of 

M e m b e r s h i p 
T e r m i n a t i o n — S e e T e r m i n a t i o n o f 

M e m b e r s h i p 
U n i t y o f P r o f e s s i o n 921.15 
V o t i n g o n A m e n d m e n t s 840.01 
V o t i n g R i g h t s 320.01 
W a i v e r o f D u e s 450.03 

M I L I T A R Y S E R V I C E 
. D u e s 450.03 

M I N U T E S 
. M e e t i n g s o f C o u n c i l 520.01 

N A M E A N D P U R P O S E 
. O b j e c t i v e s o f I n s t i t u t e 101.01; 911.01 

N A T I O N A L R E V I E W B O A R D 
. C o m p l a i n t s A g a i n s t M e m b e r s 740R.02 
. C o m p o s i t i o n 360R.09—.12 
. D i s c i p l i n i n g o f M e m b e r 740R.01—.03 
. E f f e c t i v e D a t e o f D e c i s i o n 740R.03 
. P u b l i c a t i o n o f R e i n s t a t e m e n t 750R.01 
. R e i n s t a t e m e n t o f M e m b e r s h i p . . . . 750R.01— 

.02 
. R e q u e s t f o r T r i a l 740R.03 
. R e v i e w P r o c e d u r e 740R.03; 750R.01—.02 

N O M I N A T I O N S 
C o u n c i l M e m b e r s 610.01 
F l o o r N o m i n a t i o n s 630.01; 640R.01 
P r e s i d e n t a n d S e c r e t a r y 640R.01 
V a c a n c i e s 660R.01 
W i t h d r a w a l 610R.01 

N O M I N A T I O N S C O M M I T T E E 
. D u t i e s o f C o m m i t t e e 360.01; 610.01 
. E l e c t i o n o f C o u n c i l M e m b e r s . . . 610.01; 630.01 
. E l e c t i o n o f M e m b e r s 360R.04 
. E l e c t i o n o f O f f i c e r s 630.01 

N O N - A T T E N D A N C E A T C O U N C I L 
M E E T I N G S , 650.01 

N O N P A Y M E N T O F F I N A N C I A L 
O B L I G A T I O N 

. T e r m i n a t i o n o f M e m b e r s h i p 720.01; 
720R.01-.02 

N O T I C E O F M E E T I N G S 
. C o u n c i l M e e t i n g s 520.01 
. I n s t i t u t e M e e t i n g s 510.01 

N O T I F I C A T I O N 
. C h a r g e s A g a i n s t M e m b e r s 740R.03 
. D i s c i p l i n a r y A c t i o n s 760.01; 760R.01 
. P r a c t i c e R e v i e w C o m m i t t e e 360R.03 

O B J E C T I V E S O F I N S T I T U T E 101.01; 911.01 
O B J E C T I V I T Y 

. D e s c r i p t i o n o f P r a c t i c e 921.05 
O F F I C E R S O F I N S T I T U T E 

. A p p o i n t e d b y B o a r d o f D i r e c t o r s . . . . . 350.01 

. C h a i r m a n o f B o a r d — S e e C h a i r m a n o f 
B o a r d o f D i r e c t o r s 

O F F I C E R S O F I N S T I T U T E — c o n t i n u e d 
. E l e c t i o n b y C o u n c i l 350.01 
. E l e c t i o n M e e t i n g s 670.01 
. L i m i t a t i o n o f P e r s o n a l L i a b i l i t y 440.01 
. N o m i n a t i o n s C o m m i t t e e 360.01 
. O r g a n i z a t i o n of I n s t i t u t e 310.01 
. P o w e r s o f C o u n c i l 330.01 
. P r e s i d e n t — S e e P r e s i d e n t o f I n s t i t u t e 
. Q u a l i f i c a t i o n s f o r M e m b e r s h i p 320.01 
. R e s o l u t i o n s of M e m b e r s h i p 320.01 
. S e c r e t a r y — S e e S e c r e t a r y of I n s t i t u t e 
. T e r m of O f f i c e 350R.01 
. T r e a s u r e r — S e e T r e a s u r e r of I n s t i t u t e 
. U n e x p i r e d T e r m s 660R.01 
. V a c a n c i e s 660.01—.02; 660R.01 
. V i c e C h a i r m a n - — S e e V i c e C h a i r m a n o f 

B o a r d of D i r e c t o r s 
. V i c e P r e s i d e n t — S e e V i c e P r e s i d e n t s of 

I n s t i t u t e ( A p p o i n t e d ) 
. V i c e P r e s i d e n t — S e e V i c e P r e s i d e n t s o f 

I n s t i t u t e ( E l e c t e d ) 

O R G A N I Z A T I O N O F I N S T I T U T E 
. B o a r d of D i r e c t o r s 340.01; 340R.01 
. C o m m i t t e e s a n d B o a r d s 360.01; 360R.01— 

.12 
. C o u n c i l of I n s t i t u t e 330.01 
. G e n e r a l S t r u c t u r e 310.01—.02; 911.01 
. M e m b e r s h i p 320.01 
. O f f i c e r s E l e c t e d b y C o u n c i l 350.01; 

350R.01-.07 

P E R M A N E N T C O M M I T T E E S , B O A R D S , 
A N D D I V I S I O N S 360.01; 360R.04 

P E R S O N A L L I A B I L I T Y — S e e L i a b i l i t y f o r 
F i n a n c i a l L o s s 

P R A C T I C E R E V I E W C O M M I T T E E 
. D e s i g n a t e d a s S e n i o r C o m m i t t e e . . . 360R.01 
. D u t i e s 360R.03 
. R e f e r r a l s t o E t h i c s D i v i s i o n 360R.03 

P R E S I D E N T O F I N S T I T U T E 
. C o u n c i l M e m b e r 330.01 
. D u t i e s o f P r e s i d e n t 350R.06 
. E l e c t i o n b y C o u n c i l . . . . 350.01; 640.01; 640R.01 
. P o w e r s P r e s c r i b e d b y C o u n c i l 350.01 
. Q u a l i f i c a t i o n s f o r O f f i c e 350.01 

P R I V A T E C O M P A N I E S P R A C T I C E 
S E C T I O N E X E C U T I V E C O M M I T T E E 

. D e s i g n a t i o n a s S e n i o r C o m m i t t e e . . . 360R.01 

P R O C E D U R E — S e e O r g a n i z a t i o n o f 
I n s t i t u t e 

P R O F E S S I O N A L D E V E L O P M E N T 
. C o u r s e s P r e s c r i b e d b y E t h i c s 

D i v i s i o n 740R.03; 74OR.05 
. O b j e c t i v e s o f I n s t i t u t e 911.01 

P R O F E S S I O N A L E T H I C S D I V I S I O N 
. A c t i o n o n C o m p l a i n t s 740R.02 
. A c t i o n o n R e i n s t a t e m e n t 710R.01 
. A c t i o n o n R e s i g n a t i o n s 710R.01 
. A d m i n i s t r a t i v e R e p r i m a n d 740R.04 
. A m e n d m e n t P r o p o s a l s 820.01 
. C o m p l a i n t s A g a i n s t M e m b e r s . . . 740R.01—.05 
. D i s c i p l i n a r y A c t i o n 730R.08 
. D i s c i p l i n a r y S a n c t i o n s 740.01—.02; 

74OR.01—.05 
. F a i l u r e t o C o o p e r a t e 740.01—.02 
. N a t i o n a l R e v i e w B o a r d 360R.09 
. P r o f e s s i o n a l D e v e l o p m e n t C o u r s e s 

P r e s c r i b e d 740R.03; 740R.05 
. P r o p o s a l s t o A m e n d C o d e o f E t h i c s . . . 

820.01 
. R e f e r r a l s f r o m P r a c t i c e R e v i e w 360R.03 
. R e g i o n a l T r i a l B o a r d s 360R.06—.07 
. R e i n s t a t e m e n t o f M e m b e r s h i p 750R.02 
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P R O F E S S I O N A L E T H I C S D I V I S I O N 
E X E C U T I V E C O M M I T T E E 

. A u t h o r i t y t o M a k e P u b l i c 
S t a t e m e n t s 360R.02 

. D e s i g n a t i o n a s S e n i o r C o m m i t t e e . . . 360R.01 

. D u t i e s o f C o m m i t t e e 360.01 

. I n t e r p r e t a t i o n s a n d A m e n d m e n t s of 
C o d e 360.01 

P R O F E S S I O N A L P R A C T I C E O F C P A s 
. D e s c r i p t i o n 921.01—15 

P R O P O S A L S F O R A M E N D M E N T 
. B y l a w s 810.01; 830.01; 840.01 
. C o d e o f P r o f e s s i o n a l E t h i c s . . . 820.01; 830.01; 

840.01 
P U B L I C R E P R E S E N T A T I V E S 

. E l e c t e d b y C o u n c i l 630.01 

. M e m b e r s o f B o a r d o f D i r e c t o r s 320.01; 
340R.01 

P U B L I C S T A T E M E N T S 
. A u t h o r i t y t o I s s u e 360R.02 

P U B L I C A T I O N O F D I S C I P L I N A R Y 
A C T I O N — S e e D i s c i p l i n a r y S a n c t i o n s 

P U R P O S E — S e e N a m e a n d P u r p o s e 
Q U A L I F I C A T I O N S F O R M E M B E R S H I P . . . 220.01 
Q U A L I T Y C O N T R O L S T A N D A R D S 

C O M M I T T E E 
. D e s i g n a t i o n a s S e n i o r C o m m i t t e e . . . 360R.01 

Q U O R U M 
. M e e t i n g s o f B o a r d s o f D i r e c t o r s 530.01 
. M e e t i n g s o f C o u n c i l 530.01 
. M e e t i n g s o f I n s t i t u t e 530.01 

R E G I O N A L T R I A L B O A R D 
. C o m p o s i t i o n 360R.05—.08; 360R.12 
. D i s c i p l i n i n g o f M e m b e r 74OR.01—.03 
. E f f e c t i v e D a t e o f D e c i s i o n 740R.03 
. P u b l i c a t i o n o f R e i n s t a t e m e n t 750R.01 
. R e i n s t a t e m e n t o f M e m b e r s h i p . . . . 750R.01— 

.02 
. R e q u e s t f o r R e v i e w 740R.03; 750R.01—.02 

R E I N S T A T E M E N T O F M E M B E R S H I P 
. A p p l i c a t i o n f o r R e i n s t a t e m e n t 710.01; 

710R.01; 750R.01-.02 
. C o n d i t i o n s a n d P r o c e d u r e s 750.01; 

750R.01-.02 
. P a y m e n t o f D u e s 720R.01 
. P a y m e n t o f F i n a n c i a l O b l i g a t i o n s . . . 720R.01 

R E P O R T S T O C O U N C I L 
. A c t i o n s o f B o a r d of D i r e c t o r s 340.01 

R E P O R T S T O M E M B E R S H I P 
. A c t i o n s o f C o u n c i l 330.01 

R E Q U I R E M E N T S F O R M E M B E R S H I P 220.01 
R E S E A R C H 

. D e s c r i p t i o n o f P r a c t i c e 921.06 

. O b j e c t i v e s o f I n s t i t u t e 911.01 
R E S I G N A T I O N O F M E M B E R S H I P — S e e 

M e m b e r s h i p 
R E S O L U T I O N S , C O U N C I L — S e e 

I m p l e m e n t i n g R e s o l u t i o n s o f C o u n c i l 
R E S O L U T I O N S , M E M B E R S H I P — S e e 

M e m b e r s h i p 
R E T R O A C T I V I T Y 

. D i s c i p l i n a r y S a n c t i o n s 770.01 
R I G H T S O F M E M B E R S 

. A t t e n d a n c e a t M e e t i n g s 320.01 

. D e s i g n a t i o n a s M e m b e r s o f 
I n s t i t u t e 240.01 

. R e s o l u t i o n s 320.01 

. V o t i n g R i g h t s 320.01 
R U L E S O F P R O C E D U R E 

. M e e t i n g s o f I n s t i t u t e a n d C o u n c i l . . . . 530.01 

PRO 

S A N C T I O N S — S e e D i s c i p l i n a r y S a n c t i o n s 
S C O P E O F P R A C T I C E 

. O b j e c t i v e s o f I n s t i t u t e 911.01 

. S p e c i a l i z a t i o n o f C P A s 921.14 
S E C P R A C T I C E S E C T I O N E X E C U T I V E 

C O M M I T T E E 
. D e s i g n a t i o n a s S e n i o r C o m m i t t e e . . . 360R.01 

S E C R E T A R Y O F I N S T I T U T E 
. D u t i e s o f S e c r e t a r y 350R.07; 610.01 
. E l e c t i o n b y C o u n c i l 350.01; 640.01; 640R.01 
. M e m b e r of B o a r d of D i r e c t o r s 320.01 
. P o w e r s P r e s c r i b e d b y C o u n c i l 350.01 
. Q u a l i f i c a t i o n s f o r O f f i c e 350.01 

S E C U R I T I E S A N D E X C H A N G E 
C O M M I S S I O N 

. D e s c r i p t i o n o f P r a c t i c e 921.12 

S E N I O R C O M M I T T E E S A N D B O A R D S . . . 360.01; 
360R.01-.02 

S P E C I A L I Z A T I O N O F C P A s 
. S c o p e o f P r a c t i c e 921.14 

S T A F F O F I N S T I T U T E 
. O b j e c t i v e s 911.01 
. O r g a n i z a t i o n o f I n s t i t u t e 310.02 
. R e s o l u t i o n s B i n d i n g o n S t a f f 320.01 

S T A N D A R D S O F P E R F O R M A N C E 
. D e s c r i p t i o n o f P r a c t i c e 921.13 
. O b j e c t i v e s of I n s t i t u t e 911.01 
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Preface 
T h i s d i v i s i o n conta ins the f o l l o w i n g sec t ions w h i c h pe r ta in to the 

V o l u n t a r y Q u a l i t y C o n t r o l R e v i e w P r o g r a m for C P A F i r m s : 

• Voluntary Quality Control Review Program for CPA Firms, w h i c h w a s 
a p p r o v e d b y C o u n c i l o n O c t o b e r 23 ,1976. 

• Scope of the Quality Control Document Review. 

• Quality Control Policies and Procedures for Participating CPA Firms. 

• Performing and Reporting on Quality Control Compliance Reviews. 

T h e V o l u n t a r y Q u a l i t y C o n t r o l R e v i e w P r o g r a m is des igned so le ly 
t o serve C P A firms w h i c h are not members of the A I C P A D i v i s i o n fo r 
C P A F i r m s . T h e standards fo r peer reviews of members of the d iv is ion 
are b e i n g p romu lga ted separa te ly b y t he respect ive peer r e v i e w c o m 
mi t tees of the S E C Prac t i ce Sec t i on a n d the P r i v a t e C o m p a n i e s P r a c 
t ice S e c t i o n . 

W a l l a c e E . O l s o n 
P r e s i d e n t 
M a y , 1978 
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OC Section 100 
Voluntary Quality Control Review 

Program for CPA Firms 

Introduction 

.01 A n impo r tan t par t of the p ro fess ion 's s y s t e m of se l f - r egu la t i on 
is to see tha t C P A firms m a i n t a i n adequate s y s t e m s of q u a l i t y con t ro l . 
T h i s is necessary because q u a l i t y con t ro l i s a v i t a l e lement of the 
p ro fess ion 's assu rance to the p u b l i c tha t a h i g h leve l of competence is 
m a i n t a i n e d and tha t eve ry p rac t i cab le effort i s b e i n g m a d e to p reven t 
subs tandard pe r fo rmance o n the par t of p rac t i t i one rs . 

.02 T o w a r d th is end , the A m e r i c a n Ins t i tu te of Cer t i f i ed P u b l i c 
A c c o u n t a n t s has es tab l i shed a v o l u n t a r y p r o g r a m of r e v i e w of q u a l i t y 
con t ro l ma in ta i ned b y C P A firms i n the i r aud i t p rac t i ces . S t a n d a r d s 
of q u a l i t y con t ro l have a l so been p romu lga ted f o r use i n c o n d u c t i n g 
such rev iews . 

.03 T h e purpose of the p r o g r a m is educa t iona l a n d p reven t i ve i n 
na tu re a n d is des igned to ass is t firms i n d e v e l o p i n g a n d i m p l e m e n t i n g 
adequate s y s t e m s of qua l i t y con t ro l i n the i r aud i t p rac t ices as w e l l as 
a s s u r i n g firms w i t h e x i s t i n g s y s t e m s that the i r q u a l i t y con t ro l meets , 
i n a l l ma te r i a l respects , the s tandards of the p ro fess ion . 

.04 T o fu l f i l l i ts dua l pu rpose , the p r o g r a m inc ludes t w o t y p e s of 
r e v i e w s : c o n s u l t i n g rev iews a n d c o m p l i a n c e rev iews . C o n s u l t i n g 
r e v i e w s a re in tended to ass is t firms i n d e v e l o p i n g the i r s y s t e m s of 
q u a l i t y con t ro l a n d i n p r e p a r i n g fo r pa r t i c i pa t i on i n the p r o g r a m . 
C o m p l i a n c e rev iews are des igned to es tab l ish that the qua l i t y con t ro ls 
of p a r t i c i p a t i n g firms meet the s tandards of the pro fess ion . 

.05 C P A firms that p rov ide a c c o u n t i n g se rv ices such as p repara t i on 
of unaud i ted financial s ta tements bu t d o not conduc t aud i t s a lso par 
t i c ipa te i n the p r o g r a m . T h e i r pa r t i c ipa t ion is based o n the i r p ro 
cedures for c o m p l y i n g w i t h p ro fess iona l s tandards app l i cab le t o 
u n a u d i t e d financial s ta tements and o n the i r sys tems of qua l i t y c o n t r o l 
f o r aud i t p rac t i ce w h i c h w o u l d be p laced in effect s h o u l d t hey accept 
aud i t engagements . 

.06 T h e p rog ram p rov ides d i rec t benef i ts to the pa r t i c i pa t i ng firms 
t h r o u g h the app l i ca t i on of ob jec t i ve , outs ide r e v i e w s t o the i r q u a l i t y 
c o n t r o l po l i c ies and procedures . I t is reasonab le to expect that these 
r e v i e w s w i l l r educe the n u m b e r of fa i lu res i n aud i t pe r fo rmance tha t 
m i g h t o the rw ise occur . H o w e v e r , they cannot p r o v i d e abso lu te assur
ance tha t a l l m is takes w i l l be avo ided . T h e bas ic e lemen ts of the 
p r o g r a m are desc r ibed in the balance) of th is document . 
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Administration of Program 

.07 T h e q u a l i t y con t ro l r e v i e w p r o g r a m , i n c l u d i n g bo th c o n s u l t i n g 
rev iews a n d c o m p l i a n c e rev iews , is adm in i s t e red by a q u a l i t y c o n t r o l 
r e v i e w commi t tee , w h i c h estab l ishes po l i c i es f o r i m p l e m e n t a t i o n of 
the p r o g r a m . T h e commi t t ee is a lso respons ib le for a c q u a i n t i n g t he 
bus iness c o m m u n i t y and genera l pub l i c w i t h the p r o g r a m a n d the 
s ign i f i cance of a C P A f i rm 's pa r t i c ipa t ion . 

.08 A s exper ience is ga ined , the commi t t ee w i l l m o d i f y the p r o g r a m 
to increase i ts ef fect iveness. H o w e v e r , the bas ic fea tures of the p l a n 
c a n be modi f ied o n l y b y C o u n c i l . 

.09 T h e commi t tee is composed of A I C P A members i n pub l i c 
p rac t i ce se lected to p rov ide a b road represen ta t ion of the pro fess ion . 
A qua l i f ied staff w o r k s unde r t he d i rec t i on of the commi t tee t o ass is t 
i n c a r r y i n g out the p rog ram. 

.10 T w o subcommi t t ees opera te u n d e r the d i rec t ion of the qua l i t y 
c o n t r o l r e v i e w commi t tee . O n e subcommi t tee i s c h a r g e d w i t h a d m i n i s 
t ra t i on of c o m p l i a n c e r e v i e w s of f i rms w i t h S E C prac t i ces . T h e o the r 
subcommi t t ee admin i s te rs the c o n s u l t i n g rev i ews and comp l i ance 
r e v i e w s fo r f i rms w i t h genera l aud i t p rac t i ces . S o m e m e m b e r s of t he 
subcommi t t ees are d r a w n f rom the qua l i t y con t ro l r ev i ew commi t t ee . 

.11 T h e poss ib i l i t y ex is ts that a d i sagreement m a y ar ise be tween a 
f i rm a n d i ts rev iewers . I f th is occurs and the f i rm is be i ng rev iewed 
b y a r e v i e w team, the d ispu te m a y be s u b m i t t e d to the app rop r ia te 
s u b c o m m i t t e e for reso lu t i on . I f the f i rm is b e i n g r ev i ewed b y ano ther 
f i rm , th is p rocedure m a y be f o l l owed w i t h the consent of bo th firms^ 
I f a d ispute cannot be reso lved b y the subcommi t tee , i t w i l l be re fer red 
for reso lu t ion to an ad hoc rev iew commi t tee appo in ted b y the cha i r 
m a n of the b o a r d of the A I C P A . 

Consulting Reviews 

General Description 

.12 It is expec ted that some f i rms w i l l request ass is tance i n o r g a n 
i z i n g the i r q u a l i t y con t ro l p rocedures. T h e f o l l o w i n g consu l ta t i on o r 
educa t iona l r ev iews are p rov ided t o ass is t f i rms in the conduc t o f 
t he i r p rac t i ces o r i n t he i r p repara t ion fo r pa r t i c i pa t i on i n the q u a l i t y 
c o n t r o l r e v i e w p r o g r a m . 

.1Z T h e r e v i e w s are conduc ted o n a conf ident ia l bas is . E x c e p t f o r 
the q u a l i t y con t ro l document rev iew, no w r i t t e n repor ts are prepared 
b y t he r e v i e w teams. N e i t h e r t he Ins t i t u te n o r the rev i ewed firms 
w i l l d isc lose that the r e v i e w s h a v e taken p lace. T h e rev iewed firms 
pay the rev iewers ' fees a n d t rave l expenses . 
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Quality Control Document Review 

.14 T h e Ins t i t u te p rov ides a serv ice w h e r e b y a firm p r e p a r i n g fo r 
pa r t i c i pa t i on m a y send a desc r i p t i on of i ts q u a l i t y con t ro l s y s t e m t o 
t he Ins t i tu te fo r r e v i e w and c o m m e n t . T h i s se rv ice is no t i n t ended to 
be a regu la r p re lude to a q u a l i t y con t ro l r e v i e w o r to be an a l t e r n a t i v e 
for the p r e l i m i n a r y q u a l i t y c o n t r o l p rocedures r e v i e w desc r ibed be low. 
R a t h e r , it is a means fo r a firm to ob ta i n a d v i c e o n the a d e q u a c y of i ts 
q u a l i t y con t ro l documen t . I f m o r e t han a n o m i n a l amoun t of t i m e i s 
r e q u i r e d for th is serv ice , the firm i s cha rged a fee. 

Preliminary Quality Control Procedures Review 

.15 T o ass is t those firms w h i c h m i g h t w a n t to have o thers c o m e to 
t he i r offices to look at the i r d o c u m e n t e d procedures a n d c o m m e n t o n 
t h e m , a p r e l i m i n a r y q u a l i t y con t ro l p rocedures r e v i e w p r o g r a m is 
p rov i ded . A s is the case w i t h a qua l i t y con t ro l r e v i e w , t he r e v i e w e r s 
m a k e an ob jec t i ve ana lys is of the documen ted p rocedu res i n the l i g h t 
of the firm's s ize , o r g a n i z a t i o n a l s t ruc tu re , and p rac t i ce ph i l osoph ies . 

.16 T h e pu rpose of the p r e l i m i n a r y r e v i e w is to h e l p a firm prepare 
for pa r t i c i pa t i on i n the q u a l i t y con t ro l r e v i e w p r o g r a m b y p r o v i d i n g 
an ob jec t i ve eva lua t i on of the adequacy of i ts p rocedures a n d , i f 
necessary , sugges t ions fo r r ev i s i ons . A r e v i e w p r o v i d e s a measu re of 
comfo r t to a firm before i t files a le t ter of in ten t to par t i c ipa te i n the 
p r o g r a m . 

.17 T h e s e v o l u n t a r y rev iews are made in the firms' offices on a con 
fidential bas is . S i n c e a p re l im ina ry r e v i e w i s i n f o r m a l and no t c o m 
p le te , it is not a subs t i tu te fo r a fu l l - f l edged q u a l i t y con t ro l r ev iew . 

Technical Standards Review 

.18 T h i s p r o g r a m p rov ides an in -house pos t - i ssuance r e v i e w of 
w o r k i n g papers a n d repor ts fo r aud i t e n g a g e m e n t s a n d unaud i t ed 
financial s ta tement engagements . T h r o u g h t h i s p r o g r a m , firms can 
a r range for con f iden t ia l ob jec t ive rev i ews of t he i r app l i ca t ion of t ech 
n i c a l s tandards as ind ica ted b y t h e i r engagement w o r k i n g papers and 
repor ts . 

.19 C h e c k l i s t s f o r these t e c h n i c a l s tandards rev i ews w h i c h are u p 
da ted a n n u a l l y m a y be p u r c h a s e d f r o m the A I C P A to ass is t firms 
i n m e e t i n g p ro fess iona l requ i remen ts . 
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General Description of Compliance Reviews 

.20 T h e qua l i t y c o n t r o l r e v i e w p r o g r a m is v o l u n t a r y a n d has the 
f o l l o w i n g f e a t u r e s : 

(1) T h e p r o g r a m is o p e n to C P A firms w i t h S E C prac t ices o r w h i c h 
h a v e a des i re t o p repare for s u c h p rac t i ce , t o C P A firms w i t h 
gene ra l aud i t p rac t i ces , and to those C P A firms tha t p rov ide 
a c c o u n t i n g se rv i ces such as p repa ra t i on of unaud i t ed financial 
s ta tements . 

(2) A q u a l i t y con t ro l r e v i e w c o m m i t t e e c o m p o s e d of members i n 
p u b l i c p rac t i ce adm in i s t e r s t he p r o g r a m . 

(3) P a r t i c i p a t i o n i n the p r o g r a m is i n i t i a ted b y a firm's filing a 
l e t te r of i n ten t w i t h the Ins t i t u te . T h e firm s ta tes i n t he le t te r 
tha t i t w i l l c o m p l y w i t h the p r o v i s i o n s of the p r o g r a m a n d tha t i t 
w i l l u n d e r g o a r e v i e w of i ts documen ted q u a l i t y c o n t r o l po l i c ies 
a n d p rocedures . 

(4) A t the i n a u g u r a t i o n of the p r o g r a m , some mon ths are needed 
fo r firms to a r range for the i r field r ev i ews . T h e r e f o r e , responses 
t o i n q u i r i e s r e g a r d i n g the s ta tus of p a r t i c i p a t i n g firms are t o be 
l i m i t e d to the s ta temen t tha t t hey h a v e filed a le t ter o f i n ten t , 
b u t tha t n o i n f o r m a t i o n abou t c o m p l e t i o n of field r e v i e w s i s t o 
be released b y the rev iewed firms o r the I ns t i t u te un t i l the end 
o f th i s i n t e r i m per iod . 

(5) F i e l d r e v i e w s are conduc ted in acco rdance w i t h s tanda rds a p 
p r o v e d b y the a u d i t i n g s tanda rds execu t i ve commi t t ee . A r e v i e w 
i s ca r r i ed out b y one of the f o l l o w i n g methods at the e lec t ion of 
t he firm to be r e v i e w e d : 

a . A r e v i e w team appo in ted b y the commi t tee . 

b. A C P A firm engaged b y the firm u n d e r rev iew. 

c. Some other f o r m of i ndependen t r e v i e w sa t i s fac to ry t o t he 
c o m m i t t e e , s u c h as an acceptab le p l a n a d m i n i s t e r e d b y a 
state soc ie ty of C P A s . 

(6) A r e v i e w inc ludes e x a m i n a t i o n of aud i t w o r k i n g papers to the 
ex ten t necessa ry to de te rmine w h e t h e r the firm's q u a l i t y c o n t r o l 
po l i c i es are i n comp l i ance w i t h p ro fess iona l s tandards . T h e 
d e p t h of r e v i e w of w o r k i n g papers for p a r t i c u l a r engagements is 
le f t to the j u d g m e n t of the rev iewers . T h e r e v i e w is d i rec ted p r i 
m a r i l y to the k e y areas of a n aud i t t o de te rm ine w h e t h e r i n 
those areas there w e r e w e l l p l a n n e d and app rop r i a te l y executed 
a u d i t i n g p rocedures tha t w e r e documen ted i n accordance w i t h 
the firm's po l i c ies . I f the firm has a s ign i f i can t n u m b e r Of e n 
gagemen ts for unaud i t ed financial s ta tements , those engage
m e n t s are a l s o sub ject t o r ev i ew . 
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(7) A firm e lec t i ng to use a commi t tee -appo in ted rev iew t e a m agrees 
to p rov i de qua l i f ied personne l for the pane l f r o m w h i c h rev iew
ers fo r the rev i ews of o ther firms are d r a w n . 

(8) U p o n c o m p l e t i o n of the r e v i e w , the r e v i e w t e a m or r e v i e w i n g 
firm prepares a shor t repor t s t a t i n g the resu l ts of the rev iew. 
T h e repor t is subm i t t ed to the rev iewed firm w h i c h , at i ts op 
t i on , subm i t s the repor t t o the Ins t i tu te . S u c h rev iews are t o be 
conduc ted at least once every three years fo r the firm to con t inue 
as a par t i c ipan t . 

(9) F o r a d m i n i s t r a t i v e purposes , the Ins t i tu te ma in ta ins a r eco rd of 
firms filing let ters of in tent and a record of firms s u b m i t t i n g re
po r t s o n the resu l t s of rev iews . T h e s e records are ava i l ab le to 
the p u b l i c upon request . 

(10) A t i ts op t i on , a firm m a y adv ise i ts c l ients of h a v i n g filed a le t ter 
of in tent a n d , subsequent ly , of the resu l ts of the r e v i e w and that 
the repor t of the r e v i e w is o n file at the Ins t i tu te . R e s u l t s of re
v i e w s are not to be re leased u n t i l the end of a n i n te r im per iod 
to p r o v i d e t ime fo r the comp le t i on of rev iews of firms p a r t i c i 
p a t i n g i n the p r o g r a m at i ts outset . 

(11) T o m a i n t a i n the p r o g r a m on a se l f - suppor t i ng bas is , the f o l l o w 
i n g fees are cha rged to f i r m s : 

a. A n a n n u a l pa r t i c ipa t i on fee based o n the number of the 
firm's p ro fess iona l pe rsonne l . A modest fee covers the a d 
m in i s t ra t i ve cost o f the p r o g r a m . 

b. F e e s for rev iews conduc ted b y commi t tee-appo in ted rev iew 
teams. T h e s e fees are based on the per d i e m rates fo r the re 
v iewers and the i r ou t -o f -pocket expenses. P a r t i c i p a t i n g firms 
e l ec t i ng to be rev iewed b y o the r firms m a k e the i r o w n fee 
a r rangements . 

(12) T h e commi t tee recogn izes tha t there are di f ferences i n the s ize , 
s t ruc tu re , and c l iente le of C P A firms and that q u a l i t y con t ro l 
procedures w i l l v a r y a c c o r d i n g to those charac ter is t i cs . T h i s p ro 
g r a m is admin i s te red i n s u c h a w a y , h o w e v e r , as to prov ide a 
degree of conf idence that the p a r t i c i p a t i n g firms are a d h e r i n g to 
app l i cab le p ro fess iona l s tandards even t h o u g h t hey m a y have 
v a r y i n g po l i c ies a n d p rocedures to ach ieve s u c h adherence. 

(13) T h e p r o g r a m is no t in tended as a means for t a k i n g d i sc ip l i na ry 
ac t ion s ince i t is d i rec ted t o w a r d rev iew ing the sys tems of qua l i t y 
cont ro l of firms for the i r comp l iance w i t h p ro fess iona l s tandards 
ra ther t han the per fo rmance of i n d i v i d u a l p ro fess iona l staff 
members . I t rel ies o n the firms to m a i n t a i n a c o n t i n u i n g sur 
ve i l l ance of the pe r f o rmance o f thei r p ro fess iona l staff members . 
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H o w e v e r , i n the event ser ious v i o l a t i ons of techn ica l s tandards 
are encountered as a by -p roduc t o f t he p r o g r a m and the re 
v i e w e d firm does not t ake appropr ia te co r rec t i ve ac t i on , the re
v i e w e r s are not p rec luded f r o m re fe r r i ng s u c h i n fo rma t ion to 
the Ins t i tu te 's p ro fess iona l e th ics d i v i s i on . S u c h reference w o u l d 
be d i sc re t i ona ry and a n y dec is ion i n tha t r ega rd w o u l d be made 
i n l i g h t of the c i rcumstances . 

General Procedures for Compliance Reviews 

Letter of Intent 

.21 A firm adv ises the commi t tee of i ts dec is ion to par t i c ipa te i n the 
p r o g r a m b y filing a le t ter of in ten t w i t h the f o l l o w i n g fea tu res : 

(1) A d v i c e as to the m e t h o d of r e v i e w selected. 

(2) T h e date b y w h i c h the firm's r e v i e w w i l l be s tar ted and the es t i 
ma ted c o m p l e t i o n date. 

(3) A s ta tement that the firm has documented po l ic ies a n d p roce
du res fo r the q u a l i t y con t ro l of i ts aud i t pract ice. 

.22 A firm* m a y te rm ina te i ts pa r t i c i pa t i on i n the p r o g r a m at a n y 
t ime . A l s o , a firm's pa r t i c i pa t i on is t e rm ina ted i f i t fa i ls t o submi t a 
repo r t o n the resul ts of i ts field r e v i e w w i t h i n the t ime per iod spec i f ied 
u n d e r the p r o g r a m and consistent w i t h the s tandards of the p r o g r a m . 
A f t e r t e rm ina t i on , the firm can no longer refer to i tse l f as a p a r t i c i 
p a t i n g firm a l t hough it m a y a p p l y at any t ime to r e n e w i ts pa r t i c ipa t ion . 

Quality Control Policies and Procedures 

.23 A firm's q u a l i t y con t ro l po l i c ies a n d procedures affect the q u a l i t y 
o f w o r k i n the firm's aud i t engagements . W h i l e aspects of qua l i t y 
con t ro l a p p l y to a l l firms, the extent to w h i c h po l ic ies and procedures 
app l y w i l l depend o n a va r ie t y o f factors, s u c h as the s ize , number of 
off ices, a n d o rgan i za t i ona l s t ruc tu re of the firm, and i ts p h i l o s o p h y and 
prac t i ce as to the degree of ope ra t i ng a u t o n o m y appropr ia te fo r i t s 
people. A pa r t i c i pa t i ng firm is requ i red to m a k e ava i lab le to the rev iew 
team or r e v i e w i n g firm its po l i c ies and procedures for qua l i t y con t ro l . 

[.24] [Superseded b y sec t ion 200.] 

.25 I n d e v e l o p i n g i ts q u a l i t y con t ro l po l i c ies and procedures, a firm 
mus t be gu ided b y S ta temen t o n A u d i t i n g S tanda rds N o . 4 [ A U sec-
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t i on 160] , " Q u a l i t y C o n t r o l C o n s i d e r a t i o n s for a F i r m of Independent 
A u d i t o r s . " T h i s S ta temen t sugges ts the f o l l o w i n g e lements of qua l i t y 
c o n t r o l : 

(1) Independence. Po l i c i es and procedures to p rov i de reasonable 
assurance tha t pe rsons at a l l o r g a n i z a t i o n a l leve ls m a i n t a i n inde
pendence in fact a n d i n appearance. 

(2) Assigning Personnel to Engagements. Po l i c ies and procedures for 
a s s i g n i n g personne l to engagements to p rov ide reasonable as 
surance that aud i t w o r k w i l l be pe r fo rmed by persons h a v i n g the 
degree of techn ica l t r a i n i ng and prof ic iency requ i red i n the c i r 
cumstances . 

(3) Consultation. Po l i c i es a n d procedures for consu l ta t i on to p ro 
v i de reasonab le assu rance t ha t aud i to rs w i l l seek ass is tance o n 
a c c o u n t i n g and a u d i t i n g quest ions , to the extent requ i red , f r o m 
persons h a v i n g approp r ia te leve ls of know ledge , competence , 
j udgmen t , and au tho r i t y . 

(4) Supervision. P o l i c i e s a n d procedures for the conduc t and super
v i s i o n of w o r k at a l l o rgan iza t iona l leve ls t o p rov ide reasonab le 
assurance that the w o r k pe r fo rmed meets the firm's s tandards of 
qua l i t y . 

(5) Hiring. P o l i c i e s a n d p rocedures for h i r i n g to p r o v i d e reasonable 
assurance tha t those emp loyed possess the appropr ia te char
ac ter is t ics to enable t h e m to p e r f o r m compe ten t l y . 

(6) Professional Development. P o l i c i e s and p rocedures fo r p ro fes
s iona l deve lopment to p rov ide reasonab le assurance that person
nel w i l l have the k n o w l e d g e requ i red to enable t h e m to fu l f i l l 
respons ib i l i t i es a s s i g n e d . 

(7) Advancement. P o l i c i e s and procedures for a d v a n c i n g profes
s iona l pe rsonne l to p rov ide reasonab le assurance tha t the people 
selected w i l l have the qual i f ica t ions necessary for fu l f i l lmen t of 
the respons ib i l i t ies t hey w i l l be ca l led o n to assume. 

(8) Acceptance and Continuance of Clients. P o l i c i e s a n d procedures 
fo r d e c i d i n g w h e t h e r to accept o r con t inue a c l ien t in o rde r t o 
m i n i m i z e the l i k e l i h o o d of assoc ia t ion w i t h a c l ien t whose 
managemen t l a c k s i n teg r i t y . 

(9) Inspection. Po l i c i es and procedures fo r i nspec t i on t o p rov ide 
reasonable assu rance tha t the o ther p rocedures des igned to m a i n 
t a i n the qua l i t y of the firm's a u d i t i n g p rac t i ce a re b e i n g effec
t i ve l y app l ied . 
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Field Reviews 

.26 F i e l d rev iews are des igned t o o b t a i n assurance that a f i rm 's 
q u a l i t y con t ro l po l i c ies and procedures con fo rm to pro fess iona l s tand 
ards , are adequate ly documen ted , and are b e i n g compl ied , w i t h . A l l 
p a r t i c i p a t i n g f i rms are requ i red to u n d e r g o a f ie ld r ev i ew at least once 
every three years to re ta in the i r s ta tus as par t i c ipan ts . 

.27 R e v i e w s are conducted at the m u t u a l convenience of the re
v i ewed firm and the rev iewers. T o accommoda te the n o r m a l bus iness 
cyc l e of the firms, the rev iews are conduc ted d u r i n g the mon ths of A p r i l 
t h r o u g h December . 

.28 R e v i e w team members and r e v i e w i n g firms are expected to have 
a k n o w l e d g e of the t ype of p rac t i ce of the firm to be rev iewed . 

.29 I t is the respons ib i l i t y of the r e v i e w team or r e v i e w i n g firm to 
rev iew the qua l i t y cont ro l po l ic ies and procedures t o determine that 
they p rov ide measures reasonable for the pa r t i cu la r firm. T h e firm is 
adv ised of apparent dev ia t ions , i f any , f r o m specif ied s tandards. T h e 
r e v i e w e d firm is g i v e n an o p p o r t u n i t y to refute or cor rect such apparent 
dev ia t ions before comple t ion of t he rev iew and issuance of the report . 

.30 T h e field r ev i ews are des igned , i n par t , to ascer ta in tha t the 
firm's i n te rna l sys tem of q u a l i t y con t ro l i s ope ra t i ng as represented. T o 
accomp l i sh t h i s ob jec t ive , i n i t i a l a t tent ion is d i rec ted to a r ev i ew of 
documen ta t i on in the firm's admin i s t ra t i ve files, w h i c h i n the case of 
mul t i -o f f ice firms is n o r m a l l y located at the execut ive office. F o r e x a m 
p le , the execu t i ve office p robab ly has s tat is t ics , correspondence, a n d 
o ther data re la t i ve to p rocedures r e g a r d i n g c l ient acceptance and reten
t i on , h i r i n g , t r a i n i ng , p romot ion , independence, and inspect ion . I n 
add i t ion , the execut ive office p robab ly has data use fu l i n j u d g i n g c o m 
p l iance w i t h the firm's pol ic ies w i t h respect to superv is ion a n d rev iew 
and consu l ta t ion . 

.31 C l i e n t files r e l a t i ng to se lected aud i t engagements , w h i c h are 
n o r m a l l y loca ted i n pract ice off ices, are rev iewed . T h e dep th of the 
r ev i ew of the w o r k i n g papers for pa r t i cu la r engagements is dec ided b y 
the rev iewers . T h e rev iew is d i rec ted p r i m a r i l y t o the k e y areas of an 
audi t to de te rm ine whe ther i n those areas there were w e l l p lanned and 
appropr ia te l y executed a u d i t i n g p rocedures that w e r e documented i n 
accordance w i t h the firm's po l ic ies. 

.32 O n occas ion , an office of a firm m a y have l eg i t ima te reasons for 
not p e r m i t t i n g the files fo r a selected engagement to be examined . F o r 
examp le , the financial s ta tements of an engagement m a y be the sub
ject of l i t i ga t i on o r inves t iga t ion by a government au tho r i t y o r the firm 
m a y have been adv ised b y the c l ient that i t objects to exposure of the 
w o r k i h g papers to others, s u c h as t he r e v i e w team. I f those m a k i n g the 
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field r e v i e w are not sat is f ied as to the l e g i t i m a c y of the exp lana t i on , 
the mat te r is repor ted to the firm's m a n a g i n g par tner . 

.33 I n the case of a mul t i -of f ice firm, the degree of cen t ra l i za t ion of 
the firm's qua l i t y con t ro l af fects the re lat ive amount of t ime to be spent 
at the execu t i ve o r p rac t i ce off ices. P r a c t i c e offices v i s i t ed are gener 
a l l y representat ive of the firm's ove ra l l aud i t p rac t ice . 

.34 Committee-Appointed Review Teams. R e v i e w teams appo in ted b y 
the commi t tee are d r a w n f rom the pane l of rev iewers vo lun tee red by the 
p a r t i c i p a t i n g firms. E a c h t eam is headed b y a t e a m cap ta in w h o o r g a n 
izes the r e v i e w acco rd i ng to genera l gu ide l i nes prepared by the c o m 
mi t tee , superv ises the rev iewers , and prepares a repor t on the findings 
of the rev iew . T h e firm to be rev iewed is adv i sed i n advance of the 
names of the rev iewers and the i r firms. 

.35 P a r t i c i p a t i n g firms e lec t ing t o undergo field tests conducted by 
commi t tee-appo in ted r e v i e w teams are requ i red to nomina te qua l i f ied 
pe rsonne l f r om the i r firms fo r the rev iewer panel . R e v i e w s of firms 
h a v i n g S E C prac t ices are conduc ted b y aud i t par tners a n d aud i t m a n 
agers know ledgeab le about cu r ren t S E C prac t ice . R e v i e w s of firms 
w i t h genera l aud i t p rac t i ces are conducted b y audi t par tners and o ther 
aud i t personnel exper ienced i n genera l audi t pract ice. M a n a g e r s and 
o the r nonpar tners are u t i l i z e d o n l y whe re subject to the s u p e r v i s i o n of 
a par tner . A prof i le is s u b m i t t e d for each nominee i nd i ca t i ng the extent 
of aud i t exper ience, S E C exper ience, par t i c ipa t ion i n h is firm's in te rna l 
q u a l i t y r ev i ew p rograms, present respons ib i l i t ies , a n d indus t ry o r other 
spec ia l exper t ise. 

.36 T h e members of a rev iew team are d r a w n f r o m the rev iewer 
pane l . N o r m a l l y o n l y one par tner f r o m a firm is se lected f o r a field test 
team. I n se lec t ing rev iewers, cons idera t ion is g i v e n to the i r exper ience 
w i t h firms a n d p rac t i ce un i t s of comparable s ize a n d types of p rac t ice . 
R e v i e w e r s are requ i red to adhere to a l l s tandards app l i cab le to profes
s iona l engagements , i n c l u d i n g conf ident ia l i ty of c l ien t re la t ionsh ips. 
F i r m s be ing r e v i e w e d b y rev iew teams are requ i red to pay the per d iem 
fees of the rev iewers and the i r out -o f -pocket t rave l expenses. T h e com
mi t tee sets s tandard per d iem fees fo r t h i s purpose. T h e fees are not 
so la rge that they m igh t become a rev iewer 's mo t i ve for pa r t i c i pa t i ng 
i n the p r o g r a m , but reasonab ly compensate the rev iewers ' firms for 
the serv ices of the i r par tners and managers . R e v i e w e r s receive fees 
cons ide rab l y less than the i r s tandard profess ional fees for serv ices ren 
dered to c l ients. T h e team cap ta in rece ives a s l i g h t l y h i ghe r fee in v i e w 
of h i s greater respons ib i l i t y . T h e s e l o w e r fees are just i f ied on the 
g rounds that the p rog ram is benef ic ia l not o n l y to the par t i c ipa t ing 
firms, but a lso to the a c c o u n t i n g p ro fess ion as a who le and to the i n d i -
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v i d u a l rev iewers w h o g a i n an educat iona l exper ience f r om r e v i e w i n g 
the procedures of o ther firms. 

.37 T h e aggregate fee and out -of -pocket t r ave l expenses are pa id b y 
the rev i ewed firm to the Ins t i tu te for d isbursement to the firms o f the 
members of the r e v i e w team. 

.38 A rev iewer is not ass igned to the r e v i e w of an execu t i ve o r p rac 
t ice office i n the same geog raph i c area in w h i c h he is engaged in pub l i c 
p rac t i ce . I f o n l y one i n d i v i d u a l is des ignated b y the team cap ta in to 
v i s i t a pract ice office, he mus t be a par tner . H o w e v e r , w h e r e more than 
one team member is i n v o l v e d i n a v is i t t o e i ther an execu t i ve o r prac t ice 
off ice, the t e a m members are f r om di f ferent firms and a par tner is des ig 
na ted to be i n cha rge of the inspect ion . 

.39 F o r those rev i ews conducted by a commi t tee -appo in ted rev iew 
team, w o r k i n g papers are re ta ined o n l y u n t i l such t ime as the repor t o n 
the r e v i e w has been filed w i t h the Ins t i tu te o r the per iod for filing the 
repor t has e lapsed, w h i c h e v e r is earl ier. 

.40 CPA Firm-Conducted Field Reviews. A p a r t i c i p a t i n g firm m a y 
elect to have the field r e v i e w of i ts p rocedures conduc ted b y ano the r 
C P A firm ins tead of b y a commi t tee-appo in ted rev iew team. T h e re
v i e w i n g firm fo l l ows appl icab le s tandards for the conduct of field rev iews. 
I n the cases of r e v i e w s of firms w i t h S E C pract ices, the r e v i e w i n g firm 
must be know ledgeab le about current S E C pract ice . 

.41 T h e C P A firm c o n d u c t i n g the r e v i e w is i ndependen t of the re
v i e w e d firm. F o r examp le , rec ip roca l rev iews by firms are not permi t ted. 

.42 A s is the case w i t h a commi t tee -appo in ted r e v i e w team, the re
v i e w i n g firm is respons ib le for de te rm in ing that the qua l i t y con t ro l po l i 
c ies and p rocedures p rov ide measures reasonable for the pa r t i cu la r firm 
a n d tha t they are b e i n g comp l i ed w i t h . 

Reports on Field Reviews 

.43 U p o n comp le t i on of the field rev iew, the r e v i e w team or the re
v i e w i n g firm repor ts o n the resul ts of the r ev i ew to the rev iewed firm 
a n d prov ides a w r i t t e n shor t - fo rm report i n d i c a t i n g whe the r o r not the 
firm w a s c o m p l y i n g w i t h the profess ion 's q u a l i t y con t ro l s tandards . 

.44 T h e rev iewed firm, at i ts op t i on , submi ts the sho r t - f o rm report 
to the Inst i tu te to m a i n t a i n the firm's par t i c ipan t status. A c o p y of the 
repor t is ma in ta i ned in the files of the Ins t i tu te and is ava i lab le for 
p u b l i c inspect ion. 

.45 F a i l u r e to file a repor t w i t h the Ins t i tu te w i t h i n a three-year 
per iod causes a firm to be d ropped as a p a r t i c i p a n t T e r m i n a t i o n of a 
f i rm 's pa r t i c ipa t i on is no t pub l i c i zed . 
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Scope of the Quality Control 

Document Review* 

.01 T h e q u a l i t y cont ro l documen t r e v i e w is a serv ice w h e r e b y a 
C P A f i r m m a y send a desc r i p t i on of i ts q u a l i t y con t ro l s y s t e m (a 
q u a l i t y c o n t r o l d o c u m e n t ) t o the Ins t i tu te fo r r e v i e w and commen t . 
T h i s service is one of the consult ing reviews prov ided under the Inst i 
tu te 's v o l u n t a r y qua l i t y con t ro l r ev iew p r o g r a m for C P A firms. T h e 
fee cha rged for th is serv ice is $150 for an i n i t i a l r e v i e w of a firm's 
documen t . I f a firm submi t s a rev i sed v e r s i o n of i ts r e v i e w e d d o c u 
ment , the fee charged w i l l be $35 pe r h o u r f o r the a d d i t i o n a l rev iew. 

.02 T h e r e v i e w i n v o l v e s a compa r i son of the documen t t o the 
po l i c ies a n d p rocedures presented i n A Guide to Implement the Voluntary 
Quality Control Review Program for CPA Firms—Quality Control 
Policies and Procedures for Participating CPA Firms and is per fo rmed 
b y staff of the Ins t i tu te 's qua l i t y con t ro l r ev iew d i v i s i o n . T h e r e v i e w 
does not i n v o l v e a v i s i t t o a firm's offices. A c c o r d i n g l y , the r e v i e w is 
l i m i t e d t o the desc r ip t i on of t he firm's a c c o u n t i n g a n d a u d i t i n g q u a l i t y 
con t ro l po l ic ies and procedures as set f o r th i n the documen t subm i t t ed 
t o the Ins t i tu te . 

.03 T h i s r e v i e w does not cons t i tu te a q u a l i t y con t ro l comp l i ance 
r e v i e w o r a p r e l i m i n a r y qua l i t y con t ro l p rocedures r e v i e w pu rsuan t to 
the p r o g r a m . I n add i t i on , the r e v i e w is no t i n tended to p rov ide a n y 
assurance w i t h rega rd to the m a n n e r i n w h i c h the firm pe r fo rms profes
s iona l serv ices , e i ther i n gene ra l , o r w i t h respect to a n y speci f ic 
engagement . 

.04 W r i t t e n commen ts r e g a r d i n g the document w i l l be of fered fo r 
the firm's cons ide ra t ion subject t o i ts p ro fess iona l j udgmen t a n d eva lua
t i o n i n m a k i n g use of them. C o m m e n t s expressed b y staff p e r f o r m i n g 
the r e v i e w are no t off ic ial op in i ons of the Ins t i t u te o r a n y of i ts c o m 
mi t tees . S u c h commen ts are the v i e w s of t he i n d i v i d u a l s w h o of fer 
t h e m . 

.05 T h e p r o g r a m s t ipu la tes tha t consu l t i ng rev iews are conduc ted 
o n a conf ident ia l bas is . A c c o r d i n g l y , ne i ther the Ins t i tu te no r the 
r e v i e w e d firm w i l l d isc lose that the rev i ew has taken p lace. 

QC Section 110 



6353 

NOTICE TO READERS 

The Special Committee on Proposed Standards for Quality Control 
Policies and Procedures developed this section to provide guidance in the 
establishment of quality control policies and procedures by a C P A firm in
tending to participate in the Voluntary Quality Control Review Program for 
C P A Firms. 

Th i s guide neither interprets nor otherwise modifies Statement on Aud i t 
ing Standards N o . 4, Quality Control Considerations for a Firm of Inde
pendent Auditors. Practices relating to quality control matters are evolv
ing, and, consequently, the manner in which this guide is appl ied in prac
tice may be considered in the future to determine whether any guidance 
concerning the existing authoritative literature is appropriate. 

T h e special committee believes that this guide should be reviewed f rom 
time to time by the A I C P A to determine whether the material requires 
modif icat ion, update, or amendment in the light of future developments 
in practice. 

Special Committee on Proposed Standards for 
Quality Control Policies and Procedures 

R O B E R T W . B U R M E S T E R , Chairman 

R O B E R T S. C A M P B E L L 

P A U L B . C L A R K , JR. 

G E O R G E J . F R E Y 

J A M E S I. K O N K E L 

A N T H O N Y P. M A N F O R T E 

N O R M A N S. R A C H L I N 

J O H N L . R I C K E T T S 

J O H N P. S H E A 

A I C P A Staff: 

T E D M . FELIX , Manager 
Quality Control Review 

WILL IAM C . B R U S C H I , 

Review and Regulation 
Vice President 
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QC Section 200 
Quality Control Policies and 

Procedures for Partici

pating CPA Firms 

Introduction 

.01 T h e purpose of t h i s sec t ion is to p rov ide gu idance fo r es tab l i sh 
ment o f qua l i t y con t ro l po l i c ies a n d procedures fo r C P A firms par 
t i c i p a t i n g i n the V o l u n t a r y Q u a l i t y C o n t r o l R e v i e w P r o g r a m for C P A 
F i r m s ( the " p r o g r a m " ) . T h i s sec t ion is not in tended to be app l i cab le 
to C P A firms no t p a r t i c i p a t i n g i n the p r o g r a m . A s used in th i s sec
t i on , the t e r m participating firm encompasses those firms that are p re
p a r i n g fo r i n v o l v e m e n t i n the p r o g r a m as w e l l as par t i c ipan ts . A firm 
is ident i f ied as a pa r t i c ipan t i n the p r o g r a m o n l y u p o n comp le t i on of 
i ts comp l i ance rev i ew and filing w i t h the Ins t i tu te an acceptab le re
por t on tha t rev iew . T h e p r o g r a m requi res that " i n d e v e l o p i n g i ts 
q u a l i t y con t ro l po l i c ies a n d p rocedures , a firm must be g u i d e d by 
S ta temen t o n A u d i t i n g S t a n d a r d s N o . 4 [ A U sec t ion 160], Quality 
Control Considerations for a Firm of Independent Auditors." T h e elements 
of qua l i t y con t ro l are ident i f ied i n S A S N o . 4 [ A U sect ion 160] and are 
d i scussed i n th is sect ion under the f o l l o w i n g h e a d i n g s : 

1. I n d e p e n d e n c e 
2. A s s i g n i n g P e r s o n n e l to E n g a g e m e n t s 
3. C o n s u l t a t i o n 
4. S u p e r v i s i o n 
5. H i r i n g 
fi. P r o f e s s i o n a l D e v e l o p m e n t 
7. A d v a n c e m e n t 
8. A c c e p t a n c e a n d C o n t i n u a n c e o f C l i e n t s 
9. I n s p e c t i o n 

W h e n a firm is p a r t i c i p a t i n g i n the p r o g r a m , the e l emen ts o f q u a l 
i ty c o n t r o l are a p p l i c a b l e to segments of its p rac t i ce w h e r e i n the 
f i r m is assoc ia ted w i t h financial s ta tements , i n c l u d i n g u n a u d i t e d fi
n a n c i a l s ta tements . W h i l e the e l emen ts of q u a l i t y c o n t r o l a n d re
la ted po l i c i es a n d p r o c e d u r e s d iscussed i n th is g u i d e may have some 
s ign i f i cance for o t h e r segments o f a p a r t i c i p a t i n g firm's p rac t i ce , such 
as p r o v i d i n g tax serv ices o r m a n a g e m e n t adv i so ry serv ices, o the r than 
w h e n assoc ia ted w i t h f i n a n c i a l s ta tements , t h e i r r e l a t i o n s h i p to those 
o t h e r segments is n o t c o v e r e d by th is sec t i on . 
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.02 A s used in th is sec t ion , the t e r m policies refers to a pa r t i c i pa t 
i n g f i rm 's ob jec t i ves a n d goals fo r e f fec t ing the e lemen ts of q u a l i t y 
c o n t r o l . Procedures re fe r to the steps to be taken to a c c o m p l i s h the 
p o l i c i e s a d o p t e d . U n l e s s the text states o the rw ise , personnel e n c o m 
passes a l l the p ro fess iona ls assoc ia ted w i t h the p a r t i c i p a t i n g f i rm 's 
a c c o u n t i n g a n d a u d i t i n g p rac t i ce a n d i n c l u d e s par tners , p r i n c i p a l s , 
a n d s t o c k h o l d e r s o r officers o f p ro fess iona l c o r p o r a t i o n s . 

.03 T h e purpose of a f i rm's cons ide r i ng the e lements of qua l i t y con 
t r o l a n d a d o p t i n g q u a l i t y c o n t r o l po l i c i es a n d p rocedu res is to pro
v i d e r e a s o n a b l e assurance that i t is c o n f o r m i n g w i t h g e n e r a l l y ac
c e p t e d a u d i t i n g s tandards . P a r t i c i p a t i n g firms s h o u l d p r o v i d e d o c u 
m e n t a t i o n o r o t h e r e v i d e n t i a l m a t t e r that w i l l fac i l i ta te a subse
q u e n t c o m p l i a n c e r e v i e w . T h e concep t of reasonab le assurance rec
ogn izes tha t e c o n o m i c cons ide ra t i ons affect the c o n d u c t of a f i rm 's 
p rac t i ce . T h e r e f o r e , the ex ten t to w h i c h q u a l i t y c o n t r o l po l i c ies a n d 
p r o c e d u r e s are a d o p t e d a n d p l a c e d i n effect m a y be i n f l u e n c e d by 
a p p r o p r i a t e cos t / bene f i t cons ide ra t i ons . 

.04 T h e u n d e r l y i n g p h i l o s o p h y and o r g a n i z a t i o n a l s t ruc ture of a 
part ic ipat ing firm provide the f ramework fo r its qual i ty control policies 
a n d p r o c e d u r e s . T h e ex ten t to w h i c h a p a r t i c i p a t i n g firm s h o u l d 
a d o p t these po l i c i es a n d p rocedu res , a n d those w h i c h are a p p r o p r i a t e 
fo r a p a r t i c u l a r firm, d e p e n d o n a n u m b e r of factors, such as its size, 
the degree o f o p e r a t i n g a u t o n o m y a p p r o p r i a t e l y a l l o w e d to i ts peo
p le a n d its p rac t i ce offices, the n a t u r e o f i ts p rac t i ce , a n d its a d m i n 
i s t ra t i ve c o n t r o l s . A c c o r d i n g l y , i t is e x p e c t e d that po l i c i es a n d p ro 
c e d u r e s a d o p t e d , a n d d o c u m e n t a t i o n thereof , w o u l d n o r m a l l y be 
m o r e ex tens i ve fo r a l a rge r o r mu l t i -o f f i ce firm than for a s m a l l e r 
o r s ingle-of f ice f i r m . 

.05 E a c h e lement of qua l i t y con t ro l is d i scussed i n th is gu ide i n a 
separate sec t i on , c o n s i s t i n g of a n i n t r o d u c t i o n a n d po l i c i es a n d pro
cedures . It s h o u l d be r e c o g n i z e d , h o w e v e r , that the p rac t i ce of a firm 
does n o t p e r m i t c lear -cu t d i s t i n c t i o n s a m o n g these e lemen ts , w h i c h 
o r d i n a r i l y o v e r l a p a n d are i n t e r r e l a t e d . 

.06 A pa r t i c i pa t i ng f i rm shou ld cons ider es tab l i sh ing po l i c ies i n the 
areas i d e n t i f i e d b y n u m b e r s u n d e r each e l e m e n t o f q u a l i t y c o n t r o l 
d iscussed h e r e i n to the ex ten t such po l i c i es are a p p l i c a b l e to its prac
t ice. I l l u s t r a t i v e e x a m p l e s of p r o c e d u r e s d e s i g n e d to i m p l e m e n t the 
po l i c i es a d o p t e d are a lso p resen ted . T h e spec i f ic p rocedu res used b y 
a p a r t i c i p a t i n g firm w o u l d no t necessar i l y i n c l u d e a l l those i l l us 
t ra ted o r be l i m i t e d to t h e m . 

.07 S ince a firm's po l ic ies and procedures may requi re mod i f i ca t ion 
in the l i gh t of c h a n g i n g cond i t i ons , they s h o u l d be rev iewed on a c o n 
t i n u i n g basis a n d r e v i s e d w h e n necessary. 

.08 S o m e regu la to ry agencies have p r o m u l g a t e d requ i rements fo r 
c o m p l i a n c e w i t h independence o r o ther s tandards that are app l i cab le 
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to p ro fess iona ls p r a c t i c i n g be fo re t h e m . T h e r e f o r e , a f i r m s h o u l d 
a d o p t p o l i c i e s a n d p r o c e d u r e s to p r o v i d e reasonab le assurance of 
c o m p l i a n c e w i t h the r e q u i r e m e n t s of r e g u l a t o r y agenc ies be fo re 
w h i c h i t p rac t i ces . 

.09 I t is the respons ib i l i t y of a U . S. firm to es tab l i sh con t ro l s to 
assure that segments of its engagements per formed outside the U n i t e d 
States are p e r f o r m e d i n acco rdance w i t h U . S . g e n e r a l l y accep ted 
a u d i t i n g s tandards . W h i l e the e lemen ts of q u a l i t y c o n t r o l are ap
p l i c a b l e to s u c h i n t e r n a t i o n a l p rac t i ce , l oca l cus toms a n d c o n d i t i o n s 
m a y resu l t i n v a r i a t i o n s i n t h e i r a p p l i c a t i o n . H o w e v e r , i t is n o t 
i n t e n d e d that the p r o g r a m r e q u i r e that the q u a l i t y c o n t r o l po l i c i es 
a n d p r o c e d u r e s of a U . S . f i r m be a d o p t e d b y its i n t e r n a t i o n a l af f i l i 
ates. T h e q u a l i t y c o n t r o l ob jec t i ves of a U . S . firm are me t w h e n its 
po l i c i es a n d p r o c e d u r e s p r o v i d e reasonab le assurance that p o r t i o n s 
o f its engagemen ts p e r f o r m e d ou ts i de the U n i t e d States c o n f o r m 
to U . S . s tandards . 

.10 W h e n firms merge or w h e n a f i rm acqu i res a prac t ice , the c o m 
b i n e d firm s h o u l d g i ve spec ia l a t t e n t i o n to q u a l i t y c o n t r o l cons ider 
a t ions . T h e c o m b i n e d firm's q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s 
s h o u l d be e v a l u a t e d to d e t e r m i n e that they c o n t i n u e to be a p p l i c 
a b l e i n l i g h t o f the c h a n g e d c i r cums tances . T h e firm's q u a l i t y c o n 
t r o l po l i c i es a n d p rocedu res , rev i sed to the ex ten t necessary, s h o u l d 
be m o n i t o r e d for ef fect iveness. S i m i l a r a t t e n t i o n s h o u l d be g i v e n to 
q u a l i t y c o n t r o l c o n s i d e r a t i o n s w h e n a firm is d i v i d e d . 

* # * 

.11 O n O c t o b e r 23, 1976, C o u n c i l adopted the V o l u n t a r y Q u a l i t y 
C o n t r o l R e v i e w P r o g r a m fo r C P A F i r m s . T h e p r o g r a m r e q u i r e s 
that a p a r t i c i p a t i n g firm have d o c u m e n t e d q u a l i t y c o n t r o l po l i c i es 
a n d p rocedu res . A firm p a r t i c i p a t i n g i n the p r o g r a m agrees to 
u n d e r g o p e r i o d i c c o m p l i a n c e rev iews to o b t a i n assurance that its 
q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s c o n f o r m to p ro fess iona l 
s tandards , are a d e q u a t e l y d o c u m e n t e d , a n d are b e i n g c o m p l i e d w i t h . 
I n c o n n e c t i o n t h e r e w i t h , a p a r t i c i p a t i n g firm m a y mee t the r e q u i r e 
m e n t fo r d o c u m e n t e d q u a l i t y c o n t r o l po l i c i es a n d p rocedu res b y 
p r e p a r i n g e i t h e r o f the f o l l o w i n g : 

1. A q u a l i t y c o n t r o l d o c u m e n t that p r o v i d e s a d e t a i l e d d e s c r i p t i o n 
of i ts q u a l i t y c o n t r o l po l i c i es a n d p rocedu res . 

2. A s u m m a r y s ta tement o f i ts q u a l i t y c o n t r o l po l i c i es a n d p ro 
cedures w i t h re ferences to s u p p o r t i n g i n f o r m a t i o n c o n t a i n e d i n 
m a n u a l s , m e m o r a n d a , o r o t h e r t echn i ca l l i t e ra tu re of the firm. 

A q u a l i t y c o n t r o l d o c u m e n t , i n a d d i t i o n to d i scuss ing the pa r t i c i pa t 
i n g firm's q u a l i t y c o n t r o l po l i c i es a n d p rocedures , may also c o n t a i n 
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a d e s c r i p t i o n o f the f i rm 's o r g a n i z a t i o n ( i n c l u d i n g an o r g a n i z a t i o n 
c h a r t ) , i ts p h i l o s o p h y o f p rac t i ce , a n d o t h e r d e s c r i p t i v e m a t e r i a l re
l a t i n g to the firm's o p e r a t i o n s a n d the n i n e e l emen ts of q u a l i t y 
c o n t r o l . 

Independence 

.12 T h e second genera l s tanda rd of gene ra l l y accepted aud i t i ng 
s tandards ind ica tes that " i n a l l mat ters r e l a t i n g to the ass ignmen t , an 
independence i n men ta l a t t i tude is to be ma in ta ined b y the aud i to r or 
aud i t o r s . " T h e Code of Professional Ethics of the A m e r i c a n Inst i tu te 
of C P A s 1 s tates that " T h e pub l i c expects a n u m b e r of charac ter t ra i ts 
i n a cer t i f ied p u b l i c accountan t , but p r i m a r i l y i n teg r i t y and objec
t i v i t y a n d , in the pract ice of pub l i c accoun t ing , independence.. . . Inde
pendence has tradit ional ly been def ined by the profess ion as the ab i l i t y 
to act w i t h i n teg r i t y and ob jec t i v i t y . " 

.13 A p a r t i c i p a t i n g firm shou ld es tab l i sh pol ic ies and procedures 
fo r m a i n t a i n i n g independence to p rov i de reasonable assurance that per
s o n n e l 2 at a l l o r g a n i z a t i o n a l levels ma in ta i n independence in fact and 
i n appearance whe re such independence is requ i red b y app l i cab le p ro
fess iona l s tandards . 8 

Policies and Procedures 

.14 C o n s i d e r a t i o n shou ld be g i v e n b y a firm to es tab l i sh ing pol ic ies 
to a c c o m p l i s h the ob jec t i ves n u m b e r e d b e l o w to the ex ten t such 
ob jec t i ves are a p p l i c a b l e to its p rac t i ce . E x a m p l e s of p rocedu res 
( w h i c h are i d e n t i f i e d b y let ters) d e s i g n e d to i m p l e m e n t po l i c i es fo l 

l o w each ob jec t i ve , a l t h o u g h the spec i f ic p rocedu res a d o p t e d b y a 

1 Some regulatory agencies, including the Securities and Exchange Commission 
and the United States General Accounting Office, have promulgated rules or 
regulations regarding independence of accountants practicing before them. 
Rule 2-01 of the Commission's Regulation S-'X, "Qualifications of Accoun
tants," addresses itself in part to the subject of independence: "The Commis
sion will not recognize any certified public accountant or public accountant as 
independent who is not in fact independent." Paragraphs (b) and (c) of this 
rule provide guidance as to its application. Further guidance and examples 
of situations involving independence are provided by the commission in ac
counting series releases. The General Accounting Office publication, Standards 
for Audit of Governmental Organizations, Programs, Activities & Functions, treats 
the subject of independence in chapter 3. 

5 For the purposes of this section on independence, the term personnel encom
passes all professional persons of the participating firm and is not limited to 
those in the accounting and auditing practice area. 

" In instances where a firm is associated with financial statements, and the firm 
is not independent, see SAS No. 1, section 517 [AU section 517], for reporting 
requirements. 
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1. R e q u i r e tha t p e r s o n n e l at a l l o r g a n i z a t i o n a l leve ls a d h e r e to the 
i n d e p e n d e n c e ru les , r e g u l a t i o n s , i n t e r p r e t a t i o n s , a n d r u l i n g s o f 
the A I C P A , state C P A soc ie ty , state b o a r d o f a c c o u n t a n c y , state 
s ta tu te , a n d , i f a p p l i c a b l e , the Secu r i t i e s a n d E x c h a n g e C o m m i s 
s i o n a n d o t h e r r e g u l a t o r y agenc ies . 4 

a. D e s i g n a t e an i n d i v i d u a l o r g r o u p to p r o v i d e g u i d a n c e a n d to 
reso lve ques t i ons o n i n d e p e n d e n c e mat ters . 
(i) I den t i f y c i r cums tances w h e r e d o c u m e n t a t i o n as to the 

r e s o l u t i o n of ques t i ons w o u l d b e a p p r o p r i a t e . 
( i i ) R e q u i r e c o n s u l t a t i o n w i t h a u t h o r i t a t i v e sources w h e n 

c o n s i d e r e d necessary. 

2. C o m m u n i c a t e p o l i c i e s a n d p r o c e d u r e s r e l a t i n g to i n d e p e n d e n c e 
to p e r s o n n e l at a l l o r g a n i z a t i o n a l leve ls . 

a. I n f o r m p e r s o n n e l o f the f i rm 's i n d e p e n d e n c e po l i c i es a n d 
p r o c e d u r e s a n d adv ise t h e m tha t they are e x p e c t e d to be fa
m i l i a r w i t h these po l i c i es a n d p rocedu res . 

b. E m p h a s i z e i n d e p e n d e n c e o f m e n t a l a t t i t ude i n t r a i n i n g p ro 
g rams a n d i n s u p e r v i s i o n a n d r e v i e w of engagements . 

c. A p p r i s e p e r s o n n e l o n a t i m e l y basis of those en t i t i es to w h i c h 
i n d e p e n d e n c e po l i c i es a p p l y . 
(i) P r e p a r e a n d m a i n t a i n fo r i n d e p e n d e n c e purposes a l is t 

o f the firm's c l ien ts a n d of o t he r en t i t ies (c l ien t 's aff i l i 
ates, parents , associates, a n d so fo r th ) to w h i c h i n d e p e n 
dence po l i c i es a p p l y . 

( i i ) M a k e the l is t a v a i l a b l e to p e r s o n n e l ( i n c l u d i n g pe rson
n e l n e w to the firm o r to an office) w h o n e e d it to deter
m i n e t h e i r i n d e p e n d e n c e . 

( i i i ) E s t a b l i s h p rocedu res to n o t i f y p e r s o n n e l o f changes i n 
the l is t . 

d . M a i n t a i n a l i b r a r y o r o t he r f ac i l i t y c o n t a i n i n g p ro fess iona l , 
r e g u l a t o r y , a n d f i r m l i t e r a t u r e r e l a t i n g to i n d e p e n d e n c e mat 
ters. 

4 In some cases, a firm may wish to establish other requirements that it deems 
appropriate, for example, concerning prohibited transactions or relationships. 
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3. C o n f i r m , w h e n a c t i n g as p r i n c i p a l a u d i t o r , the i n d e p e n d e n c e o f 
a n o t h e r f i r m e n g a g e d to p e r f o r m segments o f a n e n g a g e m e n t . 5 

a. I n f o r m p e r s o n n e l as to the f o r m a n d c o n t e n t o f a n i n d e p e n 
dence r e p r e s e n t a t i o n that is to be o b t a i n e d f r o m a f i r m that 
has b e e n engaged to p e r f o r m segments of a n engagemen t . 

b. A d v i s e p e r s o n n e l as to the f r e q u e n c y w i t h w h i c h a rep re 
sen ta t i on s h o u l d be o b t a i n e d f r o m a n aff i l iate o r associate 
f i r m fo r a repea t engagemen t . 

4 . M o n i t o r c o m p l i a n c e w i t h p o l i c i e s a n d p r o c e d u r e s r e l a t i n g to 
i n d e p e n d e n c e . 

a. O b t a i n f r o m p e r s o n n e l p e r i o d i c , w r i t t e n rep resen ta t i ons , no r 
m a l l y o n an a n n u a l basis, s ta t i ng t h a t — 
(i) T h e y are f a m i l i a r w i t h the f i rm 's i n d e p e n d e n c e po l i c ies 

a n d p rocedu res . 
( i i ) P r o h i b i t e d i nves tmen ts are n o t h e l d a n d were n o t h e l d 

d u r i n g the p e r i o d . A s an a l t e rna t i ve o r a d d i t i o n a l p ro 
c e d u r e , a firm m a y o b t a i n l i s t i ngs o f i nves tmen ts a n d se
cu r i t i e s t ransac t ions ( n u m b e r s of shares o r d o l l a r a m o u n t s 
n e e d n o t be i n c l u d e d ) f r o m p e r s o n n e l to d e t e r m i n e that 
there are n o p r o h i b i t e d h o l d i n g s . 

(Hi) P r o h i b i t e d r e l a t i o n s h i p s d o n o t ex is t , a n d t ransac t ions 
p r o h i b i t e d b y f i r m p o l i c y have n o t o c c u r r e d . 

b. A s s i g n r e s p o n s i b i l i t y fo r r e s o l v i n g e x c e p t i o n s to a pe rson o r 
g r o u p w i t h a p p r o p r i a t e a u t h o r i t y . 

c. A s s i g n r e s p o n s i b i l i t y f o r o b t a i n i n g rep resen ta t i ons a n d re
v i e w i n g i n d e p e n d e n c e c o m p l i a n c e files fo r comp le teness to a 
pe rson o r g r o u p w i t h a p p r o p r i a t e a u t h o r i t y . 

d . R e v i e w p e r i o d i c a l l y accoun ts r ece i vab le f r o m c l i en ts to as
ce r t a i n w h e t h e r any o u t s t a n d i n g a m o u n t s take o n some o f the 
charac te r i s t i cs o f loans a n d m a y , the re fo re , i m p a i r the firm's 
i n d e p e n d e n c e . 

8 If a firm utilizes the services of a related, affiliated, or associated firm, the 
principal firm may obtain periodically (frequently annually) a representation from 
the other firm covering all referred engagements, or may include the representa
tion as part of a continuing agreement. 

If a firm other than an affiliate or associate is retained, representation should 
be received for each engagement. 

In the case of an international engagement, the representation from the 
foreign firm should make reference to U . S. independence standards. 
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Assigning Personnel to Engagements 

.15 G u i d a n c e i n a s s i g n i n g pe rsonne l is f ound i n the first genera l 
standard of general ly accepted audi t ing standards wh ich states that " the 
e x a m i n a t i o n is to be p e r f o r m e d b y a pe r son o r persons h a v i n g ade
q u a t e t e c h n i c a l t r a i n i n g a n d p ro f i c i ency as a n a u d i t o r . " A p a r t i c i 
p a t i n g firm s h o u l d es tab l i sh po l i c i es a n d p rocedu res fo r ass ign ing 
p e r s o n n e l to engagemen ts to p r o v i d e reasonab le assurance that e n 1 

gagements w i l l b e p e r f o r m e d b y persons h a v i n g the degree of t echn i 
ca l t r a i n i n g a n d p r o f i c i e n c y r e q u i r e d i n the c i r cums tances . 

Policies and Procedures 

.16 C o n s i d e r a t i o n s h o u l d be g i v e n b y a firm to es tab l i sh ing po l i c ies 
to a c c o m p l i s h the ob jec t i ves n u m b e r e d b e l o w to the ex ten t such 
ob jec t i ves are a p p l i c a b l e to i ts p rac t i ce . E x a m p l e s o f p r o c e d u r e s 
( w h i c h are i d e n t i f i e d b y let ters) d e s i g n e d to i m p l e m e n t po l i c i es fo l 
l o w each o b j e c t i v e , a l t h o u g h the spec i f ic p r o c e d u r e s a d o p t e d b y a 
firm w o u l d no t necessar i l y i n c l u d e a l l the e x a m p l e s o r be l i m i t e d to 
those i l l u s t r a t e d . 

1. D e l i n e a t e the firm's a p p r o a c h to a s s i g n i n g p e r s o n n e l , i n c l u d i n g 
the p l a n n i n g o f o v e r a l l f i r m a n d of f ice n e e d s a n d the m e a s u r e s 
e m p l o y e d to a c h i e v e a b a l a n c e o f e n g a g e m e n t m a n p o w e r r e q u i r e 
m e n t s , p e r s o n n e l s k i l l s , i n d i v i d u a l d e v e l o p m e n t , a n d u t i l i z a t i o n . 

a. P l a n the p e r s o n n e l needs o f the f i r m o n a n o v e r a l l basis a n d 
fo r i n d i v i d u a l p rac t i ce offices. 

b. I d e n t i f y o n a t i m e l y basis the staff ing r e q u i r e m e n t s o f speci f ic 
engagemen ts . 

c. P r e p a r e t i m e b u d g e t s fo r engagements to d e t e r m i n e m a n 
p o w e r r e q u i r e m e n t s a n d to schedu le f i e ld w o r k . 

d . C o n s i d e r the f o l l o w i n g factors i n a c h i e v i n g a b a l a n c e of en
g a g e m e n t m a n p o w e r r e q u i r e m e n t s , p e r s o n n e l sk i l l s , i n d i 
v i d u a l d e v e l o p m e n t , a n d u t i l i z a t i o n : 
(i) E n g a g e m e n t size a n d c o m p l e x i t y . 
( i i ) P e r s o n n e l a v a i l a b i l i t y . 
( i i i ) S p e c i a l expe r t i se r e q u i r e d . 
( iv) T i m i n g of the w o r k to be p e r f o r m e d . 
(v) C o n t i n u i t y a n d p e r i o d i c r o t a t i o n of p e r s o n n e l . 
(vi) O p p o r t u n i t i e s f o r on- the- job t r a i n i n g . 

2 . D e s i g n a t e a n a p p r o p r i a t e p e r s o n o r pe rsons to be r e s p o n s i b l e 
f o r a s s i g n i n g p e r s o n n e l to e n g a g e m e n t s . 

a. C o n s i d e r the f o l l o w i n g i n m a k i n g ass ignments of i n d i v i d u a l s : 
(i) Staf f ing a n d t i m i n g r e q u i r e m e n t s of the spec i f ic engage

m e n t . 
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(i i ) E v a l u a t i o n s of the q u a l i f i c a t i o n s of p e r s o n n e l as to ex
p e r i e n c e , p o s i t i o n , b a c k g r o u n d , a n d spec ia l exper t i se . 

( i i i ) T h e p l a n n e d s u p e r v i s i o n a n d i n v o l v e m e n t b y superv is 
o r y p e r s o n n e l . 

( iv) P r o j e c t e d t i m e a v a i l a b i l i t y of i n d i v i d u a l s ass igned. 
(v) S i t u a t i o n s w h e r e poss ib le i n d e p e n d e n c e p r o b l e m s a n d 

con f l i c ts o f in te res t m a y ex is t , such as ass ignmen t o f per
s o n n e l to engagements for c l i en ts w h o are f o r m e r em
p loye rs o r are e m p l o y e r s of c e r t a i n k i n . 

b. G i v e a p p r o p r i a t e c o n s i d e r a t i o n , i n ass ign ing p e r s o n n e l , to 
b o t h c o n t i n u i t y a n d r o t a t i o n to p r o v i d e for ef f ic ient c o n d u c t 
o f the e n g a g e m e n t a n d the perspec t i ve of o t he r pe rsonne l 
w i t h d i f fe ren t e x p e r i e n c e a n d b a c k g r o u n d s . 

3 . P r o v i d e f o r a p p r o v a l o f the s c h e d u l i n g a n d s ta f f ing o f the engage
m e n t b y the p e r s o n w i t h final r e s p o n s i b i l i t y f o r the e n g a g e m e n t . 

a. S u b m i t , w h e r e necessary, fo r r e v i e w a n d a p p r o v a l the names 
a n d q u a l i f i c a t i o n s o f p e r s o n n e l to be ass igned to a n engage
m e n t . 

b. C o n s i d e r the e x p e r i e n c e a n d t r a i n i n g of the engagemen t per
s o n n e l i n r e l a t i o n to the c o m p l e x i t y o r o t he r r e q u i r e m e n t s 
o f the e n g a g e m e n t , a n d the ex ten t o f s u p e r v i s i o n to be pro
v i d e d . 

Consultation 
.17 A pa r t i c i pa t i ng firm s h o u l d es tab l i sh po l ic ies and procedures 

fo r consultat ion to provide reasonable assurance that personnel w i l l seek 
assistance o n a c c o u n t i n g a n d a u d i t i n g ques t i ons , to the ex ten t re
q u i r e d , f r o m persons h a v i n g a p p r o p r i a t e leve ls o f k n o w l e d g e , c o m 
pe tence , j u d g m e n t , a n d a u t h o r i t y . 

Policies and Procedures 

.18 Cons ide ra t i on s h o u l d be g i ven by a f i rm to es tab l i sh ing po l ic ies 
to a c c o m p l i s h the ob jec t i ves n u m b e r e d b e l o w to the ex ten t such ob 
jec t ives are a p p l i c a b l e to i ts p rac t i ce . E x a m p l e s of p r o c e d u r e s ( w h i c h 
are i d e n t i f i e d b y let ters) d e s i g n e d to i m p l e m e n t po l i c i es f o l l o w each 
ob jec t i ve , a l t h o u g h the speci f ic p rocedu res a d o p t e d by a f i r m w o u l d 
n o t necessar i l y i n c l u d e a l l the e x a m p l e s o r be l i m i t e d to those i l 
l us t ra ted . 

1. I d e n t i f y a reas a n d s p e c i a l i z e d s i t u a t i o n s w h e r e c o n s u l t a t i o n is 
r e q u i r e d a n d e n c o u r a g e p e r s o n n e l to c o n s u l t w i t h o r use au tho r 
i t a t i v e sources o n o t h e r c o m p l e x o r u n u s u a l ma t t e r s . 
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a. I n f o r m p e r s o n n e l o f the firm's c o n s u l t a t i o n po l i c i es a n d p ro 
cedures . 

b. Spec i f y areas o r s p e c i a l i z e d s i t ua t i ons r e q u i r i n g c o n s u l t a t i o n 
because of the n a t u r e o r c o m p l e x i t y o f the sub jec t ma t te r . 
E x a m p l e s i n c l u d e — 
(i) A p p l i c a t i o n of n e w l y i ssued t echn i ca l p r o n o u n c e m e n t s . 
( i i ) I ndus t r i es w i t h spec ia l a c c o u n t i n g , a u d i t i n g , o r repor t 

i n g r e q u i r e m e n t s . 
( i i i ) E m e r g i n g p rac t i ce p r o b l e m s . 
(iv) C h o i c e s a m o n g a l t e r n a t i v e g e n e r a l l y accep ted a c c o u n t i n g 

p r i n c i p l e s w h e n a n a c c o u n t i n g change is to be m a d e . 

(v) F i l i n g r e q u i r e m e n t s o f r e g u l a t o r y agenc ies. 

c. M a i n t a i n o r p r o v i d e access to a d e q u a t e re fe rence l i b r a r i e s 
a n d o t h e r a u t h o r i t a t i v e sources. 
(i) E s t a b l i s h r e s p o n s i b i l i t y f o r m a i n t a i n i n g a re fe rence l i 

b r a r y i n each p rac t i ce office. 
( i i ) M a i n t a i n t e c h n i c a l m a n u a l s a n d issue t echn i ca l p ro 

n o u n c e m e n t s , i n c l u d i n g those r e l a t i n g to p a r t i c u l a r i n 
dus t r i es a n d o t h e r spec ia l t ies . 

( i i i ) M a i n t a i n c o n s u l t a t i o n a r r a n g e m e n t s w i t h o t h e r firms 
a n d i n d i v i d u a l s w h e r e necessary to s u p p l e m e n t firm re
sources. 

( iv) R e f e r p r o b l e m s to a d i v i s i o n o r g r o u p i n the A I C P A o r 
state C P A soc ie ty es tab l i shed to dea l w i t h t e c h n i c a l i n 
q u i r i e s . 

d . M a i n t a i n a research f u n c t i o n to assist p e r s o n n e l w i t h prac
t ice p r o b l e m s . 

2. D e s i g n a t e i n d i v i d u a l s as spec ia l i s t s to serve as a u t h o r i t a t i v e 
sources a n d de f i ne t h e i r a u t h o r i t y i n c o n s u l t a t i v e s i t u a t i o n s . 
P r o v i d e p r o c e d u r e s f o r r e s o l v i n g d i f fe rences of o p i n i o n b e t w e e n 
e n g a g e m e n t p e r s o n n e l a n d spec ia l i s t s . 

a. D e s i g n a t e i n d i v i d u a l s as spec ia l is ts fo r filings w i t h the S e c u r i 
ties a n d E x c h a n g e C o m m i s s i o n a n d o the r r e g u l a t o r y agenc ies . 

b. D e s i g n a t e spec ia l is ts fo r p a r t i c u l a r i ndus t r i es . 

c. A d v i s e p e r s o n n e l o f the degree of a u t h o r i t y to be a c c o r d e d 
spec ia l is ts ' o p i n i o n s a n d of the p rocedu res to be f o l l o w e d for 
r e s o l v i n g d i f fe rences o f o p i n i o n w i t h specia l is ts. 

d . R e q u i r e d o c u m e n t a t i o n as to the cons ide ra t i ons i n v o l v e d i n 
the r e s o l u t i o n of d i f fe rences of o p i n i o n . 

3 . S p e c i f y the e x t e n t of d o c u m e n t a t i o n to b e p r o v i d e d f o r the re
su l t s of c o n s u l t a t i o n i n those a reas a n d s p e c i a l i z e d s i t u a t i o n s 
w h e r e c o n s u l t a t i o n is r e q u i r e d . S p e c i f y d o c u m e n t a t i o n , as ap
p r o p r i a t e , f o r o t h e r c o n s u l t a t i o n s . 
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a. A d v i s e p e r s o n n e l as to the ex ten t of d o c u m e n t a t i o n to be 
p r e p a r e d a n d the r e s p o n s i b i l i t y fo r its p r e p a r a t i o n . 

b. I n d i c a t e w h e r e c o n s u l t a t i o n d o c u m e n t a t i o n is to be m a i n 
t a i n e d . 

c. M a i n t a i n sub jec t files c o n t a i n i n g the resul ts of c o n s u l t a t i o n s 
fo r re fe rence a n d research purposes. 

Supervision 
.19 T h e f irst s tandard of f ie ld w o r k of genera l l y accepted a u d i t i n g 

s tandards states that the w o r k is to be a d e q u a t e l y p l a n n e d a n d assist
ants , i f any , are to be p r o p e r l y supe rv i sed . A p a r t i c i p a t i n g firm 
s h o u l d es tab l i sh po l i c i es a n d p rocedu res for the c o n d u c t a n d super 
v i s i o n o f w o r k at a l l o r g a n i z a t i o n a l leve ls to p r o v i d e reasonab le as
su rance that the w o r k p e r f o r m e d meets the firm's s tandards of 
q u a l i t y . 

.20 P r o c e d u r e s for supe rv i s i on are necessary to p rov ide reasonab le 
assurance that appropriate judgments and conclusions can be d rawn 
w i t h respect to the w o r k p e r f o r m e d . T h e ex ten t of s u p e r v i s i o n a n d 
r e v i e w a p p r o p r i a t e i n a g i v e n ins tance depends o n m a n y factors, i n 
c l u d i n g the c o m p l e x i t y of the sub ject ma t te r , the q u a l i f i c a t i o n s of 
persons p e r f o r m i n g the w o r k , a n d the ex ten t o f c o n s u l t a t i o n a v a i l 
ab le a n d used . A d d i t i o n a l factors b e a r i n g u p o n the a p p r o p r i a t e ex
tent o f s u p e r v i s i o n a n d r e v i e w i n c l u d e the degree o f a u t h o r i t y de le 
ga ted to assistants o n a n engagemen t , p e r f o r m a n c e o f p e r s o n n e l as
s i g n e d to a n e n g a g e m e n t , a n d r i sk factors i n h e r e n t i n the engage
m e n t . 

Policies and Procedures 

,21 C o n s i d e r a t i o n shou ld be g i v e n by a f i rm to es tab l i sh ing po l i c i es 
to a c c o m p l i s h the ob jec t i ves n u m b e r e d b e l o w to the ex ten t s u c h 
ob jec t i ves are a p p l i c a b l e to its p rac t i ce . E x a m p l e s of p rocedu res 
( w h i c h are i d e n t i f i e d b y let ters) d e s i g n e d to i m p l e m e n t po l i c i es fo l 
l o w each o b j e c t i v e , a l t h o u g h the speci f ic p r o c e d u r e s a d o p t e d b y a 
f i r m w o u l d n o t necessar i l y i n c l u d e a l l the e x a m p l e s o r be l i m i t e d to 
those i l l u s t r a t e d . 

1. P r o v i d e p r o c e d u r e s f o r p l a n n i n g e n g a g e m e n t s . 

a. A s s i g n r e s p o n s i b i l i t y fo r p l a n n i n g a n engagemen t . I n v o l v e 
a p p r o p r i a t e p e r s o n n e l ass igned to the e n g a g e m e n t i n the 
p l a n n i n g process. 

b. D e v e l o p b a c k g r o u n d i n f o r m a t i o n o r r e v i e w i n f o r m a t i o n ob 
t a i n e d f r o m p r i o r engagements a n d upda te fo r c h a n g e d c i r 
cums tances . 
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c. D e s c r i b e ma t t e r s to b e i n c l u d e d i n the e n g a g e m e n t p l a n n i n g 
process, s u c h as the f o l l o w i n g : 
(i) D e v e l o p m e n t o f p r o p o s e d w o r k p rog rams . 

( i i ) D e t e r m i n a t i o n o f m a n p o w e r r e q u i r e m e n t s a n d n e e d for 
s p e c i a l i z e d k n o w l e d g e . 

( i i i ) D e v e l o p m e n t o f es t imates o f t i m e r e q u i r e d to c o m p l e t e 
the e n g a g e m e n t . 

( iv) C o n s i d e r a t i o n o f c u r r e n t e c o n o m i c c o n d i t i o n s a f fec t ing 
the c l i e n t o r i ts i n d u s t r y a n d t h e i r p o t e n t i a l i m p a c t on 
the c o n d u c t o f the e n g a g e m e n t . 

2. P r o v i d e p r o c e d u r e s f o r m a i n t a i n i n g the f i rm 's s t a n d a r d s o f q u a l 
ity f o r the w o r k p e r f o r m e d . 

a . P r o v i d e a d e q u a t e s u p e r v i s i o n at a l l o r g a n i z a t i o n a l leve ls , 
c o n s i d e r i n g the t r a i n i n g , a b i l i t y , a n d e x p e r i e n c e of the per
s o n n e l ass igned . 

b. D e v e l o p g u i d e l i n e s fo r the f o r m a n d con ten t of w o r k i n g 
papers . 

c. U t i l i z e s t a n d a r d i z e d fo rms , check l i s t s , a n d q u e s t i o n n a i r e s to 
the ex ten t a p p r o p r i a t e to assist i n the p e r f o r m a n c e of en
gagements . 

d . P r o v i d e p r o c e d u r e s fo r r e s o l v i n g d i f fe rences of p ro fess iona l 
j u d g m e n t a m o n g m e m b e r s of a n e n g a g e m e n t t eam. 

3. P r o v i d e p r o c e d u r e s f o r r e v i e w i n g e n g a g e m e n t w o r k i n g p a p e r s 
a n d repo r t s . 

a . D e v e l o p g u i d e l i n e s for r e v i e w of w o r k i n g papers a n d for 
d o c u m e n t a t i o n of the r e v i e w process. 
(i) R e q u i r e that rev iewers have a p p r o p r i a t e c o m p e t e n c e a n d 

r e s p o n s i b i l i t y . 
( i i ) D e t e r m i n e that w o r k p e r f o r m e d is c o m p l e t e a n d con 

f o rms to p ro fess iona l s tandards a n d f i r m po l i c y . 
( i i i ) D e s c r i b e d o c u m e n t a t i o n e v i d e n c i n g r e v i e w of w o r k i n g 

papers a n d the rev iewer ' s f i nd ings . D o c u m e n t a t i o n m a y 
i n c l u d e i n i t i a l i n g w o r k i n g papers , c o m p l e t i n g a rev iew
er 's q u e s t i o n n a i r e , p r e p a r i n g a r ev i ewe r ' s m e m o r a n d u m , 
a n d e m p l o y i n g s t a n d a r d f o rms o r check l i s ts . 

b. D e v e l o p g u i d e l i n e s fo r r e v i e w of the r e p o r t to be issued for 
a n engagemen t . C o n s i d e r a t i o n s i n " a " above w o u l d be a p p l i c 
a b l e to th is r e v i e w . I n a d d i t i o n , the f o l l o w i n g mat te rs s h o u l d 
be c o n s i d e r e d fo r these g u i d e l i n e s : 
(i) D e t e r m i n e that the e v i d e n c e of w o r k p e r f o r m e d a n d con 

c l us i ons c o n t a i n e d i n the w o r k i n g papers s u p p o r t the 
r e p o r t . 

( i i ) D e t e r m i n e tha t the r e p o r t c o n f o r m s to p ro fess iona l s tand
ards a n d firm p o l i c y . 
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( i i i ) P r o v i d e for r e v i e w o f the r e p o r t b y a n a p p r o p r i a t e i n d i 
v i d u a l h a v i n g n o o t h e r r e s p o n s i b i l i t y f o r the engage
m e n t . 

Hiring 
.22 A firm's pe rsonne l m a y w e l l be i ts mos t va luab le asset. A l 

though the h i r i ng of personnel may be considered part ly an administ rat ive 
f u n c t i o n , a firm's po l i c i es a n d p r o c e d u r e s w i t h respect to h i r i n g af
fect the q u a l i t y o f i ts w o r k . A p a r t i c i p a t i n g f i r m s h o u l d es tab l i sh 
po l i c i es a n d p r o c e d u r e s for h i r i n g to p r o v i d e reasonab le assurance 
that those persons e m p l o y e d possess the a p p r o p r i a t e charac te r i s t i cs 
to e n a b l e t h e m to p e r f o r m c o m p e t e n t l y . 

Policies and Procedures 

.23 C o n s i d e r a t i o n shou ld be g i ven b y a firm to es tab l i sh i ng po l i c ies 
to a c c o m p l i s h the ob jec t i ves n u m b e r e d b e l o w to the ex ten t s u c h 
ob jec t i ves are a p p l i c a b l e to i ts p rac t i ce . E x a m p l e s of p r o c e d u r e s 
( w h i c h are i d e n t i f i e d b y let ters) d e s i g n e d to i m p l e m e n t po l i c i es fo l 
l o w each ob jec t i ve , a l t h o u g h the spec i f ic p r o c e d u r e s a d o p t e d b y a 
firm w o u l d n o t necessar i l y i n c l u d e a l l the e x a m p l e s o r be l i m i t e d to 
those i l l u s t r a t e d . 

1. M a i n t a i n a p r o g r a m d e s i g n e d to o b t a i n q u a l i f i e d p e r s o n n e l b y 
p l a n n i n g f o r p e r s o n n e l needs , e s t a b l i s h i n g h i r i n g ob jec t i ves , a n d 
se t t i ng q u a l i f i c a t i o n s f o r those i n v o l v e d i n the h i r i n g f u n c t i o n . 

a. P l a n for the firm's p e r s o n n e l needs at a l l l eve ls a n d es tab l i sh 
q u a n t i f i e d h i r i n g ob jec t i ves based o n c u r r e n t c l i en te l e , a n 
t i c i p a t e d g r o w t h , p e r s o n n e l t u r n o v e r , i n d i v i d u a l advance 
m e n t , a n d r e t i r e m e n t . 

b. D e s i g n a p r o g r a m to ach ieve h i r i n g ob jec t i ves w h i c h p r o v i d e s 
f o r — 
(i) I d e n t i f i c a t i o n of sources of p o t e n t i a l h i rees . 
( i i ) M e t h o d s of con tac t w i t h p o t e n t i a l h i rees . 
( i i i ) M e t h o d s of spec i f ic i d e n t i f i c a t i o n of p o t e n t i a l h i rees . 
( iv) M e t h o d s of a t t r a c t i n g p o t e n t i a l h i rees a n d i n f o r m i n g 

t h e m a b o u t the f i r m . 

(v) M e t h o d s of e v a l u a t i n g a n d se lec t i ng p o t e n t i a l h i rees fo r 
e x t e n s i o n o f e m p l o y m e n t offers. 

c. I n f o r m those persons i n v o l v e d i n h i r i n g as to the firm's per 
s o n n e l needs a n d h i r i n g ob jec t i ves . 

d . A s s i g n to a u t h o r i z e d persons the r e s p o n s i b i l i t y f o r e m p l o y 
m e n t dec is ions . 
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e. M o n i t o r the ef fect iveness of the r e c r u i t i n g p r o g r a m . 
(i) E v a l u a t e the r e c r u i t i n g p r o g r a m p e r i o d i c a l l y to deter

m i n e w h e t h e r p o l i c i e s a n d p r o c e d u r e s fo r o b t a i n i n g q u a l 
i f i e d p e r s o n n e l are b e i n g obse rved . 

( i i) R e v i e w h i r i n g resu l ts p e r i o d i c a l l y to d e t e r m i n e w h e t h e r 
goals a n d p e r s o n n e l needs are b e i n g a c h i e v e d . 

2. E s t a b l i s h q u a l i f i c a t i o n s a n d g u i d e l i n e s f o r e v a l u a t i n g p o t e n t i a l 
h i r ees at e a c h p r o f e s s i o n a l l e v e l . 

a . I d e n t i f y the a t t r i bu tes to be sough t i n h i rees , such as i n t e l l i 
gence , i n t eg r i t y , hones ty , m o t i v a t i o n , a n d a p t i t u d e for the 
p ro fess ion . 

b. I d e n t i f y a c h i e v e m e n t s a n d expe r i ences des i rab le fo r ent ry-
l eve l a n d e x p e r i e n c e d p e r s o n n e l . F o r e x a m p l e , 
(i) A c a d e m i c b a c k g r o u n d . 
( i i ) P e r s o n a l ach ievemen ts . 
( i i i ) W o r k e x p e r i e n c e . 
( iv) P e r s o n a l in terests . 

c. Set g u i d e l i n e s to b e f o l l o w e d w h e n h i r i n g i n d i v i d u a l s i n 
a t y p i c a l s i t ua t i ons s u c h a s — 
(i) H i r i n g re la t i ves o f p e r s o n n e l o r re la t i ves of c l i en t s . 
( i i ) R e h i r i n g f o r m e r emp loyees . 
( i i i ) H i r i n g c l i e n t emp loyees . 

d . O b t a i n b a c k g r o u n d i n f o r m a t i o n a n d d o c u m e n t a t i o n o f q u a l 
i f i ca t i ons of a p p l i c a n t s b y a p p r o p r i a t e means , such a s — 
(i) R e s u m e s . 
( i i ) A p p l i c a t i o n fo rms. 
( i i i ) I n te rv iews . 
( iv) C o l l e g e t ranscr ip ts . 
(v) P e r s o n a l re ferences. 
(vi) F o r m e r e m p l o y m e n t re ferences. 

e. E v a l u a t e the q u a l i f i c a t i o n s o f n e w p e r s o n n e l , i n c l u d i n g those 
o b t a i n e d f r o m o t h e r t h a n the u s u a l h i r i n g c h a n n e l s ( for ex
a m p l e , those j o i n i n g the firm at s u p e r v i s o r y leve ls o r t h r o u g h 
m e r g e r o r a c q u i s i t i o n ) , to d e t e r m i n e that they m e e t the firm's 
r e q u i r e m e n t s a n d s tandards . 

3. I n f o r m a p p l i c a n t s a n d n e w p e r s o n n e l o f the firm's p o l i c i e s a n d 
p r o c e d u r e s r e l e v a n t to t h e m . 

a. U s e a b r o c h u r e o r a n o t h e r means to so i n f o r m a p p l i c a n t s a n d 
n e w p e r s o n n e l . 

b. P r e p a r e a n d m a i n t a i n a m a n u a l d e s c r i b i n g po l i c i es a n d p ro 
cedures f o r d i s t r i b u t i o n to p e r s o n n e l . 

c. C o n d u c t a n o r i e n t a t i o n p r o g r a m fo r n e w p e r s o n n e l . 
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Professional Development 
.24 T h e concept of p ro fess iona l deve lopment embodies r ecogn i t i on 

of the c o n t i n u i n g ob l i ga t i on of pe rsonne l to m a i n t a i n t he i r compe tence 
d u r i n g t h e i r p ro fess iona l careers. A p a r t i c i p a t i n g f i r m s h o u l d estab
l i sh po l i c i es a n d p r o c e d u r e s for p ro fess iona l d e v e l o p m e n t to p r o v i d e 
reasonab le assurance that p e r s o n n e l w i l l have the k n o w l e d g e re
q u i r e d to e n a b l e t h e m to f u l f i l l r e s p o n s i b i l i t i e s ass igned. P r o f e s s i o n a l 
d e v e l o p m e n t ac t i v i t i es enab le a f i r m to p r o v i d e p e r s o n n e l w i t h the 
means to a c q u i r e the k n o w l e d g e r e q u i r e d to f u l f i l l r e s p o n s i b i l i t i e s 
ass igned to t h e m a n d to progress w i t h i n the f i rm . 

Policies and Procedures 

.25 C o n s i d e r a t i o n s h o u l d be g i v e n by a f i rm to e s t a b l i s h i n g po l i c ies 
to a c c o m p l i s h the ob jec t i ves n u m b e r e d b e l o w to the ex ten t such 
ob jec t i ves are a p p l i c a b l e to its p rac t i ce . E x a m p l e s of p rocedu res 
( w h i c h are i d e n t i f i e d b y letters) d e s i g n e d to i m p l e m e n t po l i c i es fo l 
l o w each ob jec t i ve , a l t h o u g h the speci f ic p rocedu res a d o p t e d b y a 
f i r m w o u l d n o t necessar i l y i n c l u d e a l l the e x a m p l e s o r be l i m i t e d 
to those i l l u s t r a t e d . 

I. E s t a b l i s h g u i d e l i n e s a n d r e q u i r e m e n t s f o r the f i rm ' s p r o f e s s i o n a l 
d e v e l o p m e n t p r o g r a m a n d c o m m u n i c a t e t h e m to p e r s o n n e l . 

a. A s s i g n r e s p o n s i b i l i t y fo r the p ro fess iona l d e v e l o p m e n t f unc 
t i o n to a pe r son o r g r o u p w i t h a p p r o p r i a t e a u t h o r i t y . 

b. P r o v i d e that p r o g r a m s d e v e l o p e d b y the f i r m be r e v i e w e d b y 
q u a l i f i e d i n d i v i d u a l s . P r o g r a m s s h o u l d c o n t a i n s ta tements of 
ob jec t i ves a n d e d u c a t i o n a n d / o r e x p e r i e n c e p re requ is i t es . 

c. P r o v i d e a n o r i e n t a t i o n p r o g r a m r e l a t i n g to the f i r m a n d the 
p ro fess ion for n e w l y e m p l o y e d p e r s o n n e l . 
(i) P r e p a r e p u b l i c a t i o n s a n d p r o g r a m s d e s i g n e d to i n f o r m 

n e w l y e m p l o y e d p e r s o n n e l of t he i r p ro fess iona l r espon 
s i b i l i t i e s a n d o p p o r t u n i t i e s . 

( i i ) Des igna te r e s p o n s i b i l i t y fo r c o n d u c t i n g o r i e n t a t i o n c o n 
ferences to e x p l a i n p ro fess iona l r e s p o n s i b i l i t i e s a n d firm 
po l i c i es . 

( i i i ) E n a b l e n e w l y e m p l o y e d p e r s o n n e l w i t h l i m i t e d e x p e r i 
ence to a t t e n d the A I C P A o r o the r c o m p a r a b l e l eve l staff 
t r a i n i n g p rog rams . 

d . E s t a b l i s h c o n t i n u i n g p ro fess iona l e d u c a t i o n r e q u i r e m e n t s for 
p e r s o n n e l at each l eve l w i t h i n the firm. 
(i) C o n s i d e r state m a n d a t o r y r e q u i r e m e n t s o r v o l u n t a r y 

g u i d e l i n e s i n e s t a b l i s h i n g firm r e q u i r e m e n t s . 
( i i ) E n c o u r a g e p a r t i c i p a t i o n i n e x t e r n a l c o n t i n u i n g profes-
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s i o n a l e d u c a t i o n p r o g r a m s , i n c l u d i n g c o l l e g e - l e v e l a n d 
se l f -s tudy courses. 

( i i i ) E n c o u r a g e m e m b e r s h i p i n p ro fess iona l o r g a n i z a t i o n s . 
C o n s i d e r h a v i n g the firm pay o r c o n t r i b u t e t o w a r d m e m 
b e r s h i p dues a n d expenses. 

( iv) E n c o u r a g e p e r s o n n e l to serve o n p ro fess iona l c o m m i t 
tees, p repare a r t ic les , a n d p a r t i c i p a t e i n o t h e r profes 
s i o n a l ac t i v i t i es . 

e. M o n i t o r c o n t i n u i n g p r o f e s s i o n a l e d u c a t i o n p r o g r a m s a n d 
m a i n t a i n a p p r o p r i a t e records , b o t h o n a firm a n d an i n d i 
v i d u a l basis. 
(i) R e v i e w p e r i o d i c a l l y the records of p a r t i c i p a t i o n by per 

s o n n e l to d e t e r m i n e c o m p l i a n c e w i t h firm r e q u i r e m e n t s . 
( i i ) R e v i e w p e r i o d i c a l l y e v a l u a t i o n repor ts a n d o t h e r records 

p r e p a r e d fo r c o n t i n u i n g e d u c a t i o n p r o g r a m s to eva lua te 
w h e t h e r the p r o g r a m s are b e i n g p resented e f fect ive ly a n d 
are a c c o m p l i s h i n g firm ob ject ives . C o n s i d e r the need for 
n e w p r o g r a m s a n d for r e v i s i o n o r e l i m i n a t i o n of inef fec 
t ive p rog rams . 

2. M a k e a v a i l a b l e to p e r s o n n e l i n f o r m a t i o n a b o u t c u r r e n t d e v e l 
o p m e n t s i n p r o f e s s i o n a l t e c h n i c a l s t a n d a r d s a n d m a t e r i a l s c o n 
t a i n i n g the firm's t e c h n i c a l p o l i c i e s a n d p r o c e d u r e s a n d e n c o u r 
age p e r s o n n e l to e n g a g e i n s e l f - d e v e l o p m e n t a c t i v i t i e s . 

a. P r o v i d e p e r s o n n e l w i t h p ro fess iona l l i t e r a t u r e r e l a t i n g to c u r 
r e n t d e v e l o p m e n t s i n p r o f e s s i o n a l t e c h n i c a l s tandards . 
(i) D i s t r i b u t e to p e r s o n n e l m a t e r i a l of genera l in terest , s u c h 

as p r o n o u n c e m e n t s o f the F i n a n c i a l A c c o u n t i n g S t a n 
da rds B o a r d a n d the A I C P A A u d i t i n g S tanda rds E x e c u 
t i ve C o m m i t t e e . 

( i i ) D i s t r i b u t e p r o n o u n c e m e n t s i n areas of speci f ic in terest , 
s u c h as those issued b y the Secur i t i es a n d E x c h a n g e C o m 
m i s s i o n , I n t e r n a l R e v e n u e Serv ice , a n d o t h e r r e g u l a t o r y 
agencies to persons w h o have r e s p o n s i b i l i t y i n s u c h areas. 

( i i i ) D i s t r i b u t e m a n u a l s c o n t a i n i n g firm p o l i c i e s a n d p r o 
cedures o n t e c h n i c a l mat te rs to p e r s o n n e l . M a n u a l s 
s h o u l d be u p d a t e d fo r n e w d e v e l o p m e n t s a n d c h a n g i n g 
c o n d i t i o n s . 

b. F o r t r a i n i n g p r o g r a m s p resen ted by the firm, d e v e l o p o r ob 
t a i n course m a t e r i a l s a n d select a n d t r a i n i ns t ruc to rs . 
(i) State the p r o g r a m ob jec t i ves a n d e d u c a t i o n a n d / o r ex 

p e r i e n c e p r e r e q u i s i t e s i n the t r a i n i n g p rograms . 
( i i ) P r o v i d e that p r o g r a m i n s t r u c t o r s be q u a l i f i e d as to b o t h 

p r o g r a m c o n t e n t a n d t e a c h i n g methods . 
( i i i ) H a v e p a r t i c i p a n t s e v a l u a t e p r o g r a m c o n t e n t a n d i n s t r u c 

tors of t r a i n i n g sessions. 
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( iv) H a v e i ns t ruc to r s eva lua te p r o g r a m c o n t e n t a n d p a r t i c i 
pants i n t r a i n i n g sessions. 

(v) U p d a t e p r o g r a m s as n e e d e d i n l i g h t of n e w d e v e l o p m e n t s , 
c h a n g i n g c o n d i t i o n s , a n d e v a l u a t i o n repor ts . 

3. P r o v i d e , to the e x t e n t necessary , p r o g r a m s to fill the f i r m ' s needs 
f o r p e r s o n n e l w i t h e x p e r t i s e i n s p e c i a l i z e d a reas a n d i n d u s t r i e s . 

a. C o n d u c t firm p r o g r a m s to d e v e l o p a n d m a i n t a i n exper t i se i n 
s p e c i a l i z e d areas a n d i n d u s t r i e s , such as r e g u l a t e d i n d u s t r i e s , 
c o m p u t e r a u d i t i n g , a n d s ta t is t ica l s a m p l i n g m e t h o d s . 

b. E n c o u r a g e a t t endance at e x t e r n a l e d u c a t i o n p r o g r a m s , meet 
ings , a n d con fe rences to a c q u i r e t e c h n i c a l o r i n d u s t r y exper 
t ise. 

c. E n c o u r a g e m e m b e r s h i p a n d p a r t i c i p a t i o n i n o r g a n i z a t i o n s 
c o n c e r n e d w i t h s p e c i a l i z e d areas a n d i ndus t r i es . 

d . P r o v i d e t e c h n i c a l l i t e r a t u r e r e l a t i n g to spec ia l i zed areas a n d 
i n d u s t r i e s . 

4. P r o v i d e f o r o n - t h e - j o b t r a i n i n g d u r i n g the p e r f o r m a n c e o f e n 
g a g e m e n t s . 

a. E m p h a s i z e the i m p o r t a n c e of on - the - job t r a i n i n g as a s ign i f 
i can t pa r t o f a n i n d i v i d u a l ' s d e v e l o p m e n t . 
(i) D iscuss w i t h assistants the r e l a t i o n s h i p o f the w o r k they 

are p e r f o r m i n g to the e n g a g e m e n t as a w h o l e . 
( i i ) I n v o l v e assistants i n as m a n y p o r t i o n s o f the e n g a g e m e n t 

as p r a c t i c a b l e . 

b. E m p h a s i z e the s ign i f i cance o f p e r s o n n e l m a n a g e m e n t sk i l l s 
a n d i n c l u d e coverage o f these subjects i n firm t r a i n i n g p ro 
g rams . 

c. E n c o u r a g e p e r s o n n e l to t r a i n a n d d e v e l o p subo rd i na tes . 

d . M o n i t o r ass ignments to d e t e r m i n e that p e r s o n n e l — 
(i) F u l f i l l , w h e r e a p p l i c a b l e , the e x p e r i e n c e r e q u i r e m e n t s of 

the state b o a r d o f a c c o u n t a n c y . 
( i i ) G a i n e x p e r i e n c e i n v a r i o u s areas o f engagements a n d var

i e d i n d u s t r i e s . 
( i i i ) W o r k u n d e r d i f fe ren t s u p e r v i s o r y p e r s o n n e l . 

Advancement 
.26 A d v a n c e m e n t is the p rogress ion of pe rsonne l t o pos i t i ons of 

greater responsibi l i ty w i th in a firm. A part ic ipat ing firm should establish 
po l i c i es a n d p r o c e d u r e s to p r o v i d e reasonab le assurance that pe rson -
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1. E s t a b l i s h q u a l i f i c a t i o n s d e e m e d necessary f o r the v a r i o u s leve ls 
of r e s p o n s i b i l i t y w i t h i n the firm. 

a. P r e p a r e g u i d e l i n e s d e s c r i b i n g r e s p o n s i b i l i t i e s at each leve l a n d 

e x p e c t e d p e r f o r m a n c e a n d q u a l i f i c a t i o n s necessary for a d 
v a n c e m e n t to each l e v e l , i n c l u d i n g — 
(i) T i t l e s a n d r e l a t e d r e s p o n s i b i l i t i e s . 
( i i ) T h e a m o u n t o f e x p e r i e n c e ( w h i c h m a y be expressed as 

a t i m e pe r i od ) g e n e r a l l y r e q u i r e d for a d v a n c e m e n t to 
the s u c c e e d i n g l eve l . 

b. I d e n t i f y c r i t e r i a w h i c h w i l l be c o n s i d e r e d i n e v a l u a t i n g i n d i 
v i d u a l p e r f o r m a n c e a n d e x p e c t e d p ro f i c i ency , such as— 
(i) T e c h n i c a l k n o w l e d g e . 
( i i ) A n a l y t i c a l a n d j u d g m e n t a l a b i l i t i e s . 
( i i i ) C o m m u n i c a t i v e sk i l l s . 
( iv) L e a d e r s h i p a n d t r a i n i n g sk i l l s . 
(v) C l i e n t r e l a t i ons . 
(vi) P e r s o n a l a t t i t ude a n d p ro fess iona l b e a r i n g (character , 

i n t e l l i g e n c e , j u d g m e n t , a n d m o t i v a t i o n ) . 
(v i i ) Possess ion of a C P A cer t i f i ca te for a d v a n c e m e n t to a 

supe rv i so r y p o s i t i o n . 

c. U s e a p e r s o n n e l m a n u a l o r o t h e r m e a n s to c o m m u n i c a t e ad 
v a n c e m e n t po l i c i es a n d p rocedu res to p e r s o n n e l . 

2 . E v a l u a t e p e r f o r m a n c e o f p e r s o n n e l a n d p e r i o d i c a l l y adv ise per
s o n n e l o f t h e i r p rog ress . M a i n t a i n p e r s o n n e l files c o n t a i n i n g 
d o c u m e n t a t i o n r e l a t i n g to the e v a l u a t i o n process. 

a. G a t h e r a n d eva lua te i n f o r m a t i o n o n p e r f o r m a n c e of per
s o n n e l . 
(i) I d e n t i f y e v a l u a t i o n r e s p o n s i b i l i t i e s a n d r e q u i r e m e n t s 

at each l eve l i n d i c a t i n g w h o w i l l p repa re eva lua t i ons 
a n d w h e n they w i l l be p r e p a r e d . 

( i i ) I ns t ruc t p e r s o n n e l o n the ob jec t i ves o f p e r s o n n e l eva lu 
a t i o n . 

AICPA Professional Standards QC § 200.27 

n e l se lec ted fo r a d v a n c e m e n t w i l l have the q u a l i f i c a t i o n s necessary fo r 
f u l f i l l m e n t o f the r e s p o n s i b i l i t i e s they w i l l be c a l l e d u p o n to assume. 

Policies and Procedures 

.27 Considerat ion should be g iven by a firm to establishing policies to 
a c c o m p l i s h the ob jec t i ves n u m b e r e d b e l o w to the ex ten t such ob jec
t ives a re a p p l i c a b l e to i ts p rac t i ce . E x a m p l e s o f p rocedu res ( w h i c h are 
i d e n t i f i e d b y let ters) d e s i g n e d to i m p l e m e n t po l i c i es f o l l o w each ob 
j ec t i ve , a l t h o u g h the spec i f ic p r o c e d u r e s a d o p t e d b y a firm w o u l d n o t 
necessar i l y i n c l u d e a l l the e x a m p l e s o r be l i m i t e d to those i l l u s t r a t e d . 
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( i i i ) U t i l i z e f o rms , w h i c h m a y b e s t a n d a r d i z e d , fo r e v a l u 
a t i n g p e r f o r m a n c e of p e r s o n n e l . 

( iv) R e v i e w e v a l u a t i o n s w i t h the i n d i v i d u a l b e i n g e v a l u a t e d . 
(v) R e q u i r e that e v a l u a t i o n s be r e v i e w e d b y the eva lua to r ' s 

s u p e r i o r . 
(v i ) R e v i e w e v a l u a t i o n s to d e t e r m i n e that i n d i v i d u a l s 

w o r k e d fo r a n d we re e v a l u a t e d b y d i f fe ren t persons. 
(v i i ) D e t e r m i n e that e v a l u a t i o n s are c o m p l e t e d o n a t i m e l y 

basis . 

b. P e r i o d i c a l l y c o u n s e l p e r s o n n e l as to t h e i r progress a n d career 
o p p o r t u n i t i e s . 

(i) R e v i e w p e r i o d i c a l l y w i t h p e r s o n n e l the e v a l u a t i o n of 
t h e i r p e r f o r m a n c e , i n c l u d i n g a n assessment o f t h e i r p rog 
ress w i t h the firm. C o n s i d e r a t i o n s s h o u l d i n c l u d e the 
f o l l o w i n g : 
(a) P e r f o r m a n c e . 
(b) F u t u r e ob jec t i ves of the firm a n d the i n d i v i d u a l . 
(c) A s s i g n m e n t p re fe rences . 
(d) C a r e e r o p p o r t u n i t i e s . 

( i i ) E v a l u a t e par tne rs p e r i o d i c a l l y b y means of c o u n s e l i n g , 
peer e v a l u a t i o n , o r self a p p r a i s a l , as a p p r o p r i a t e , as to 
w h e t h e r they c o n t i n u e to have the q u a l i f i c a t i o n s to f u l 
fill t h e i r r e s p o n s i b i l i t i e s . 

( i i i ) R e v i e w p e r i o d i c a l l y the system o f p e r s o n n e l e v a l u a t i o n 
a n d c o u n s e l i n g to ascer ta in t h a t — 
(a) P r o c e d u r e s fo r e v a l u a t i o n a n d d o c u m e n t a t i o n are 

b e i n g f o l l o w e d o n a t i m e l y basis. 
(b) R e q u i r e m e n t s es tab l i shed for a d v a n c e m e n t are be

i n g a c h i e v e d . 
(c) P e r s o n n e l dec is ions are cons is ten t w i t h eva lua t i ons . 
(d) R e c o g n i t i o n is g i v e n to o u t s t a n d i n g p e r f o r m a n c e . 

3. A s s i g n r e s p o n s i b i l i t y f o r m a k i n g a d v a n c e m e n t dec i s i ons . 

a. A s s i g n r e s p o n s i b i l i t y to des igna ted persons for m a k i n g ad 
v a n c e m e n t a n d t e r m i n a t i o n dec i s i ons , c o n d u c t i n g e v a l u a t i o n 
i n t e r v i e w s w i t h persons c o n s i d e r e d for a d v a n c e m e n t , d o c u 
m e n t i n g the resu l ts o f the i n t e r v i e w s , a n d m a i n t a i n i n g ap
p r o p r i a t e records . 

b. E v a l u a t e da ta o b t a i n e d g i v i n g a p p r o p r i a t e r e c o g n i t i o n i n ad 
v a n c e m e n t dec i s ions to the q u a l i t y o f the w o r k p e r f o r m e d . 

c. S t u d y the firm's a d v a n c e m e n t e x p e r i e n c e p e r i o d i c a l l y to as
c e r t a i n w h e t h e r i n d i v i d u a l s m e e t i n g stated c r i t e r i a are as
s i gned inc reased degrees of r e s p o n s i b i l i t y . 
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A I C P A P r o f e s s i o n a l S tandards QC § 200.29 

Acceptance and Continuance of Clients 
.28 A part ic ipat ing firm should establish policies and procedures for 

d e c i d i n g w h e t h e r to accept o r c o n t i n u e a c l i e n t i n o r d e r to m i n i m i z e 
the l i k e l i h o o d of assoc ia t ion w i t h a c l i e n t whose m a n a g e m e n t lacks 
i n teg r i t y . T h e firm does n o t v o u c h for the i n t e g r i t y o r r e l i a b i l i t y of a 
c l i e n t , n o r does i t have a d u t y to a n y o n e b u t i tsel f w i t h respect to 
the accep tance , r e j e c t i o n , o r r e t e n t i o n of c l i en ts . H o w e v e r , the firm 
s h o u l d c o n s i d e r tha t the r e p u t a t i o n of a c l i en t ' s m a n a g e m e n t c o u l d re
flect o n the r e l i a b i l i t y o f r ep resen ta t i ons a n d a c c o u n t i n g records a n d 
o n the firm's o w n r e p u t a t i o n . I n m a k i n g dec is ions to accept o r con 
t i n u e a c l i en t , a firm s h o u l d a lso c o n s i d e r its o w n i n d e p e n d e n c e a n d 
i ts a b i l i t y to serv ice a c l i e n t p r o p e r l y w i t h p a r t i c u l a r re fe rence to 
i n d u s t r y exper t i se , size o f engagemen t , a n d m a n p o w e r a v a i l a b l e to 
staff the engagemen t . 

Policies and Procedures 

.29 C o n s i d e r a t i o n shou ld be g i v e n b y a firm to es tab l i sh ing po l ic ies 
to a c c o m p l i s h the ob jec t i ves n u m b e r e d b e l o w to the ex ten t such 
ob jec t i ves are a p p l i c a b l e to its p rac t i ce . E x a m p l e s of p rocedu res 
( w h i c h are i d e n t i f i e d b y let ters) d e s i g n e d to i m p l e m e n t po l i c i es fo l 
l o w each ob jec t i ve , a l t h o u g h the speci f ic p rocedu res a d o p t e d b y a 
firm w o u l d n o t necessar i l y i n c l u d e a l l the e x a m p l e s o r be l i m i t e d to 
those i l l u s t r a t e d . 

1. E s t a b l i s h p r o c e d u r e s f o r e v a l u a t i o n o f p r o s p e c t i v e c l i en t s a n d 
f o r t h e i r a p p r o v a l as c l i en t s . 

a . C o n s i d e r e v a l u a t i o n p rocedu res such as the f o l l o w i n g be fo re 
a c c e p t i n g a c l i e n t : 
(i) O b t a i n a n d r e v i e w a v a i l a b l e financial i n f o r m a t i o n re

g a r d i n g the p rospec t i ve c l i en t , such as a n n u a l repor ts , 
i n t e r i m financial s ta tements , r eg i s t ra t i on s ta tements , 
F o r m s 10-K , o t h e r repor ts to r e g u l a t o r y agenc ies, a n d i n 
c o m e tax r e t u r n s . 

( i i ) I n q u i r e of t h i r d par t ies as to any i n f o r m a t i o n r e g a r d i n g 
the p rospec t i ve c l i e n t a n d its m a n a g e m e n t a n d p r i n c i p a l s 
w h i c h m a y have a b e a r i n g o n e v a l u a t i n g the p rospec t i ve 
c l i e n t . I n q u i r i e s m a y be d i r e c t e d to the p rospec t i ve c l i 
ent 's b a n k e r s , l ega l c o u n s e l , i n v e s t m e n t b a n k e r , u n d e r 
w r i t e r , a n d o thers i n the f i n a n c i a l o r bus iness c o m m u n i t y 
w h o m a y have such k n o w l e d g e . C r e d i t repor ts m a y also 
be u s e f u l . 

( i i i ) C o m m u n i c a t e w i t h the predecessor a u d i t o r as r e q u i r e d 
b y a u d i t i n g s tandards . I n q u i r i e s s h o u l d i n c l u d e ques t i ons 
r e g a r d i n g facts that m i g h t bear o n the i n teg r i t y o f m a n -
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a g e m e n t , o n d i sag reemen ts w i t h m a n a g e m e n t as to ac
c o u n t i n g p r i n c i p l e s , a u d i t i n g p rocedu res , o r o t he r s i m i 
l a r l y s ign i f i can t mat te rs , a n d o n the predecessor 's u n d e r 
s t a n d i n g as to the reasons fo r the change of aud i t o r s . 

( iv) C o n s i d e r c i r cums tances w h i c h w o u l d cause the firm to 
r e g a r d the e n g a g e m e n t as o n e r e q u i r i n g spec ia l a t t e n t i o n 
o r p r e s e n t i n g u n u s u a l r i sks . 

(v) E v a l u a t e the f i rm 's i n d e p e n d e n c e a n d a b i l i t y to serv ice 
the p rospec t i ve c l i en t . I n e v a l u a t i n g the f i rm 's a b i l i t y , 
c o n s i d e r needs fo r t e c h n i c a l sk i l l s , k n o w l e d g e of the i n 
dus t r y , a n d p e r s o n n e l . 

(vi) D e t e r m i n e that acceptance o f the c l i en t w o u l d n o t v i o 
la te a p p l i c a b l e r e g u l a t o r y agency r e q u i r e m e n t s a n d the 
codes of p ro fess iona l e th ics of the A I C P A o r a state C P A 
soc ie ty . 

b. D e s i g n a t e a n i n d i v i d u a l o r g r o u p , at a p p r o p r i a t e manage 
m e n t leve ls , to eva lua te the i n f o r m a t i o n o b t a i n e d r e g a r d i n g 
the p rospec t i ve c l i e n t a n d to m a k e the accep tance d e c i s i o n . 
(i) C o n s i d e r types of engagements that the firm w o u l d n o t 

accept o r w h i c h w o u l d be accep ted o n l y u n d e r c e r t a i n 
c o n d i t i o n s . 

( i i ) P r o v i d e for d o c u m e n t a t i o n of the c o n c l u s i o n r e a c h e d . 

c. I n f o r m a p p r o p r i a t e p e r s o n n e l o f the firm's po l i c i es a n d p roce
du res for a c c e p t i n g c l ien ts . 

d . D e s i g n a t e r e s p o n s i b i l i t y fo r a d m i n i s t e r i n g a n d m o n i t o r i n g 
c o m p l i a n c e w i t h the firm's po l i c i es a n d p r o c e d u r e s for ac
cep tance of c l ien ts . 

2. E v a l u a t e c l i en ts at the e n d o f spec i f i c p e r i o d s o r u p o n the o c c u r 
r ence o f spec i f i ed events to d e t e r m i n e w h e t h e r the r e l a t i o n s h i p s 
s h o u l d b e c o n t i n u e d . 

a. Spec i f y c o n d i t i o n s w h i c h r e q u i r e e v a l u a t i o n of a c l i e n t to 
d e t e r m i n e w h e t h e r the r e l a t i o n s h i p s h o u l d be c o n t i n u e d . 
C o n d i t i o n s c o u l d i n c l u d e — 
(i) T h e e x p i r a t i o n of a t i m e p e r i o d . 
( i i ) A s ign i f i can t change s ince the last e v a l u a t i o n , i n c l u d i n g 

a m a j o r change i n one o r m o r e of the f o l l o w i n g : 
(a) M a n a g e m e n t . 
(b) D i r e c t o r s . 
(c) O w n e r s h i p . 
(d) L e g a l c o u n s e l . 
(e) F i n a n c i a l c o n d i t i o n . 
(f) L i t i g a t i o n status. 

(g) N a t u r e o f the c l i en t ' s bus iness . 
(h) Scope of the engagemen t . 
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Inspection 
.30 A p a r t i c i p a t i n g firm s h o u l d es tab l i sh po l i c ies and procedures 

f o r inspect ion to provide reasonable assurance that the other procedures 
d e s i g n e d to m a i n t a i n the q u a l i t y of the f i rm 's a c c o u n t i n g a n d a u d i t 
i n g p rac t i ce are b e i n g e f fec t ive ly a p p l i e d . A firm's i n s p e c t i o n p o l i 
c ies a n d p r o c e d u r e s s h o u l d be r e l a t e d to the n a t u r e a n d ex ten t o f c o n 
t ro ls a n d m o n i t o r i n g p r o c e d u r e s es tab l i shed for the o the r e l emen ts 
o f q u a l i t y c o n t r o l . W h i l e the i n s p e c t i o n f u n c t i o n is n o r m a l l y per
f o r m e d b y the firm's p e r s o n n e l , p r o c e d u r e s for i n s p e c t i o n m a y be 
d e v e l o p e d a n d p e r f o r m e d b y persons o t h e r t han the firm's per
s o n n e l a c t i n g o n b e h a l f o f the firm's m a n a g e m e n t . 

Policies and Procedures 

.31 Considerat ion should be g iven by a firm to establ ishing pol icies 
to a c c o m p l i s h the ob jec t i ves n u m b e r e d b e l o w to the ex ten t s u c h ob 
jec t ives are a p p l i c a b l e to its p rac t i ce . E x a m p l e s of p r o c e d u r e s ( w h i c h 
a re i d e n t i f i e d b y let ters) d e s i g n e d to i m p l e m e n t po l i c i es f o l l o w each 
o b j e c t i v e , a l t h o u g h the spec i f ic p r o c e d u r e s a d o p t e d b y a firm w o u l d 
n o t necessar i l y i n c l u d e a l l the e x a m p l e s o r be l i m i t e d to those i l 
l u s t r a t e d . 

1. D e f i n e the scope a n d c o n t e n t o f the f i r m ' s i n s p e c t i o n p r o g r a m . 

a. D e t e r m i n e the i n s p e c t i o n p r o c e d u r e s necessary to p r o v i d e 
reasonab le assurance that the f i rm 's o t h e r q u a l i t y c o n t r o l 
po l i c i es a n d p r o c e d u r e s are o p e r a t i n g e f fec t ive ly , 
(i) D e t e r m i n e ob jec t i ves a n d p r e p a r e i n s t r u c t i o n s a n d re

v i e w p r o g r a m s for use i n c o n d u c t i n g i n s p e c t i o n ac t i v i t i es . 

( i i i ) T h e ex is tence of c o n d i t i o n s w h i c h w o u l d have caused 
the firm to re jec t a c l i e n t h a d s u c h c o n d i t i o n s e x i s t e d at 
the t i m e o f the i n i t i a l accep tance . 

b. D e s i g n a t e a n i n d i v i d u a l o r g r o u p , at a p p r o p r i a t e m a n a g e 
m e n t leve ls , to eva lua te the i n f o r m a t i o n o b t a i n e d a n d to m a k e 
c o n t i n u a n c e dec i s ions . 
(i) C o n s i d e r types of engagemen ts that the firm w o u l d n o t 

c o n t i n u e o r w h i c h w o u l d be c o n t i n u e d o n l y u n d e r cer
t a i n c o n d i t i o n s . 

( i i ) P r o v i d e for d o c u m e n t a t i o n of the c o n c l u s i o n r e a c h e d . 

c. I n f o r m a p p r o p r i a t e p e r s o n n e l o f the firm's po l i c i es a n d p ro 
cedu res for c o n t i n u i n g c l i en ts . 

d . D e s i g n a t e r e s p o n s i b i l i t y fo r a d m i n i s t e r i n g a n d m o n i t o r i n g 
c o m p l i a n c e w i t h the firm's po l i c i es a n d p rocedu res for c o n 
t i n u a n c e o f c l i en ts . 
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(i i ) P r o v i d e g u i d e l i n e s for the ex ten t o f w o r k at p rac t i ce 
u n i t s , f u n c t i o n s , o r d e p a r t m e n t s , a n d c r i t e r i a for selec
t i o n of engagemen ts fo r r e v i e w . 

( i i i ) E s t a b l i s h the f r e q u e n c y a n d t i m i n g of i n s p e c t i o n ac t i v i 
t ies. 

( iv) E s t a b l i s h p rocedu res to reso lve d i sag reemen ts w h i c h m a y 
ar ise b e t w e e n rev iewers a n d e n g a g e m e n t o r m a n a g e m e n t 
p e r s o n n e l . 

b. E s t a b l i s h q u a l i f i c a t i o n s for p e r s o n n e l to p a r t i c i p a t e i n inspec
t i o n ac t i v i t i es a n d the m e t h o d of t he i r se lec t i on . 
(i) D e t e r m i n e c r i t e r i a fo r se l ec t i ng rev iewers , i n c l u d i n g lev

els o f r e s p o n s i b i l i t y i n the firm a n d r e q u i r e m e n t s fo r 
s p e c i a l i z e d k n o w l e d g e . 

( i i ) A s s i g n r e s p o n s i b i l i t y fo r se lec t i ng i n s p e c t i o n p e r s o n n e l . 

c. Conduct inspection activities at p rac t i ce un i t s , f u n c t i o n s , o r 
departments. 
(i) R e v i e w a n d test c o m p l i a n c e w i t h a p p l i c a b l e q u a l i t y c o n 

t r o l po l i c i es a n d p rocedu res . 
( i i ) R e v i e w se lec ted engagemen ts for c o m p l i a n c e w i t h p ro

fess ional s tandards , i n c l u d i n g g e n e r a l l y accep ted aud i t 
i n g s tandards , g e n e r a l l y accep ted a c c o u n t i n g p r i n c i p l e s , 
a n d w i t h the firm's q u a l i t y c o n t r o l po l i c i es a n d p ro 
cedures . 

2. Provide for reporting inspection findings to the appropriate 
management levels and for monitor ing actions taken or planned. 

a. D i scuss i n s p e c t i o n r e v i e w findings o n engagements r e v i e w e d 
w i t h e n g a g e m e n t m a n a g e m e n t p e r s o n n e l . 

b. D i scuss i n s p e c t i o n findings of p rac t i ce u n i t s , f u n c t i o n s , o r 
d e p a r t m e n t s r e v i e w e d w i t h a p p r o p r i a t e m a n a g e m e n t per
s o n n e l . 

c. R e p o r t i n s p e c t i o n findings a n d r e c o m m e n d a t i o n s to firm 
m a n a g e m e n t together w i t h co r rec t i ve ac t i ons taken o r 
p l a n n e d . 

d . D e t e r m i n e that p l a n n e d co r rec t i ve ac t ions were t aken . 

The next page is 6391. 
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NOTICE TO READERS 

The Special Committee on Proposed Standards for Quality Control Policies 
and Procedures developed this section to provide guidance for performing 
and reporting on quality control compliance reviews under the Voluntary 
Quality Control Review Program for C P A Firms. 

T h i s guide is the second issued by the special committee in implement ing 
the Vo lun ta ry Rev iew Program. T h e first, entitled Quality Control Policies 
and Procedures for Participating CPA Firms, provides guidance in the 
establishment of quality control policies and procedures by a C P A firm 
intending to part icipate in the Vo lun ta ry Rev iew Program. 

A C P A firm intending to participate in the Vo lun ta ry Review Program 
should consider the objectives of the compl iance review as stated in the 
guide and the nature and extent of procedures that would be performed 
by a review team conduct ing a compl iance review. T h e guide also provides 
guidance on report ing considerations and contains a model form of report 
acceptable for part ic ipat ion in the Vo lun ta ry Rev iew Program. 

T h e special committee believes that this guide should be reviewed f rom 
time to t ime by the A I C P A to determine whether the mater ial requires mod i 
fication, update, or amendment in the l ight of future developments in 
practice. 

Special Committee on Proposed Standards for 
Qual i ty Control Policies and Procedures 

R O B E R T W . B U R M E S T E R , Chairman 

R O B E R T S. C A M P B E L L 

P A U L B . C L A R K , JR. 

G E O R G E J . F R E Y 
J A M E S I. K O N K E L 
N O R M A N S. R A C H L I N 
J O H N L . R I C K E T T S 

J O H N P. S H E A 

A I C P A Staff : 
W I L L I A M C . B R U S C H I , 

Vice President 
Review and Regulation 

T E D M . F E L I X , Manager 
Quality Control Review 
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QC Section 300 

1 T h e terms compliance reviews a n d Held reviews, as they are used i n the pro 
g r a m are s y n o n y m o u s a n d are u s e a i n t e r c h a n g e a b l y i n th is sect ion . 

2 A c c o u n t i n g a n d a u d i t i n g p r a c t i c e , as r e f e r r e d to i n th is s e c t i o n , encompasses 
a l l a c c o u n t i n g a n d a u d i t i n g services fo r w h i c h standards have been establ ished 
for the profess ion i n c l u d i n g a c c o u n t i n g services r e s u l t i n g i n associat ion of the 
firm's n a m e w i t h u n a u d i t e d financial statements. 

3 A s u s e d i n th is sec t ion , t h e t e r m participating firm encompasses p a r t i c i p a n t s 
as w e l l as those firms that are p r e p a r i n g fo r i n v o l v e m e n t i n the p rog ram. A 
firm is i d e n t i f i e d as a p a r t i c i p a n t i n the p r o g r a m o n l y u p o n c o m p l e t i o n o f its 
c o m p l i a n c e rev iew a n d filing w i t h the Inst i tu te an acceptab le repor t o n that 
rev iew. 

A I C P A Professional Standards QC § 300.04 

Performing and Reporting on 
Quality Control Compliance 
Reviews 

Introduction 

.01 T h e purpose of this guide is to provide guidance for pe r fo rm ing 
a n d r e p o r t i n g o n q u a l i t y c o n t r o l c o m p l i a n c e rev iews i n c o n n e c t i o n 
w i t h the A I C P A V o l u n t a r y Q u a l i t y C o n t r o l R e v i e w P r o g r a m fo r 
C P A F i r m s ( the " p r o g r a m " 1 ) .* I t s h o u l d be r e a d i n c o n j u n c t i o n w i t h 
o t h e r g u i d a n c e m a t e r i a l i ssued to i m p l e m e n t the p r o g r a m . 

.02 I n order to part icipate in the program, a C P A firm must undergo 
a q u a l i t y c o n t r o l c o m p l i a n c e r e v i e w p e r f o r m e d i n acco rdance w i t h 
the g u i d e l i n e s set f o r t h h e r e i n a n d file a n accep tab le r e p o r t (as dis
cussed e l sewhere h e r e i n ) t h e r e o n w i t h the A I C P A . T o c o n t i n u e as a 
p a r t i c i p a n t , a C P A firm m u s t u n d e r g o a c o m p l i a n c e r e v i e w at least 
o n c e eve ry th ree years a n d file a n accep tab le r e p o r t t he reon w i t h 
the A I C P A . 

.03 T h e purpose of a firm's consider ing the elements of qual i ty control 
a n d a d o p t i n g q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s fo r i ts accoun t 
i n g a n d a u d i t i n g p rac t i ce is to p r o v i d e the firm w i t h reasonab le as
s u r a n c e o f c o n f o r m i n g w i t h s tandards o f the p ro fess ion i n the c o n 
d u c t o f i ts a c c o u n t i n g a n d a u d i t i n g p r a c t i c e . 2 F o r p a r t i c i p a t i n g firms, 
a n a d d i t i o n a l p u r p o s e is to p r o v i d e d o c u m e n t a t i o n o r o t h e r e v i d e n 
t i a l m a t t e r tha t w i l l f ac i l i t a te a s u b s e q u e n t c o m p l i a n c e r e v i e w . 3 

.04 T h e qual i ty control policies and procedures adopted by a par t ic i 
p a t i n g firm w i l l d e p e n d i n par t u p o n the firm's o r g a n i z a t i o n a l s t ruc
t u r e , i n c l u d i n g factors such as i ts s ize, the degree o f o p e r a t i n g 
a u t o n o m y a p p r o p r i a t e l y "a l lowed to i ts p e r s o n n e l a n d its p rac t i ce 
offices, the n a t u r e o f i ts p rac t i ce , a n d its a d m i n i s t r a t i v e con t ro l s . 
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.05 A part ic ipat ing firm is required to make available to the review 
t e a m the d o c u m e n t e d q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s i nco r 
p o r a t e d i n i ts q u a l i t y c o n t r o l sys tem. 4 T h i s r e q u i r e m e n t is m e t b y 
f u r n i s h i n g o n e o f the f o l l o w i n g to the r e v i e w t e a m : 

1. A q u a l i t y c o n t r o l d o c u m e n t tha t p r o v i d e s a d e t a i l e d d e s c r i p t i o n 
o f the f i rm ' s q u a l i t y c o n t r o l po l i c i es a n d p rocedu res . 

2. A s u m m a r y s ta tement o f the firm's q u a l i t y c o n t r o l p o l i c i e s a n d 
p r o c e d u r e s w i t h re fe rences to s u p p o r t i n g i n f o r m a t i o n c o n t a i n e d 
i n m a n u a l s , m e m o r a n d u m s , o r o t h e r l i t e r a t u r e o f the firm. 

A q u a l i t y c o n t r o l d o c u m e n t o r s u m m a r y , i n a d d i t i o n to d i s cuss i ng 
the f i rm ' s q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s , m a y a lso c o n t a i n a 
d e s c r i p t i o n o f the firm's o r g a n i z a t i o n ( i n c l u d i n g a n o r g a n i z a t i o n 
c h a r t ) , a d i s cuss i on o f i ts p h i l o s o p h y of p rac t i ce , a n d o t h e r desc r ip 
t i ve m a t e r i a l r e l a t i n g to the e l emen ts of q u a l i t y c o n t r o l a n d the 
firm's o p e r a t i o n s . 

.06 T h e guidance included herein is applicable to rev iewing entities 
( " r e v i e w teams" ) a n d to i n d i v i d u a l r ev iewers ( " r e v i e w t e a m m e m 
b e r s " ) w h o p e r f o r m o r are i n v o l v e d i n p e r f o r m i n g q u a l i t y c o n t r o l 
c o m p l i a n c e rev i ews a n d w h o r e p o r t o n s u c h r e v i e w s u n d e r the 
p r o g r a m . 

Performing Quality Control Compliance Reviews 
Objectives of the Compliance Review 

.07 Compl iance reviews are intended to evaluate whether a reviewed 
firm's sys tem o f q u a l i t y c o n t r o l f o r i ts a c c o u n t i n g a n d a u d i t i n g 
p rac t i ce is a p p r o p r i a t e l y c o m p r e h e n s i v e a n d s u i t a b l y d e s i g n e d for 
the r e v i e w e d firm a n d w h e t h e r i ts q u a l i t y c o n t r o l po l i c i es a n d pro
c e d u r e s are a d e q u a t e l y d o c u m e n t e d , c o m m u n i c a t e d to p ro fess iona l 
p e r s o n n e l , a n d are b e i n g c o m p l i e d w i t h to p r o v i d e the firm w i t h 
reasonab le assurance o f c o n f o r m i n g w i t h the s tandards of the p ro-

4 T h e system of q u a l i t y c o n t r o l m a i n t a i n e d by a C P A firm encompasses the 
firm's o r g a n i z a t i o n a l s t ructure a n d the po l ic ies adopted a n d procedures estab
l i shed to p r o v i d e the firm w i t h reasonable assurance of c o n f o r m i n g w i t h the 
standards of the profess ion i n the c o n d u c t of the firm's a c c o u n t i n g a n d aud i t 
i n g pract ice . 
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Compliance Reviews 

5 As used in this context, documentation refers both to the reviewed firm's docu
mented quality control policies and procedures as well as to supporting mate
rials presented to the review team as evidence of compliance with those poli
cies and procedures. 

As used in this section, compliance means adherence to prescribed pol i
cies or procedures in the substantial majority of situations; it does not imply 
adherence to prescribed policies or procedures in every case. 

6 The A I C P A maintains a current listing of states that do not clearly provide an 
exception to the confidentiality requirements discussed in this section. Such in
formation may be obtained upon request. 

fess ion f o r firms tha t a re p a r t i c i p a t i n g i n the p r o g r a m . 5 

.08 I t is i n tended tha t th is eva lua t ion be accomp l i shed b y — 

1. S t u d y a n d e v a l u a t i o n o f a r e v i e w e d firm's q u a l i t y c o n t r o l system. 

2. R e v i e w f o r c o m p l i a n c e w i t h a r e v i e w e d firm's q u a l i t y c o n t r o l 
p o l i c i e s a n d p r o c e d u r e s by— 

• R e v i e w at each o r g a n i z a t i o n a l o r f u n c t i o n a l l e v e l w i t h i n the 
f i r m . 

• R e v i e w o f se lec ted e n g a g e m e n t w o r k i n g p a p e r files a n d repor ts . 

.09 U p o n completion of a compliance review, the review team com
m u n i c a t e s i ts findings to the r e v i e w e d firm a n d p repares a w r i t t e n 
r e p o r t i n a c c o r d a n c e w i t h the g u i d e l i n e s fo r r e p o r t i n g o n q u a l i t y 
c o n t r o l c o m p l i a n c e rev iews . 

General Considerations 
.10 Confidentiality. The compliance review is to be conducted wi th 

d u e r e g a r d fo r r e q u i r e m e n t s of c o n f i d e n t i a l i t y o f the ru l es of c o n 
d u c t o f the code o f p ro fess i ona l e th ics of the A I C P A . I n f o r m a t i o n 
o b t a i n e d as a c o n s e q u e n c e of the r e v i e w c o n c e r n i n g the r e v i e w e d 
firm o r a n y o f i ts c l i en t s is c o n f i d e n t i a l a n d s h o u l d n o t be d i sc losed 
b y r e v i e w t e a m m e m b e r s to a n y o n e n o t assoc ia ted w i t h the r e v i e w . 

I t is the r e s p o n s i b i l i t y o f the r e v i e w e d firm to take such measures , 
i f any , as m a y be necessary to sat isfy i ts o b l i g a t i o n s c o n c e r n i n g c l i e n t 
c o n f i d e n t i a l i t y . R u l e 301 o f the A I C P A ' s code o f p ro fess iona l e th ics 
c o n t a i n s a n e x c e p t i o n to the c o n f i d e n t i a l i t y r e q u i r e m e n t s so that 
r e v i e w o f a m e m b e r ' s p ro fess iona l p rac t ices as pa r t o f a v o l u n t a r y 
q u a l i t y r e v i e w u n d e r A I C P A a u t h o r i z a t i o n is n o t p r o h i b i t e d . S o m e 
state statutes o r e th ics r u l e s p r o m u l g a t e d b y state b o a r d s o f accoun t 
a n c y m a y , h o w e v e r , n o t c l e a r l y p r o v i d e a s i m i l a r e x c e p t i o n r e g a r d i n g 
c l i e n t c o n f i d e n t i a l i t y . 6 A c c o r d i n g l y , a r e v i e w e d firm m a y w i s h to 
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c o n s u l t i ts l e g a l c o u n s e l t o d e t e r m i n e -whether a n y a c t i o n is r e q u i r e d 
to p e r m i t c l i e n t e n g a g e m e n t files to b e m a d e a v a i l a b l e to the re
v i e w t e a m . 

.11 Independence. Independence w i th respect to the reviewed firm 
m u s t b e m a i n t a i n e d b y the r e v i e w i n g firm b y r e v i e w t e a m m e m b e r s , 
a n d b y t h e i r c o n s u l t a n t s . T h e A I C P A ' s code o f p ro fess i ona l e th ics 
does n o t spec i f i ca l l y c o n s i d e r r e l a t i o n s h i p s b e t w e e n rev iewers , re
v i e w e d firms, a n d c l i en t s o f r e v i e w e d firms. H o w e v e r , the concep ts 
p e r t a i n i n g to i n d e p e n d e n c e e m b o d i e d i n the code s h o u l d be c o n 
s i d e r e d f o r t h e i r a p p l i c a t i o n . 

R e c i p r o c a l r e v i e w s are n o t p e r m i t t e d . T h i s p r o h i b i t i o n is a p p l i 
c a b l e to a r e v i e w i n g firm a n d , fo r a r e v i e w c o n d u c t e d b y a c o m m i t t e e -
a p p o i n t e d r e v i e w t e a m , to the firm w i t h w h i c h the r e v i e w team 
c a p t a i n o r m e m b e r s o f a n e x e c u t i v e o r s u p e r v i s o r y c o m m i t t e e are 
assoc ia ted . 

R e v i e w i n g firms s h o u l d c o n s i d e r a n y f a m i l y o r o t h e r r e l a t i o n s h i p s 
b e t w e e n the firms' s e n i o r m a n a g e m e n t s at o r g a n i z a t i o n a l a n d func 
t i o n a l l eve ls i n assessing the p o s s i b i l i t y o f a n i m p a i r m e n t o f i n d e 
p e n d e n c e . 

S o m e firms p e r f o r m e n g a g e m e n t c o r r e s p o n d e n t w o r k fo r o t he r 
f i rms . T h e c o r r e s p o n d e n t f i rms ' fee m a y be p a i d b y the r e f e r r i n g 
firm o r d i r e c t l y b y the c l i e n t . I n e i t h e r s i t u a t i o n , i f the fees fo r the 
c o r r e s p o n d e n t w o r k are m a t e r i a l to e i t h e r the r e v i e w e d firm o r rev iew
i n g firm, i n d e p e n d e n c e fo r pu rposes o f the p r o g r a m is i m p a i r e d . 

S o m e rev i ewe rs o r t h e i r firms m a y have c o n t i n u i n g a r rangemen ts 
w i t h o t h e r firms w h e r e b y fees, office fac i l i t i es , o r p ro fess iona l staff 
a re sha red . I n these s i t ua t i ons , i n d e p e n d e n c e fo r pu rposes of the 
p r o g r a m is i m p a i r e d . 

.12 Conflict of Interest. A rev iewing firm or a review team member 
s h o u l d n o t have con f l i c ts o f i n te res t w i t h respect to t he r e v i e w e d firm 
o r to those o f i ts c l i en ts that are the sub jec t o f engagemen ts r e v i e w e d . 

T h e p e r s o n n e l o f a r e v i e w i n g firm a n d the r e v i e w i n g firm i tse l f 
a re n o t p r e c l u d e d f r o m o w n i n g secur i t i es o f c l i en ts o f the r e v i e w e d 
firm. H o w e v e r , s ince c o n f i d e n t i a l i n f o r m a t i o n m a y be o b t a i n e d d u r 
i n g the cou rse of a r e v i e w , a r e v i e w t e a m m e m b e r sha l l n o t o w n 
secur i t i es o f a r e v i e w e d firm's c l i e n t that is the sub jec t o f a n engage
m e n t r e v i e w e d b y that m e m b e r . I n a d d i t i o n , the effect o f f a m i l y re
l a t i o n s h i p s (close k i n , r e m o t e k i n ) a n d o t h e r r e l a t i o n s h i p s a n d the 
poss ib l e r e s u l t i n g con f l i c t o f in te res t m u s t be c o n s i d e r e d w h e n assign
i n g t e a m m e m b e r s to r e v i e w i n d i v i d u a l engagemen ts . 
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7 O n September 17, 1977, the A I C P A Counci l resolved that the form of inde
pendent review contemplated by Counci l in the program can be met by reviews 
conducted under the auspices of associations of C P A firms so long as the reviews 
are conducted under criteria for such purpose developed by a special 
committee and approved by the A I C P A Board of Directors. These criteria are 
set forth in the Report of the Special Committee on Criteria for C P A Fi rm 
Association Reviews, which has been approved by the Board of Directors. 

8 As used in this section, partner refers to an individual who is at the partner 
level in a C P A firm, is a partner, a sole practitioner, or is in an equivalent 
position with a professional corporation. 

.13 Competence. Rev iew teams must have knowledge of the type of 
p rac t i ce to b e r e v i e w e d , i n c l u d i n g expe r t i se i n spec ia l i zed i n d u s t r i e s 
i n w h i c h the r e v i e w e d firm prac t i ces . I n the case of r ev iews o f firms 
w i t h S E C prac t i ces , r e v i e w teams m u s t have a v a i l a b l e rev iewers fo r 
S E C engagemen ts w h o are k n o w l e d g e a b l e o f c u r r e n t S E C r u l e s a n d 
r e g u l a t i o n s . 

I n d e t e r m i n i n g the c o m p o s i t i o n o f a r e v i e w t eam, c o n s i d e r a t i o n 
s h o u l d be g i v e n to the areas to be r e v i e w e d a n d the expe r t i se re
q u i r e d fo r v a r i o u s segments o f the r e v i e w . 

.14 Due Care. D u e care is to be exerc ised b y the r ev i ew team in the 
p e r f o r m a n c e o f the r e v i e w a n d i n the p r e p a r a t i o n of the repo r t . D u e 
ca re fo r q u a l i t y c o n t r o l c o m p l i a n c e rev i ews imposes a n o b l i g a t i o n 
o n each r e v i e w t e a m m e m b e r to f u l f i l l ass igned r e s p o n s i b i l i t i e s i n a 
p ro fess i ona l m a n n e r s i m i l a r to that o f a n i n d e p e n d e n t a u d i t o r ex
a m i n i n g financial s ta tements . 

Organization of the Review Team 

.15 A review team may be (1 ) appointed by the A I C P A Qua l i t y C o n 
t r o l S t a n d a r d s C o m m i t t e e , (2) f o r m e d b y a C P A firm engaged b y 
the f i r m u n d e r r e v i e w , o r (3) a p p o i n t e d b y a n o t h e r e n t i t y w h i c h , 
w i t h the a p p r o v a l o f the Q u a l i t y C o n t r o l S tanda rds C o m m i t t e e , ad 
m i n i s t e r s the p r o g r a m fo r the c o m m i t t e e , such as a state soc ie ty o f 
C P A s . 7 

.16 A review team is headed by a team captain who directs the organi 
z a t i o n a n d c o n d u c t o f the r e v i e w , superv ises o the r rev iewers , a n d is 
r e s p o n s i b l e f o r p r e p a r a t i o n o f a r e p o r t o n the r e v i e w . T h e r e v i e w 
t e a m c a p t a i n is to b e a p a r t n e r c u r r e n t l y i n v o l v e d i n the a u d i t f unc 
t i o n . 8 I n some l a rge r r e v i e w engagemen ts , i t m a y be u s e f u l fo r the 
t e a m c a p t a i n to des igna te o t h e r pa r t ne rs to serve w i t h the t e a m c a p t a i n 
as a n e x e c u t i v e o r s u p e r v i s o r y c o m m i t t e e fo r the r e v i e w a n d to par
t i c i pa te i n e v a l u a t i n g the f i n d i n g s o f the r e v i e w team. I n the case 
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of a mu l t i o f f i ce firm, the r e v i e w e r s v i s i t i n g a se lec ted p rac t i ce office 
are u n d e r the d i r e c t i o n at tha t l o c a t i o n o f a p a r t n e r c u r r e n t l y i n 
v o l v e d i n the a u d i t f u n c t i o n w h o superv ises the c o n d u c t o f the re
v i e w a n d the w o r k p e r f o r m e d at tha t l o c a t i o n (sub jec t to the o v e r a l l 
d i r e c t i o n o f the t e a m c a p t a i n ) . 

.17 The wo rk of review teams at each organizat ional level of the re
v i e w e d firm s h o u l d be superv i sed b y a par tner . 

Qualifications for Individuals to Serve as Reviewers 

.18 T h e nature and complexi ty of a compliance review requires the 
exerc i se o f p ro fess i ona l j u d g m e n t . A c c o r d i n g l y , i n d i v i d u a l s s e r v i n g 
as r e v i e w e r s s h a l l b e C P A s a n d s h a l l possess c u r r e n t k n o w l e d g e o f 
a c c o u n t i n g a n d a u d i t i n g mat te rs . A r e v i e w e r s h a l l b e c u r r e n t l y ac
t i ve at a s u p e r v i s o r y l e v e l i n the a c c o u n t i n g a n d a u d i t i n g f u n c t i o n 
w i t h a C P A f i r m , fo r e x a m p l e (1) as a p a r t n e r o r m a n a g e r w i t h a 
C P A firm, (2) i n a n e q u i v a l e n t s u p e r v i s o r y p o s i t i o n w i t h a profes
s i o n a l c o r p o r a t i o n , o r (3) as a sole p r a c t i t i o n e r . 

.19 I n s i tua t ions where requ i red b y the nature of the rev i ewed firm's 
p rac t i ce , a c o n s u l t a n t to the rev iewers m a y be used . C o n s u l t a n t s 
s h o u l d b e i n d i v i d u a l s w i t h expe r t i se i n s p e c i a l i z e d areas b u t n e e d no t 
be C P A s . F o r e x a m p l e , c o m p u t e r spec ia l is ts , s ta t is t i ca l s a m p l i n g spe
c ia l i s ts , ac tua r i es , o r educa to rs e x p e r t i n p ro fess iona l d e v e l o p m e n t 
m a y p a r t i c i p a t e i n c e r t a i n segments o f the r e v i e w . 

Qualifications for a Reviewing Firm 

.20 W h e n a C P A firm is requested to pe r fo rm a compliance review 
e n g a g e m e n t , the c r i t e r i a d iscussed b e l o w s h o u l d be c o n s i d e r e d b y 
the firm i n d e t e r m i n i n g its c a p a b i l i t y to p e r f o r m the c o m p l i a n c e 
r e v i e w p r i o r to a c c e p t i n g the engagemen t . I n d i v i d u a l s se lected b y 
the C P A f i r m to p a r t i c i p a t e as r e v i e w t e a m m e m b e r s i n a r e v i e w 
e n g a g e m e n t s h o u l d possess the r e q u i s i t e q u a l i f i c a t i o n s fo r rev iewers 
o r consu l t an t s . 

.21 Participating Firm. A rev iewing firm shall be a part icipant in 
the p rogram. 9 

n The program provides that, since no firm can be a participating firm at the 
inception of the program or unt i l the expiration of an interim period described 
in the program, the requirement that a reviewing firm be a participant in the 
program is not applicable prior to, or during the interim period. Dur ing the 
interim period, however, a reviewing firm shall have filed a letter of intent to 
participate in the program before issuing a report under the program. 
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.22 Capability. A rev iewing firm must determine its capabi l i ty to 
p e r f o r m a c o m p l i a n c e r e v i e w . T h e r e v i e w i n g firm m u s t h a v e a v a i l 
a b l e to i t r ev i ewe rs w i t h a p p r o p r i a t e leve ls o f expe r t i se a n d e x p e r i 
ence to p e r f o r m the r e v i e w . P r i o r to a c c e p t i n g a n e n g a g e m e n t , the 
r e v i e w i n g firm s h o u l d o b t a i n i n f o r m a t i o n a b o u t the firm to be re
v i e w e d , i n c l u d i n g c e r t a i n o p e r a t i n g stat ist ics p e r t a i n i n g to size a n d 
type o f p rac t i ce . 

I n d e t e r m i n i n g i ts c a p a b i l i t y to p e r f o r m the e n g a g e m e n t , the re
v i e w i n g firm s h o u l d c o n s i d e r the size o f the firm to be r e v i e w e d i n 
r e l a t i o n to i ts o w n size. A r e v i e w i n g firm m u s t r ecogn i ze that the 
p e r f o r m a n c e o f a c o m p l i a n c e r e v i e w m a y d e m a n d subs tan t i a l c o m 
m i t m e n t s o f t i m e , espec ia l l y f r o m its s u p e r v i s o r y a c c o u n t i n g a n d 
a u d i t i n g p e r s o n n e l . T h e r e f o r e , a firm s h o u l d c o n s i d e r c a r e f u l l y the 
n u m b e r a n d a v a i l a b i l i t y o f s u p e r v i s o r y p e r s o n n e l i n d e t e r m i n i n g 
w h e t h e r i t is c a p a b l e to p e r f o r m a c o m p l i a n c e r e v i e w of a n o t h e r firm. 

I n some ins tances , a r e v i e w i n g firm m a y use a c o r r e s p o n d e n t firm 
to p e r f o r m a p o r t i o n o f a c o m p l i a n c e r e v i e w engagemen t . I n such 
cases, the p r i n c i p a l r e v i e w i n g firm m u s t 

(1) b e sat is f ied as to the c a p a b i l i t y o f the c o r r e s p o n d e n t (2) as
s u m e r e s p o n s i b i l i t y f o r the w o r k p e r f o r m e d b y the c o r r e s p o n d e n t , 
(3) a d o p t a p p r o p r i a t e measures to assure the c o o r d i n a t i o n of i ts 

ac t i v i t i es w i t h the c o r r e s p o n d e n t , a n d (4) m a k e a r r a n g e m e n t s to 
sat isfy i tse l f as to the w o r k p e r f o r m e d b y the c o r r e s p o n d e n t . T h e 
r e p o r t o n the r e v i e w s h o u l d n o t m a k e a re fe rence to a c o r r e s p o n d 
en t firm's p a r t i c i p a t i o n i n the r e v i e w . I n o r d e r to d e t e r m i n e i ts ca
p a b i l i t y to p e r f o r m its p o r t i o n o f a c o m p l i a n c e r e v i e w , a c o r r e s p o n d 
e n t firm s h o u l d a lso c o n s i d e r the r e q u i r e m e n t s d iscussed h e r e i n p r i o r 
to a c c e p t i n g a n engagemen t . 

The Field Review 

.23 T h e field rev iew shou ld inc lude the f o l l o w i n g : 

1. A s t udy a n d e v a l u a t i o n o f the r e v i e w e d firm's q u a l i t y c o n t r o l 
sys tem. 

2 . R e v i e w f o r c o m p l i a n c e w i t h a r e v i e w e d firm's q u a l i t y c o n t r o l 
p o l i c i e s a n d p r o c e d u r e s b y — 

• R e v i e w at each o r g a n i z a t i o n a l o r f u n c t i o n a l l eve l w i t h i n the 
firm. 

• R e v i e w o f se lected e n g a g e m e n t w o r k i n g p a p e r files a n d repo r t s 
o f the firm. 

3. P r e p a r a t i o n o f a w r i t t e n r e p o r t o n the resu l ts o f the r e v i e w . 
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.24 F o r a m u l t i o m c e f i rm , the rev iew w o u l d inc lude v i s i t s to the 
f i rm 's execu t i ve office and selected reg iona l and prac t ice off ices. 

.25 P r i o r to commencemen t of the rev iew, the part ies to the rev iew 
m a y w i s h to d o c u m e n t f o r m a l l y the te rms a n d c o n d i t i o n s o f the 
e n g a g e m e n t . 

.26 Scope of the Review. T h e scope of the review should cover a 
firm's a c c o u n t i n g a n d a u d i t i n g p rac t i ce . (See foo tno te 2.) O t h e r 
segments o f a firm's p rac t i ce , s u c h as p r o v i d i n g tax serv ices o r m a n 
a g e m e n t a d v i s o r y serv ices, a re n o t e n c o m p a s s e d b y the scope o f the 
r e v i e w excep t to the ex ten t they a re assoc ia ted w i t h financial state
m e n t s ( fo r e x a m p l e , r ev i ews o f tax p r o v i s i o n s a n d acc rua l s c o n t a i n e d 
i n financial s ta tements are i n c l u d e d i n the scope o f the r e v i e w ) . 

T h e r e v i e w s h o u l d cove r a c u r r e n t p e r i o d (gene ra l l y one year) 
to b e m u t u a l l y ag reed u p o n b y the r e v i e w e d firm a n d the r e v i e w 
team. It is a n t i c i p a t e d that q u a l i t y c o n t r o l p o l i c i e s a n d p r o c e d u r e s 
m a y be r e v i s e d , u p d a t e d , o r a m e n d e d d u r i n g the p e r i o d u n d e r re
v i e w to r e c o g n i z e c h a n g i n g c o n d i t i o n s a n d n e w p ro fess iona l s tand
a rds . T h e scope of the r e v i e w s h o u l d encompass the q u a l i t y c o n t r o l 
p o l i c i e s a n d p r o c e d u r e s i n effect a n d c o m p l i a n c e t h e r e w i t h fo r the 
p e r i o d u n d e r r e v i e w . C l i e n t engagemen ts sub jec t to se lec t i on fo r 
r e v i e w w o u l d b e those w i t h years e n d i n g d u r i n g the p e r i o d u n d e r 
r e v i e w un less a m o r e recen t r e p o r t has b e e n i ssued at the t i m e 
the r e v i e w t e a m selects engagements . 

T h e r e v i e w w i l l b e d i r e c t e d to the p ro fess iona l aspects o f the re
v i e w e d firm's a c c o u n t i n g a n d a u d i t i n g p r a c t i c e ; i t w i l l n o t i n c l u d e 
bus iness aspects o f that p rac t i ce . I t m a y be d i f f i cu l t , h o w e v e r , to d is
t i n g u i s h b e t w e e n these aspects o f the p rac t i ce s ince they m a y over 
l a p . F o r e x a m p l e , i n e v a l u a t i n g w h e t h e r the s u p e r v i s i o n of a n en 
g a g e m e n t was a d e q u a t e , r e v i e w t e a m m e m b e r s w o u l d cons i de r b u d g 
e ted a n d a c t u a l t i m e spent fo r the e n g a g e m e n t b y v a r i o u s categor ies 
o r c lass i f i ca t ions of p e r s o n n e l b u t w o u l d n o t i n q u i r e as to fees b i l l e d 
to the c l i e n t o r the r e l a t i o n s h i p o f fees b i l l e d to t i m e a c c u m u l a t e d 
at u s u a l o r s t a n d a r d b i l l i n g rates. 

F u r t h e r , w h e n r e v i e w i n g po l i c i es a n d p r o c e d u r e s f o r a d v a n c e m e n t , 
r e v i e w t e a m m e m b e r s w o u l d c o n c e r n themse lves w i t h w h e t h e r p ro 
fess iona l p e r s o n n e l we re p r o m o t e d based o n d e m o n s t r a t e d c o m p e t e n c e 
a n d w h e t h e r c r i t e r i a fo r a d m i s s i o n of i n d i v i d u a l s to the firm g i ve 
a p p r o p r i a t e w e i g h t to p ro fess iona l q u a l i f i c a t i o n s b u t w o u l d no t re
v i e w c o m p e n s a t i o n o f p ro fess i ona l p e r s o n n e l . 

R e v i e w t e a m m e m b e r s w i l l n o t have con tac t w i t h , o r access to, 
a n y c l i e n t o f the r e v i e w e d firm i n c o n n e c t i o n w i t h the r e v i e w . 
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A r e v i e w e d firm m a y h a v e l e g i t i m a t e reasons fo r n o t p e r m i t t i n g 
the w o r k i n g papers f o r c e r t a i n engagemen ts to b e r e v i e w e d . F o r ex
a m p l e , the financial s ta tements o f a n e n g a g e m e n t m a y b e the sub jec t 
o f l i t i g a t i o n o r i n v e s t i g a t i o n b y a g o v e r n m e n t a l a u t h o r i t y o r the firm 
m a y have b e e n a d v i s e d b y a c l i e n t that i t w i l l n o t p e r m i t the w o r k 
i n g papers f o r i ts e n g a g e m e n t to b e r e v i e w e d . T h e r e v i e w t e a m s h o u l d 
sat isfy i tse l f as to the reasonab leness o f the e x p l a n a t i o n ; i f the t eam 
is n o t sat is f ied, the m a t t e r s h o u l d b e r e p o r t e d to the r e v i e w e d firm's 
m a n a g i n g p a r t n e r , a n d the r e v i e w t e a m s h o u l d c o n s i d e r w h a t o t h e r 
a c t i o n m a y be a p p r o p r i a t e i n the c i r c u m s t a n c e s . I f the engagemen ts 
so e x c l u d e d f r o m the r e v i e w process are few i n n u m b e r a n d the 
r e v i e w t e a m c o n c l u d e s , b y r e v i e w o f a d d i t i o n a l engagemen ts i n a 
s i m i l a r a rea o f p rac t i ce a n d b y r e v i e w of o t h e r w o r k of s u p e r v i s o r y 
p e r s o n n e l w h o p a r t i c i p a t e i n the e x c l u d e d engagements , that the 
engagemen ts so e x c l u d e d d o n o t m a t e r i a l l y affect the r e v i e w cover 
age, t h e n the r e v i e w t e a m o r d i n a r i l y w o u l d c o n c l u d e that the scope 
o f the r e v i e w h a d n o t b e e n u n d u l y res t r i c ted . 

T h e field r e v i e w s h o u l d be c o n c e r n e d w i t h the a c c o u n t i n g a n d 
a u d i t i n g engagemen ts p e r f o r m e d b y the U n i t e d States offices o f the 
r e v i e w e d firm se lec ted fo r r e v i e w a n d s u p e r v i s i o n a n d c o n t r o l o f 
w o r k p e r f o r m e d o n engagemen ts o u t s i d e the U n i t e d States. T h e re
v i ews o f engagemen ts s h o u l d u s u a l l y b e d i r e c t e d t o w a r d the accoun t 
i n g a n d a u d i t i n g w o r k p e r f o r m e d b y the p rac t i ce offices v i s i t e d a n d 
n o t to a r e v i e w of w o r k p e r f o r m e d b y a l l p rac t i ce offices o f the re
v i e w e d firm c o n n e c t e d w i t h a p a r t i c u l a r e n g a g e m e n t . A c c o r d i n g l y , 
i n r e v i e w i n g a se lected p rac t i ce office, the a c c o u n t i n g a n d a u d i t i n g 
w o r k p e r f o r m e d b y tha t p rac t i ce office i n c l u d e s w o r k p e r f o r m e d fo r 
a n o t h e r office o f the r e v i e w e d firm, fo r a c o r r e s p o n d e n t firm, o r fo r 
a n af f i l ia ted firm. 

F o r those s i t ua t i ons i n w h i c h engagemen ts se lec ted i n the p rac t i ce 
office r e v i e w e d i n c l u d e use o f the w o r k o f a n o t h e r off ice, c o r r e s p o n d 
en t , o r af f i l iate (domes t i c o r i n t e r n a t i o n a l ) , the r e v i e w t e a m w o u l d 
n o r m a l l y l i m i t its r e v i e w to the p o r t i o n of the e n g a g e m e n t per
f o r m e d b y the se lec ted p rac t i ce office. T h e r e v i e w , h o w e v e r , s h o u l d 
i n c l u d e i n s t r u c t i o n s fo r the e n g a g e m e n t i ssued b y the r e v i e w e d office 
to a n o t h e r office of the firm, c o r r e s p o n d e n t , o r af f i l iate. I n a d d i t i o n , 
the r e v i e w s h o u l d a lso encompass the p r o c e d u r e s b y w h i c h the 
r e v i e w e d office m a i n t a i n s c o n t r o l o v e r the engagemen t t h r o u g h super 
v i s i o n ( i n c l u d i n g v is i ts b y its s u p e r v i s o r y p e r s o n n e l to o t h e r l oca 
t ions) a n d r e v i e w of w o r k p e r f o r m e d b y o t h e r offices, c o r r e s p o n d e n t s , 
o r aff i l iates. 

T h e r e m a y be s i t ua t i ons w h e n i n f o r m a t i o n a v a i l a b l e to the r e v i e w 
t e a m is insu f f i c ien t f o r i t to eva l ua te w h e t h e r the r e v i e w e d firm's 
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q u a l i t y c o n t r o l p o l i c i e s a n d p r o c e d u r e s have b e e n a p p l i e d i n super 
v i s i n g engagemen ts p e r f o r m e d b y o t h e r offices o r firms. I n these 
ins tances , i t w i l l b e necessary at least to o b t a i n d o c u m e n t a t i o n f r o m 
such o t h e r offices o r firms; u s u a l l y th is m a y b e a c c o m p l i s h e d b y for
w a r d i n g the r e q u e s t e d i n f o r m a t i o n to the r e v i e w e d office. 

.27 Background Information. T h e review team should obtain back
g r o u n d i n f o r m a t i o n f r o m the r e v i e w e d firm, some of w h i c h w i l l 
have b e e n o b t a i n e d be fo re the e n g a g e m e n t was accep ted . T h e i n fo r 
m a t i o n is used as a g u i d e fo r p l a n n i n g pu rposes ( i n c l u d i n g se lec t ion 
o f offices to be v i s i t e d a n d engagements to b e r e v i e w e d ) a n d s h o u l d 
re la te to the r e v i e w e d firm's a c c o u n t i n g a n d a u d i t i n g p rac t i ce . T h e 
s ta t is t ica l i n f o r m a t i o n m a y be i n te rms o f a p p r o x i m a t e a m o u n t s o r 
es t imates. T h e f o l l o w i n g are e x a m p l e s o f b a c k g r o u n d i n f o r m a t i o n 
tha t m a y b e o b t a i n e d f r o m the r e v i e w e d firm: 

1. D e s c r i p t i o n o f the firm's o r g a n i z a t i o n (an o r g a n i z a t i o n c h a r t 
m a y b e u s e f u l ) . 

2. F i r m p h i l o s o p h y i n c l u d i n g ma t te rs s u c h a s — 
a. F i r m goals o r ob jec t i ves . 
b. O p e r a t i n g p rac t i ces r e g a r d i n g serv ice to c l i en ts a n d deve lop 

m e n t o f p e r s o n n e l . 
c. P o l i c i e s r e l a t i n g to i n d u s t r y s p e c i a l i z a t i o n o r p rac t i ce spe

c ia l is ts . 
d. O p e r a t i n g a u t o n o m y of p rac t i ce offices (the ex ten t o f decen 

t r a l i z a t i o n o f a u t h o r i t y ) . 

3. F i r m p ro f i l e . ( I f the r e v i e w e d firm is a mu l t i o f f i ce firm, the i n 
f o r m a t i o n s h o u l d b e b r o k e n o u t b y i n d i v i d u a l p rac t i ce office. 
Off ices that are a pa r t o f a l a rge r p rac t i ce u n i t m a y be g r o u p e d 
together . ) 
a. S i z e — a c c o u n t i n g a n d a u d i t i n g hou rs . (If such a n ana lys is is 

n o t a v a i l a b l e , the r e v i e w e d firm m a y ana lyze to ta l b i l l i n g s b y 
f u n c t i o n , o r m a k e an es t imate o f the percen tage of a c c o u n t i n g 
a n d a u d i t i n g wo rk . ) 

b. N u m b e r o f p ro fess iona l a c c o u n t i n g a n d a u d i t i n g p e r s o n n e l 
a n a l y z e d b y l e v e l . 

r. N u m b e r o f a c c o u n t i n g a n d a u d i t i n g c l i en ts c lass i f ied b y " a u 
d i t e d " a n d " u n a u d i t e d " a n d b y t y p e — p u b l i c l y h e l d , p r i v a t e l y 
h e l d , o r n o t f o r p ro f i t . 

d. F i r m m a n a g e m e n t l eve l p e r s o n n e l a n a l y z e d b y years w i t h the 
firm a n d areas o f exper t i se . 
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e. I n d u s t r y c o n c e n t r a t i o n s a n d spec ia l t y p rac t i ce areas, such as 
S E C o r r e g u l a t e d i n d u s t r i e s . 

/ . E x t e n t o f use o f c o r r e s p o n d e n t firms o n engagements . 
g . E x t e n t o f i n t e r n a t i o n a l p rac t i ce . 
h. D e s c r i p t i o n of recen t mergers . 
i. N e w l y o p e n e d offices. 

.28 Study and Evaluation of the Quality Control System. A f t e r the 
b a c k g r o u n d i n f o r m a t i o n is o b t a i n e d a n d s t u d i e d , the r e v i e w team 
s h o u l d c o m m e n c e its s tudy a n d e v a l u a t i o n o f the r e v i e w e d f i rm 's 
q u a l i t y c o n t r o l system. T h e ob jec t i ve o f the s tudy is to eva lua te 
w h e t h e r the q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s are a p p r o p r i 
a te l y c o m p r e h e n s i v e a n d s u i t a b l y d e s i g n e d fo r the r e v i e w e d firm, are 
a d e q u a t e l y d o c u m e n t e d , a n d the p r o c e d u r e s fo r c o m m u n i c a t i n g 
t h e m to p ro fess iona l p e r s o n n e l are a p p r o p r i a t e . T h i s e v a l u a t i o n o f 
c o m p r e h e n s i v e n e s s a n d s u i t a b i l i t y s h o u l d be c o n s i d e r e d f u r t h e r b y 
the r e v i e w t e a m i n the cou rse of the r e v i e w a n d m a y be m o d i f i e d b y 
the r e v i e w t e a m based o n the resu l ts o f i ts o t h e r r e v i e w a n d c o m 
p l i a n c e tes t ing p rocedu res . 

T h e r e v i e w e d firm's q u a l i t y c o n t r o l po l i c i es a n d p rocedu res s h o u l d 
b e c o n s i d e r e d i n r e l a t i o n to the g u i d a n c e m a t e r i a l c o n t a i n e d i n 
Quality Control Policies and Procedures for Participating CPA 
Firms. T h i s process assists the r e v i e w team i n e v a l u a t i n g w h e t h e r 
the r e v i e w e d firm has g i v e n adequa te c o n s i d e r a t o n to, a n d 
a d o p t e d , a p p r o p r i a t e l y c o m p r e h e n s i v e a n d s u i t a b l y d e s i g n e d p o l i 
c ies a n d p r o c e d u r e s f o r each o f the e lemen ts of q u a l i t y c o n t r o l to 
the ex ten t they are a p p l i c a b l e to i ts p rac t i ce . 

I f s i gn i f i can t a p p a r e n t de f i c ienc ies are i d e n t i f i e d i n the r e v i e w e d 
firm's q u a l i t y c o n t r o l p o l i c i e s a n d p rocedu res , the r e v i e w t e a m s h o u l d 
b r i n g t h e m to the a t t e n t i o n o f the r e v i e w e d firm's m a n a g i n g p a r t n e r 
o r to a n o t h e r a p p r o p r i a t e a u t h o r i t y i n the firm. T h e r e v i e w e d firm 
w o u l d be g i v e n a n o p p o r t u n i t y to re fu te o r co r rec t such a p p a r e n t 
de f i c ienc ies . I f s i gn i f i can t co r rec t i ve ac t ions are r e q u i r e d , the r e v i e w 
u s u a l l y w i l l be s u s p e n d e d fo r a suf f ic ient p e r i o d of t i m e fo r the 
r e v i e w e d firm to d e v e l o p r e v i s e d po l i c i es o r p rocedu res a n d i m p l e 
m e n t t h e m i n i ts p rac t i ce . T h e r e v i e w team s h o u l d c o n s i d e r c o m 
m u n i c a t i n g s u c h s ign i f i can t de f i c ienc ies to the r e v i e w e d firm, gener 
a l l y i n w r i t i n g , at the t i m e the r e v i e w is s u s p e n d e d . T h e r e v i e w 
t e a m w o u l d , i n r e s u m i n g the r e v i e w , eva lua te w h e t h e r the rev i sed 
po l i c i es o r p r o c e d u r e s co r rec t the de f i c ienc ies . 

.29 Extent of Compliance Tests. Based on its study and evaluation 
o f the r e v i e w e d firm's q u a l i t y c o n t r o l system, the r e v i e w team s h o u l d 
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d e v e l o p p r o g r a m s to test c o m p l i a n c e . 1 0 T h e p r o g r a m s fo r c o m p l i 
ance tests s h o u l d be t a i l o r e d to the p rac t i ce o f the f i r m u n d e r r e v i e w 
a n d s h o u l d b e suf f ic ient to eva lua te w h e t h e r the r e v i e w e d firm's 
q u a l i t y c o n t r o l p o l i c i e s a n d p r o c e d u r e s have b e e n a d e q u a t e l y c o m 
m u n i c a t e d to p ro fess i ona l p e r s o n n e l a n d are b e i n g c o m p l i e d w i t h . 
T h e n a t u r e a n d e x t e n t o f tes t ing s h o u l d take i n t o a c c o u n t the re
v i e w team's e v a l u a t i o n of the re l a t i ve s t reng ths a n d weaknesses o f 
the r e v i e w e d firm's q u a l i t y c o n t r o l po l i c i es a n d p rocedu res . S o m e o f 
these c o m p l i a n c e tests w o u l d be p e r f o r m e d at p rac t i ce offices se lec ted 
for r e v i e w , some o n a firm-wide basis, a n d o thers o n a n i n d i v i d u a l 
e n g a g e m e n t basis. T h e s e tests m a y take the f o r m o f — 

• I n q u i r i e s o f persons r e s p o n s i b l e fo r a f u n c t i o n o r ac t i v i t y . 

• R e v i e w o f se lec ted a d m i n i s t r a t i v e a n d p e r s o n n e l files. 

• I n t e r v i e w s w i t h firm p ro fess iona l p e r s o n n e l at v a r i o u s leve ls . 

• R e v i e w o f the resu l ts o f the firm's i n s p e c t i o n f u n c t i o n . 

• R e v i e w r o f se lec ted engagemen t w o r k i n g p a p e r files a n d repor ts . 

• R e v i e w o f o t h e r e v i d e n t i a l ma t te r . 

.30 Location of Documentation—The review team should determine 
the w o r k to be a c c o m p l i s h e d at the r e v i e w e d firm r e g a r d i n g c o m p l i 
ance w i t h q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s a n d the l o c a t i o n 
o f r e l a t e d d o c u m e n t a t i o n , w h i c h m a y be m a i n t a i n e d i n f u n c t i o n a l 
o r a d m i n i s t r a t i v e files. I n the case o f a mu l t i o f f i ce f i r m , a t t e n t i o n 
s h o u l d be d i r e c t e d to a r e v i e w o f d o c u m e n t a t i o n m a i n t a i n e d at the 
e x e c u t i v e office. F o r e x a m p l e , the e x e c u t i v e office p r o b a b l y has sta
t is t ics, r eco rds , a n d o t h e r da ta re l a t i ve to p r o c e d u r e s r e g a r d i n g c l i e n t 
accep tance a n d c o n t i n u a n c e , h i r i n g , t r a i n i n g , p r o m o t i o n , a n d i n d e 
p e n d e n c e a n d m a y a lso have da ta u s e f u l i n e v a l u a t i n g c o m p l i a n c e 
w i t h the firm's q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s fo r consu l t a 
t i o n a n d i n s p e c t i o n . 

.31 Selection of Offices—The process of office selection is not subject 
to d e f i n i t i v e c r i t e r i a ; v is i ts to p rac t i ce offices s h o u l d be suf f ic ient to 
e n a b l e the r e v i e w t e a m to eva lua te w h e t h e r the r e v i e w e d firm's 
q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s a re a d e q u a t e l y c o m m u n i 
ca ted to p r o f e s s i o n a l p e r s o n n e l a n d are b e i n g c o m p l i e d w i t h . 

I n se lec t i ng b o t h the n u m b e r a n d l o c a t i o n o f p rac t i ce offices to 
be v i s i t e d , the r e v i e w team s h o u l d c o n s i d e r the r e v i e w e d firm's pre-

1 0 The A I C P A is preparing program guidelines for use by committee-appointed 
review teams. 
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v i o u s l y f u r n i s h e d b a c k g r o u n d i n f o r m a t i o n . T h e p rac t i ce offices se
l ec ted s h o u l d be g e n e r a l l y r ep resen ta t i ve o f the r e v i e w e d f i rm 's 
a c c o u n t i n g a n d a u d i t i n g p rac t i ce a n d , a c c o r d i n g l y , s h o u l d p r o v i d e 
a cross sec t i on o f offices, g i v i n g c o n s i d e r a t i o n to t he i r size a n d geo-
g r a p i c d i s t r i b u t i o n . I n a d d i t i o n , c o n s i d e r a t i o n s h o u l d be g i v e n to 
the se lec t i on of r e c e n t l y m e r g e d o r r e c e n t l y o p e n e d offices. 

T h e n u m b e r a n d l o c a t i o n o f p rac t i ce offices to be se lected w i l l 
r e q u i r e the exerc ise o f j u d g m e n t b y the r e v i e w team. C o n s i d e r a t i o n s 
w h i c h m a y affect the n u m b e r a n d l o c a t i o n of p rac t i ce offices se lected 
fo r r e v i e w w o u l d i n c l u d e (1) degree of c e n t r a l i z a t i o n of a c c o u n t i n g 
a n d a u d i t i n g p rac t i ce c o n t r o l a n d s u p e r v i s i o n , (2) s ign i f i cance o f 
s p e c i a l i z e d i n d u s t r y p rac t i ce , a n d (3) the r e v i e w team's e v a l u a t i o n 
of the scope a n d a d e q u a c y of the r e v i e w e d firm's i n s p e c t i o n p r o g r a m . 

A l t h o u g h the f o r e g o i n g c o n s i d e r a t i o n s p r e c l u d e d e f i n i t i v e g u i d e 
l i nes , E x h i b i t A has b e e n d e v e l o p e d to assist a r e v i e w team i n select
i n g offices i n the r e v i e w o f a mu l t i o f f i ce firm. 

.32 Selection of Engagements—The segment of the firm's accounting 
a n d a u d i t i n g p rac t i ce r e v i e w e d s h o u l d be suf f ic ient to p r o v i d e the 
r e v i e w t e a m w i t h r e a s o n a b l e assurance fo r i ts c o n c l u s i o n s r e g a r d i n g 
the a p p r o p r i a t e n e s s o r s u i t a b i l i t y o f the r e v i e w e d firm's q u a l i t y c o n 
t r o l system a n d c o m p l i a n c e t h e r e w i t h . 

T h e r e v i e w t e a m s h o u l d select the engagemen ts to be r e v i e w e d fo r 
each p rac t i ce office to be v i s i t ed based o n a c c o u n t i n g a n d a u d i t i n g 
p rac t i ce stat ist ics a n d o t h e r da ta . I f n o t p r e v i o u s l y o b t a i n e d , the re
v i e w t e a m m a y w i s h to o b t a i n i n f o r m a t i o n such as the names of 
c l i en t s , types of i n d u s t r i e s , c l i e n t size ( for e x a m p l e , r evenues , as
sets) , w h e t h e r the c l i e n t is p u b l i c l y h e l d , p r i v a t e l y h e l d o r n o t fo r 
p ro f i t , the n u m b e r o f e n g a g e m e n t h o u r s , a n d n a m e s of the p a r t n e r 
a n d s u p e r v i s o r y p e r s o n n e l assoc ia ted w i t h the engagements . 

E n g a g e m e n t s se lec ted fo r r e v i e w s h o u l d p r o v i d e a reasonab le 
cross sec t ion o f the r e v i e w e d office's a c c o u n t i n g a n d a u d i t i n g prac
t i ce ; h o w e v e r , g rea te r w e i g h t s h o u l d be g i v e n to se lec t i ng engage
m e n t s fo r p u b l i c l y h e l d c l i en ts i n v i e w of the p u b l i c in te res t i n these 
c o m p a n i e s . A n ef for t s h o u l d b e m a d e to i n c l u d e engagemen ts of mos t 
o f the pa r tne rs a n d o t h e r s u p e r v i s o r y p e r s o n n e l i n the r e v i e w e d 
office a n d to p r o v i d e a d i v e r s i t y o f types o f engagements . 

T h e n u m b e r o f engagemen ts to be se lec ted o r the percen tage of 
the firm's a c c o u n t i n g a n d a u d i t i n g h o u r s to be r e v i e w e d w i l l be af
fec ted b y the size a n d n a t u r e of the r e v i e w e d firm's p rac t i ce as w e l l as 
the m e t h o d of se lec t i on e m p l o y e d b y the r e v i e w t e a m . A l t h o u g h these 
c o n s i d e r a t i o n s p r e c l u d e d e f i n i t i v e g u i d e l i n e s , E x h i b i t B has b e e n 
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d e v e l o p e d to assist a r e v i e w t e a m i n d e t e r m i n i n g j u d g m e n t a l l y the 
n u m b e r o f engagemen ts o r a c c o u n t i n g a n d a u d i t i n g h o u r s to be 
r e v i e w e d . 

.33 Extent of Engagement Review. T h e objectives of the review of 
engagemen ts are to eva lua te (1) w h e t h e r there has been c o m p l i a n c e 
b y the r e v i e w e d f i r m w i t h its q u a l i t y c o n t r o l p o l i c i e s a n d p r o c e d u r e s 
a n d (2) w h e t h e r the q u a l i t y c o n t r o l po l i c i es a d o p t e d a n d p r o c e d u r e s 
es tab l i shed b y the r e v i e w e d firm are a p p r o p r i a t e l y c o m p r e h e n s i v e 
a n d s u i t a b l y d e s i g n e d fo r i ts a c c o u n t i n g a n d a u d i t i n g p rac t i ce . T o 
the ex ten t necessary to ach ieve these ob jec t i ves , the r e v i e w o f engage
m e n t s s h o u l d i n c l u d e r e v i e w o f financial s ta tements , a c c o u n t a n t s ' re
por ts , w o r k i n g papers , a n d c o r r e s p o n d e n c e a n d s h o u l d i n c l u d e d is 
cuss ion w i t h p ro fess i ona l p e r s o n n e l o f the r e v i e w e d firm. T h e d e p t h 
of r e v i e w o f w o r k i n g papers fo r p a r t i c u l a r engagemen ts is le f t to 
the j u d g m e n t o f the r ev i ewe rs ; h o w e v e r , the r e v i e w is d i r e c t e d p r i 
m a r i l y to the k e y areas of a n e n g a g e m e n t to d e t e r m i n e w h e t h e r , i n 
a c c o r d a n c e w i t h the r e v i e w e d firm's q u a l i t y c o n t r o l p o l i c i e s a n d p ro 
cedures , there w e r e w e l l - p l a n n e d , a p p r o p r i a t e l y e x e c u t e d , a n d sui t 
a b l y d o c u m e n t e d p r o c e d u r e s tha t we re p e r f o r m e d o n the engage
m e n t . 

I n c o n n e c t i o n w i t h these e n g a g e m e n t rev iews , the r e v i e w team 
m a y e n c o u n t e r i n d i c a t i o n s o f s ign i f i can t f a i l u res b y the r e v i e w e d 
firm to r each a p p r o p r i a t e a u d i t i n g a n d r e p o r t i n g c o n c l u s i o n s . I n 
such s i t ua t i ons , the r e v i e w t e a m s h o u l d c o n s i d e r that i t has n o t 
m a d e a n e x a m i n a t i o n of financial s ta tements i n acco rdance w i t h 
g e n e r a l l y accep ted a u d i t i n g s tandards , n o r does i t have the bene f i t 
o f access to c l i e n t reco rds , d iscuss ions w i t h a c l i e n t , o r spec i f i c k n o w l 
edge o f a c l i en t ' s bus iness . T h e r e f o r e , i n the absence o f c o m p e l l i n g 
e v i d e n c e to the con t r a r y , the r e v i e w team s h o u l d p r e s u m e that rep re 
sen ta t ions c o n c e r n i n g facts c o n t a i n e d i n the w o r k i n g papers are cor
rect . T h e r e v i e w t e a m s h o u l d , h o w e v e r , p u r s u e q u e s t i o n s a b o u t 
a u d i t i n g o r r e p o r t i n g mat te rs w i t h the r e v i e w e d firm w h e n i t be 
l ieves there m a y be a s ign i f i can t f a i l u r e to r e a c h a p p r o p r i a t e c o n c l u 
s ions i n the a p p l i c a t i o n of p ro fess iona l s tandards , w h i c h i n c l u d e 
g e n e r a l l y accep ted a u d i t i n g s tandards a n d g e n e r a l l y accep ted ac
c o u n t i n g p r i n c i p l e s . 

T h e r e v i e w team s h o u l d c o n s i d e r w h e t h e r s i gn i f i can t f a i l u res to 
reach a p p r o p r i a t e a u d i t i n g a n d r e p o r t i n g c o n c l u s i o n s are i n d i c a t i v e 
o f s i gn i f i can t de f i c ienc ies of the r e v i e w e d firm i n c o m p l y i n g w i t h i ts 
q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s o r o f s i gn i f i can t i n a d e q u a c i e s 
i n those po l i c i es a n d p rocedu res . T h e p a t t e r n , pervas iveness , a n d 
s ign i f i cance of the f a i l u res n o t e d s h o u l d be c o n s i d e r e d b y the r e v i e w 
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t e a m i n m a k i n g i ts o v e r a l l e v a l u a t i o n of the r e v i e w e d firm's system 
o f q u a l i t y c o n t r o l a n d c o m p l i a n c e t h e r e w i t h . 

S h o u l d the r e v i e w t e a m , d u r i n g the c o n d u c t o f the r e v i e w , be l i eve 
tha t the r e v i e w e d firm m a y have i ssued a n i n a p p r o p r i a t e r e p o r t o n a 
c l i e n t ' s financial s ta tements , the r e v i e w team c a p t a i n sha l l p r o m p t l y 
i n f o r m an a p p r o p r i a t e a u t h o r i t y w i t h i n the r e v i e w e d firm. I n such 
c i r c u m s t a n c e s , i t is the r e s p o n s i b i l i t y o f the r e v i e w e d firm to deter
m i n e w h a t a c t i o n s h o u l d be t a k e n . 1 1 

Completion of the Review 

.34 P r i o r to issuance of its report, the review team should communi 
cate i ts c o n c l u s i o n s to the r e v i e w e d firm. T h i s c o m m u n i c a t i o n w o u l d 
o r d i n a r i l y take p lace at a m e e t i n g a t t e n d e d b y the r e v i e w team cap
t a i n , the e x e c u t i v e o r s u p e r v i s o r y c o m m i t t e e ( i f a p p l i c a b l e ) a n d 
i n - cha rge o r o t h e r rev iewers , as a p p r o p r i a t e , a n d by a p p r o p r i a t e 
i n d i v i d u a l s f r o m the r e v i e w e d firm. T h e par t ies w o u l d discuss the 
r e v i e w team's c o n c l u s i o n s a n d a n y r e s u l t i n g i m p a c t o n the o p i n i o n 
to be i ssued , r e c o m m e n d a t i o n s ( i f any) for i m p r o v e m e n t s i n the 
r e v i e w e d firm's q u a l i t y c o n t r o l po l i c i es a n d p rocedu res , a n d o the r 
r e l e v a n t mat te rs . T h e r e v i e w e d firm m a y dec ide to have r e c o m m e n 
d a t i o n s fo r i m p r o v e m e n t f u r n i s h e d i n w r i t i n g b y the r e v i e w team 
c a p t a i n . 

.35 F o r the review of a multioffice firm, the review team for a prac
t ice office w o u l d , i n a d d i t i o n to the c o m m u n i c a t i o n d e s c r i b e d i n the 
p r e c e d i n g p a r a g r a p h , n o r m a l l y c o m m u n i c a t e the findings of i ts re
v i e w to a p p r o p r i a t e i n d i v i d u a l s at the office r e v i e w e d . 

Review Team Working Papers 

.36 T h e review team captain should fu rn ish instructions to the review 
team c o n c e r n i n g the m a n n e r i n w h i c h w o r k i n g papers r e l a t i n g to 
the r e v i e w are to be p r e p a r e d d u r i n g the course of the r e v i e w to 
fac i l i t a te s u m m a r i z a t i o n by the r e v i e w team c a p t a i n i n c o m p l e t i n g 
the r e v i e w . 1 2 

11 See Codification of Auditing Standards and Procedures, S A S No. 1 (New York : 
A I C P A , 1973), sec. 561 [ A U section 561]. 

" For reviews conducted by a committee appointed review team under the pro
gram, working papers are retained only unt i l such time as the report on the 
review has been filed with the A I C P A or the period for filing the report has 
elapsed, whichever is earlier. 
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.37 T h e program provides that, upon completion of a qual i ty control 
c o m p l i a n c e r e v i e w , the r e v i e w t e a m c o m m u n i c a t e i ts findings to the 
r e v i e w e d firm a n d p r o m p t l y s u b m i t a w r i t t e n r e p o r t to the r e v i e w e d 
firm. I n o r d e r f o r the r e v i e w e d firm to b e c o m e a p a r t i c i p a t i n g firm 
i n the p r o g r a m o r to c o n t i n u e as a p a r t i c i p a n t , a r e p o r t accep tab le fo r 
p a r t i c i p a t i o n i n the p r o g r a m (see b e l o w ) m u s t be s u b m i t t e d b y the 
r e v i e w e d firm to the A I C P A . F a i l u r e to file a n accep tab le r e p o r t w i l l 
r esu l t i n the r e v i e w e d firm's n o t b e c o m i n g o r n o t c o n t i n u i n g as a 
p a r t i c i p a n t i n the p r o g r a m . 

.38 T h e report should be addressed to the partners, proprietor, stock
h o l d e r s , o r off icers o f the r e v i e w e d firm. A r e p o r t i ssued b y a r e v i e w 
t e a m a p p o i n t e d b y the Q u a l i t y C o n t r o l S tanda rds C o m m i t t e e , o r by 
a n o t h e r e n t i t y tha t a d m i n i s t e r s the p r o g r a m fo r the c o m m i t t e e , s h o u l d 
be s i gned b y the r e v i e w team c a p t a i n ( w i t h o u t re fe rence to the cap
ta in ' s firm) a n d s h o u l d c o n t a i n the n a m e of the r e v i e w team's o r i g i 
n a t i n g o r g a n i z a t i o n (such as the A I C P A o r state soc iety o f C P A s ) . 
A r e p o r t b y a r e v i e w team f o r m e d b y a C P A firm s h o u l d be i ssued 
o n the r e v i e w i n g firm's l e t t e rhead a n d s i gned b y the firm. T h e 
r e p o r t s h o u l d be da ted as o f the c o m p l e t i o n o f the r e v i e w . 

.39 T h e reviewed firm may advise its clients and its personnel of the 
resu l ts o f the r e v i e w a n d i n d i c a t e that the r e p o r t is o n file at the 
A I C P A . C o p i e s o f the r e p o r t m a y a lso be m a d e a v a i l a b l e b y a re
v i e w e d firm to i ts c l i en t s , i ts p e r s o n n e l , a n d o thers . 

Report Acceptable for Participation in the Program 

.40 A report issued by a review team that is acceptable for par t ic ipa
t i o n i n the p r o g r a m (an " a c c e p t a b l e r e p o r t " ) c o n t a i n s a s ta tement 
o f the scope o f the r e v i e w , a d e s c r i p t i o n of the gene ra l charac te r i s t i cs 
o f a sys tem o f q u a l i t y c o n t r o l , a n d the o p i n i o n ( w i t h o u t q u a l i f i c a t i o n ) 
o f the r e v i e w t e a m that the r e v i e w e d firm's q u a l i t y c o n t r o l system 
was a p p r o p r i a t e l y c o m p r e h e n s i v e a n d s u i t a b l y d e s i g n e d fo r the firm, 
a d e q u a t e l y d o c u m e n t e d , c o m m u n i c a t e d to p ro fess iona l p e r s o n n e l , 
a n d was b e i n g c o m p l i e d w i t h to p r o v i d e the firm w i t h r easonab le 
assurance o f c o n f o r m i n g w i t h the s tandards of the p ro fess ion fo r 
firms p a r t i c i p a t i n g i n the p r o g r a m . 

.41 A n example of an acceptable report is presented as E x h i b i t C of 

t h i s sec t i on . 
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Reporting Considerations 

.42 T h e review team's evaluation of whether a reviewed f i rm's quality-
c o n t r o l sys tem a n d c o m p l i a n c e t h e r e w i t h c o n f o r m w i t h the g u i d e 
l i n e s o f the p ro fess ion r e q u i r e s b o t h a n u n d e r s t a n d i n g o f the e l emen ts 
o f q u a l i t y c o n t r o l a n d the exerc ise o f p ro fess iona l j u d g m e n t r ega rd 
i n g t h e i r a p p l i c a t i o n to a n a c c o u n t i n g a n d a u d i t i n g p rac t i ce . Because 
o f the absence o f q u a n t i t a t i v e m e a s u r e m e n t c r i t e r i a , the e v a l u a t i o n 
o f the s ign i f i cance o f p e r c e i v e d de f i c ienc ies i n the system of q u a l i t y 
c o n t r o l o r c o m p l i a n c e t h e r e w i t h m a y be m o r e d i f f i cu l t t h a n the 
e v a l u a t i o n o f the m a t e r i a l i t y o f e x c e p t i o n s n o t e d i n f i n a n c i a l repo r t 
i n g mat te rs . I n d e t e r m i n i n g w h e t h e r a r e v i e w team w i l l issue an 
a c c e p t a b l e r e p o r t , the r e v i e w t e a m s h o u l d c o n s i d e r factors s u c h as 
those tha t f o l l o w . 

.43 Deficiencies. T h e deficiencies noted should be considered for 
t h e i r s i gn i f i cance i n r e l a t i o n to the r e v i e w e d firm's (1) q u a l i t y c o n 
t r o l p o l i c i e s a n d p r o c e d u r e s , (2) o r g a n i z a t i o n a l s t r uc tu re , a n d (3) 
n a t u r e o f p rac t i ce . 

A de f i c i ency n o t e d i n c e r t a i n q u a l i t y c o n t r o l po l i c i es a n d p ro 
c e d u r e s m a y b e p a r t i a l l y o r w h o l l y offset b y o t h e r p o l i c i e s o r p ro 
cedu res . T h e r e v i e w t e a m s h o u l d c o n s i d e r the i n t e r r e l a t i o n s h i p s 
a m o n g the e l e m e n t s o f q u a l i t y c o n t r o l a n d w e i g h de f i c ienc ies aga ins t 
o t h e r c o m p e n s a t i n g po l i c i es a n d p rocedu res . 

.44 Compliance. Compl iance, as used in this section, means ad
h e r e n c e to a p r e s c r i b e d p o l i c y o r p r o c e d u r e i n the s u b s t a n t i a l m a j o r 
i t y o f s i t u a t i o n s ; i t does n o t i m p l y a d h e r e n c e to a p r e s c r i b e d p o l i c y 
o r p r o c e d u r e i n every case. V a r i a n c e i n i n d i v i d u a l p e r f o r m a n c e a n d 
p ro fess i ona l i n t e r p r e t a t i o n affects the degree o f c o m p l i a n c e w i t h a 
firm's p r e s c r i b e d q u a l i t y c o n t r o l po l i c i es a n d p rocedu res . A d h e r e n c e 
to a l l p o l i c i e s a n d p r o c e d u r e s i n every case m a y n o t be poss ib l e ; 
never the less , a h i g h degree o f c o m p l i a n c e is to be e x p e c t e d . T h e 
r e v i e w t e a m s h o u l d c o n s i d e r the n a t u r e , s ign i f i cance , a n d f r e q u e n c y 
o f i ns tances o f n o n c o m p l i a n c e n o t e d i n the r e v i e w i n e v a l u a t i n g 
w h e t h e r the r e v i e w e d firm has c o m p l i e d w i t h i ts q u a l i t y c o n t r o l 
p o l i c i e s a n d p r o c e d u r e s i n the s u b s t a n t i a l m a j o r i t y o f s i t ua t i ons o r 
w h e t h e r m o d i f i c a t i o n o f the r e v i e w team's r e p o r t is r e q u i r e d . 

I n c o n s i d e r i n g ins tances o f n o n c o m p l i a n c e w i t h p r e s c r i b e d q u a l i t y 
c o n t r o l p o l i c i e s a n d p r o c e d u r e s that c o u l d affect the r e v i e w team's 
r e p o r t , t he r e v i e w team s h o u l d d iscuss w i t h the r e v i e w e d firm 
w h e t h e r the q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s i n q u e s t i o n ex
c e e d p o l i c i e s a n d p r o c e d u r e s that w o u l d be r e q u i r e d i n the c i r c u m 
stances to a c h i e v e the ob jec t i ves o f ' a q u a l i t y c o n t r o l system a n d par-
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t i c i p a t i o n i n the p r o g r a m . I n s u c h ins tances , i f the r e v i e w t e a m c o n 
c l u d e s that t he q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s i n q u e s t i o n 
e x c e e d those r e q u i r e d fo r p a r t i c i p a t i o n i n the p r o g r a m , i ts r e p o r t 
s h o u l d b e based o n c o m p l i a n c e b y the r e v i e w e d firm w i t h those 
p o l i c i e s a n d p r o c e d u r e s r e q u i r e d to p r o v i d e the firm w i t h reasonab le 
assurance o f c o n f o r m i n g w i t h the s tandards o f the p ro fess ion for 
firms p a r t i c i p a t i n g i n the p r o g r a m . 

Circumstances Resulting in a Report Unacceptable for 
Participation in the Program 

.45 Circumstances that ord inar i ly wou ld result i n an unacceptable re
p o r t f o r pu rposes o f p a r t i c i p a t i o n i n the p r o g r a m are as f o l l ows : 

1. T h e scope o f the r e v i e w is l i m i t e d b y c o n d i t i o n s tha t p r e c l u d e 
the a p p l i c a t i o n o f o n e o r m o r e r e v i e w p r o c e d u r e s c o n s i d e r e d 
necessary. 

2. T h e r e v i e w d isc loses s ign i f i can t de f i c ienc ies (see d i scuss ion of 
" d e f i c i e n c i e s " above) i n the q u a l i t y c o n t r o l po l i c i es a n d pro
cedu res p r e s c r i b e d fo r the firm's a c c o u n t i n g a n d a u d i t i n g p rac t i ce . 

3. T h e r e v i e w d isc loses a s ign i f i can t l a ck o f c o m p l i a n c e (see dis
c u s s i o n o f " c o m p l i a n c e , " above) w i t h the firm's q u a l i t y c o n t r o l 
p o l i c i e s a n d p r o c e d u r e s . 

.46 In those ins tances i n w h i c h the r e v i e w team determines that an 
u n a c c e p t a b l e r e p o r t is r e q u i r e d , the reasons s h o u l d be adequa te l y 
d i sc l osed . 

Engagements Discontinued Prior to Completion 

.47 I n the event that a review is discontinued pr ior to completion, the 
r e v i e w t e a m s h o u l d c o n s i d e r a d v i s i n g the r e v i e w e d firm i n w r i t i n g 
o f t he d i s c o n t i n u a n c e . T h e r e v i e w team m a y w i s h to c o m m u n i c a t e 
a n y m a j o r c o n c e r n s to the r e v i e w e d firm. 

Disagreement Within Committee-Appointed Review Teams 

.48 A disagreement regarding the type of report to be issued may 
ar i se a m o n g m e m b e r s o f a n e x e c u t i v e c o m m i t t e e o r s u p e r v i s o r y c o m 
m i t t e e (whe re a p p l i c a b l e ) o r a m o n g r e v i e w t e a m m e m b e r s w h o 
have k n o w l e d g e o f the o v e r a l l findings o f the r e v i e w . W h e n r e v i e w 
t e a m m e m b e r s a re u n a b l e to reso lve s u c h a d i sag reemen t , the m a t t e r 
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s h o u l d b e r e f e r r e d to the Q u a l i t y C o n t r o l S tanda rds C o m m i t t e e of 
the A I C P A fo r r e s o l u t i o n . 1 3 

Exhibits 

.49 These guidelines have been developed for guidance to review 
teams i n the i n i t i a l p e r i o d o f i m p l e m e n t a t i o n o f the p r o g r a m a n d are 
sub jec t to r e v i e w at a s u b s e q u e n t t i m e to d e t e r m i n e w h e t h e r m o d i 
f i ca t ions a re a p p r o p r i a t e i n the l i g h t o f expe r i ences i n p rac t i ce . 

.50 

Exhibit A: Guidelines for Selection of Offices 
T h e f o l l o w i n g g u i d e l i n e s , w h i c h s h o u l d be r e a d i n c o n j u n c t i o n 

w i t h g u i d a n c e o n se lec t i on o f offices i n c l u d e d i n the a c c o m p a n y i n g 
g u i d e , m a y b e c o n s i d e r e d f o r r e v i e w s o f mu l t i o f f i ce f i rms : 

Number of offices 
in reviewed firm 

2 to 15 

o v e r 15 

Approximate number of offices 
to be selected for review 

La rges t office p l u s 1 to 3 offices 

1 5 % to 2 5 % o f the r e v i e w e d firm's of
fices ( the se lected offices s h o u l d c o n 
t a i n s i m i l a r percentages of the firm's 
p ro fess iona l p e r s o n n e l a n d the firm's 
a c c o u n t i n g a n d a u d i t i n g hours ) 

.51 

Exhibit B: Guidelines for Accounting and 
Auditing Hours to be Reviewed 

T h e f o l l o w i n g g u i d e l i n e s m a y be c o n s i d e r e d i n d e t e r m i n i n g j u d g -
m e n t a l l y the pe rcen tage o f a r e v i e w e d firm's to ta l a c c o u n t i n g a n d 
a u d i t i n g h o u r s to be se lec ted f o r r e v i e w : 

Number of offices 
in reviewed firm 

1 to 15 

o v e r 15 

Percentage of reviewed firm's total 
accounting and auditing hours 

to be reviewed 

5 % to 1 0 % 

3 % to 6 % 

1 8 T h e p r o g r a m prov ides a means fo r r e s o l v i n g disagreements between a rev iew 
t e a m a n d a rev iewed f i rm. 
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F o r e x a m p l e , i f t h ree offices o f a ten-off ice firm w e r e se lec ted fo r re
v i e w , engagemen ts se lec ted fo r r e v i e w i n those th ree offices s h o u l d 
r ep resen t b e t w e e n 5 pe rcen t a n d 10 p e r c e n t o f the r e v i e w e d firm's 
to ta l a c c o u n t i n g a n d a u d i t i n g h o u r s . 

T h e t i m e r e q u i r e d to r e v i e w se lec ted i n d i v i d u a l engagemen ts is 
sub jec t to v a r i a t i o n d e p e n d i n g o n the size, n a t u r e , a n d c o m p l e x i t y 
o f the e n g a g e m e n t , i n c l u d i n g engagemen ts i n s p e c i a l i z e d i ndus t r i es . 
F o r e x a m p l e , r e v i e w t i m e f o r s m a l l e r engagemen ts g e n e r a l l y m a y be 
e x p e c t e d to be p r o p o r t i o n a l l y g rea te r t h a n that r e q u i r e d for l a rge r 
engagemen ts i n r e l a t i o n to to ta l h o u r s fo r those engagemen ts . 

I n p e r f o r m i n g the e n g a g e m e n t r e v i e w p o r t i o n of the r e v i e w , i t can 
be a n t i c i p a t e d tha t the t i m e r e q u i r e d b y the r e v i e w t e a m fo r r e v i e w 
o f a l l engagemen ts se lec ted m a y be e x p e c t e d to va r y f r o m 1 pe rcen t 
to 3 pe rcen t o f the aggregate h o u r s i n c u r r e d b y the r e v i e w e d firm to 
p e r f o r m these engagemen ts . 

.52 

Exhibit C: Report Acceptable for Participation 
in the Program 

T o the P a r t n e r s 
J o n e s , S m i t h & C o . 

W e have r e v i e w e d the system of q u a l i t y c o n t r o l fo r the a c c o u n t i n g 
a n d a u d i t i n g p rac t i ce o f J o n e s , S m i t h & C o . i n effect f o r the (pe r i od ) 
e n d e d J u n e 30, 1978. O u r r e v i e w was c o n d u c t e d i n c o n f o r m i t y w i t h 
g u i d e l i n e s f o r q u a l i t y c o n t r o l c o m p l i a n c e rev iews p r o m u l g a t e d u n d e r 
the V o l u n t a r y Q u a l i t y C o n t r o l R e v i e w P r o g r a m for C P A F i r m s o f 
the A m e r i c a n Ins t i t u te o f C e r t i f i e d P u b l i c A c c o u n t a n t s . W e tested 
c o m p l i a n c e w i t h the firm's q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s 
[at the f i rm 's e x e c u t i v e off ice a n d at se lec ted p rac t i ce offices i n the 
U n i t e d S t a t e s ] 1 to the ex ten t we c o n s i d e r e d a p p r o p r i a t e . T h e s e tests 
i n c l u d e d the a p p l i c a t i o n o f the firm's po l i c i es a n d p r o c e d u r e s o n 
se lec ted a c c o u n t i n g a n d a u d i t i n g engagemen ts . [ W e tested the super 
v i s i o n a n d c o n t r o l o f p o r t i o n s o f engagemen ts p e r f o r m e d ou t s i de the 
U n i t e d S ta tes . ] 2 

A firm's sys tem o f q u a l i t y c o n t r o l encompasses its o r g a n i z a t i o n a l 
s t r uc tu re a n d the po l i c i es a d o p t e d a n d p rocedu res es tab l i shed to 

1 T o be included, as appropriate, for reviews of multioffice firms. 
2 T o be included for reviewed firms with offices, correspondents, or affiliates out

side the United States. Appropriately modified wording should be used if the 
reviewed firm uses correspondents or affiliates domestically, if significant to the 
scope of the review. 
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p r o v i d e the firm w i t h r easonab le assurance o f c o n f o r m i n g w i t h the 
s tanda rds o f the p ro fess ion i n the c o n d u c t o f i ts a c c o u n t i n g a n d a u d 
i t i n g p rac t i ce . S t a n d a r d s of the p ro fess ion are expressed i n te rms of 
b r o a d concep ts a n d ob jec t i ves r a t h e r t h a n d e t a i l e d p rocedu res , a n d 
t h e i r a p p l i c a t i o n r e q u i r e s the exerc ise o f p ro fess i ona l j u d g m e n t i n a 
v a r i e t y o f c i r cums tances . T h e ex ten t of a firm's q u a l i t y c o n t r o l p o l i 
c ies a n d p r o c e d u r e s a n d the m a n n e r i n w h i c h they are i m p l e m e n t e d 
w i l l d e p e n d u p o n a va r i e t y o f factors s u c h as the size a n d o rgan i za 
t i o n a l s t r u c t u r e o f the firm, the n a t u r e of i ts p rac t i ce , a n d its ph i l os 
o p h y as to the degree of o p e r a t i n g a u t o n o m y a p p r o p r i a t e fo r its 
p e o p l e . V a r i a n c e i n i n d i v i d u a l p e r f o r m a n c e a n d p ro fess iona l in te r 
p r e t a t i o n affects the degree o f c o m p l i a n c e w i t h a firm's p r e s c r i b e d 
q u a l i t y c o n t r o l po l i c i es a n d p r o c e d u r e s ; the re fo re , adhe rence to a l l 
po l i c i es a n d p r o c e d u r e s i n eve ry case m a y n o t be poss ib le , b u t c o m 
p l i a n c e does r e q u i r e a d h e r e n c e to p r e s c r i b e d po l i c i es o r p rocedu res 
i n the s u b s t a n t i a l m a j o r i t y o f s i t ua t i ons . I n p e r f o r m i n g o u r r e v i e w , 
w e h a v e g i v e n d u e r e g a r d to the f o r e g o i n g c o n d i t i o n s . 

I n o u r o p i n i o n , the system of q u a l i t y c o n t r o l fo r the a c c o u n t i n g 
a n d a u d i t i n g p rac t i ce o f J o n e s , S m i t h & C o . fo r the (pe r iod ) e n d e d 
J u n e 30 , 1978, was a p p r o p r i a t e l y c o m p r e h e n s i v e a n d s u i t a b l y de
s i g n e d fo r the firm, a d e q u a t e l y d o c u m e n t e d , c o m m u n i c a t e d to p ro 
fess iona l p e r s o n n e l , a n d was b e i n g c o m p l i e d w i t h d u r i n g the p e r i o d 
to p r o v i d e the firm w i t h r e a s o n a b l e assurance o f c o n f o r m i n g w i t h 
the s tandards of the p ro fess ion for firms p a r t i c i p a t i n g i n the V o l u n 
tary Q u a l i t y C o n t r o l R e v i e w P r o g r a m fo r C P A F i r m s o f the A m e r i 
c a n I n s t i t u t e o f C e r t i f i e d P u b l i c A c c o u n t a n t s . 

W i l l i a m B r o w n 
T e a m C a p t a i n 
A I C P A R e v i e w 

T e a m 

J o h n s o n & C o . 

fo r r e v i e w by 
A I C P A r e v i e w 

team 

fo r r e v i e w by 
a f i r m 
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