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NOTES FOR DISCUSSION LEADER

AICPA MEMBER FORUM ON
THE REPORT OF THE SPECIAL COMMITTEE ON
STANDARDS OF PROFESSIONAL CONDUCT FOR CPAS

Before the Meeting 1. Preparation and Background

A. In advance of the meeting, discussion leaders should thoroughly review
the Special Committee’s Report, the Discussion Leader’s Guide and the
Participants’ Materials.

B. Thereshould be 20to 25 participants at the meeting. They should be given
a copy of the report and the materials provided for their use, including the
response sheet.

C. Your role as moderator:

1. You should devote a minimum of time to introductory remarks and a
maximum of time to discussion.

2. Attempt to elicit views from everyone present or at least from a majority.

3. Unless necessary, avoid disagreeing with or “‘educating” a participant
at the time he makes a point. Let other participants take the opposite
position or correct a factual error.

4. Avoid giving your own point of view. The AICPA wants to know the
views of its members on this issue without leading them in any way.
You are representing the AICPA at this discussion; you are the link between
the Institute and members. The purpose of the member forum is to find
out how members feel about an issue. In order to do this, we ask that
discussion leaders assume a neutral position, so that members have an
opportunity to express their individual views freely. Of course, we hope
to get your views when you submit your summary and response sheet.

5. Bring to the meeting the materials provided for the participants that
include response sheets to be completed during the session.

At the Meeting II. Introductory Remarks and Presentation of Highlights Film (25 to 30 minutes)

A. Explain that the purpose of the meeting is to obtain feedback from mem-
bers on the recommendations in the report of the Special Committee on
Standards of Professional Conduct for CPAs.

B. Distribute the response sheets and carefully review with the participants
the instructions given on the first page. Emphasize the importance of
making recommendations in the appropriate spaces if the participants
believe a particular recommendation should be modified.

C. Show highlights film.



III. The Discussion (95 to 150 minutes)

A. Openthe meetingto discussion of the statements included in the response
sheet, using the enclosed Discussion Leader’s Guide.

B. Give participants time to complete their recommendations and write
comments in the space provided at the end of the response sheet.

C. Allow time for participants to review their responses and collect all response
sheets at the end of the session.

After the Meeting IV. Feedback to AICPA

A. After the forum, write your own summary impressions of the participants’
views highlighting implementation questions raised and send it with
their responses to your state society coordinator for the program or to:

James F. Flynn, Director
State Society Relations
American Institute of CPAs
1211 Avenue of the Americas
New York, NY 10036-8775

B. Yoursummary and the responses of the participants will be compiled with
the results from other groups and submitted to the committees established
to structure the proposals for implementing the recommendations that
will be presented to AICPA Council.

V. Thank you!
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REPORT OF THE SPECIAL COMMITTEE
ON STANDARDS OF PROFESSIONAL CONDUCT

Comments on
Some Frequently Raised Questions

This memorandum presents statements of concerns that have been frequently voiced about the recom-
mendations in the report of the Special Committee on Standards of Professional Conduct and about the
effects of implementing those recommendations. Each statement is followed by a suggested response for use
in the member forums to be conducted on the report.

GENERAL

STATEMENT:

The report represents a knee-jerk reaction to the Dingell hearings.

RESPONSE:

The AICPA leadership, aware of eroding public confidence and of deficiencies in performance and com-
pliance, initiated the study of the profession’s standards long before the latest round of congressional
hearings and media criticisms to make an assessment of the current relevance and effectiveness of the exist-
ing ethics and performance standards. The special committee believes that its recommendations constitute
a meaningful response to the challenge of balancing the needs of the public and of the profession.

STATEMENT:

Members received the report without a clear indication of how they were expected to respond and without
any indication of differing views. Thus, it is not clear what is expected of members.

RESPONSE:

The special committee and the AICPA Board of Directors recognized the far-reaching nature of the report’s
recommendations and the profound impact that their implementation will have on all segments of the pro-
fession. For that reason, AICPA Council authorized the distribution of the report to the membership without
comment to obtain the informed views of members. Those views will be critical in developing a plan for
implementing the recommendations and in structuring code revisions and the necessary changes in the
Institute’s bylaws.

STATEMENT:

The cost and the resultant bureaucracy that might be created by the implementation of the recommen-
dations in the report will cause a substantial erosion of AICPA membership.

RESPONSE:

The special committee believes that the profession must make substantial reforms in the way it achieves
adherence to standards to make those standards more relevant and effective in improving the quality of ser-
vices and more responsive to the changing environment and to public expectations. Since existing structures
at the Institute will be used, implementation should not result in excessive cost or the creation of an added
bureaucracy. The report is based on a view of the Institute’s role as that of the national accounting body in



which membership represents a level of professional achievement greater than the possession of a CPA cer-
tificate. The special committee believes that the Institute should be perceived as a body that continually
monitors and strives to improve the quality of its members’ professional work. The possible consequence of
some erosion of membership is outweighed by the need to raise standards and to give stature and reputation
to membership in the AICPA.

RESTRUCTURED CODE

STATEMENT:

The goal-oriented section of the proposed Code is written in such broad terms that it is difficult to see how its
provisions can be enforced.

RESPONSE:

The goal-oriented section of the Code covers the basic responsibilities of members to clients, fellow pro-
fessionals, and the public. It provides standards of conduct that serve the public interest and buttress perfor-
mance standards and the profession’s commitment to professionalism. The special committee believes a
profession worthy of public trust needs such standards to guide decisions relating to behavior and to govern
the application of its technical expertise. The goal-oriented section of the proposed Code is based on the prem-
ise that members assume an obligation of self-discipline. It provides aspirational goals that members are
expected to strive for. The enforcement of its provisions will depend primarily on understanding and the
voluntary actions by members, secondarily on reenforcement by peers and public opinion, but ultimately on
disciplinary proceedings, when necessary, against those who fail to comply with the profession’s adopted
performance standards. It will shift the emphasis from compliance with specific rules to an emphasis on
achieving positively-stated goals. The special committee believes that professionalism requires much more
than compliance with specific rules; it requires a pattern of conduct that results in the performance of all pro-
fessional activities with competence, objectivity, and integrity. Specific rules by themselves cannot be com-
prehensive and flexible enough to provide members with the incentive to achieve that level of performance.

STATEMENT:
It is not clear from the report what happens under the proposed restructuring to the existing ethics inter-
pretations and rulings.

RESPONSE:

All of the existing interpretations and rulings under the present Rules of Conduct will remain in effect until
further action to modify them is deemed necessary by the senior technical committees.

STATEMENT:

The AICPA Council now has residual authority over ethics interpretations and may override a proposed
action by the Professional Ethics Executive Committee. It isnot clear from the report whether Council would
continue to have that authority with respect to interpretations by the senior technical committees.

RESPONSE:

The AICPA Council is the governing body of the Institute and, as such, would continue to have the residual
authority over interpretations of the Code initiated either by the Professional Ethics Executive Committee
or the other senior technical committees.



STATEMENT:

The proposed rules of performance and behavior generally apply to members’ performance of professional
services. The term “professional services,” is not defined and the definition intended is not clear from the
context in which the term is used. What is the meaning of “professional services” as used in the proposed
Code?

RESPONSE:

Although the term is not defined in the report, the special committee used the term to encompass all
activities of members requiring the use of their expertise as CPAs. The intent is to broaden the application of
the rules to the activities of all members whether or not they are in public practice. The special committee
recognizes the need for definitions, such as those in the present Code, and the implementing groups are
expected to provide the necessary definitions.

STATEMENT:

Proposed Rule 102 requires a member to maintain objectivity and integrity in the performance of any pro-
fessional service. How can a member in industry be expected to maintain objectivity?

RESPONSE:

Objectivity is a state of mind, a quality that lends value to a member’s services. The rule imposes on mem-
bers in industry the obligation to be impartial, intellectually honest, and free of conflicts of interest in the
performance of professional services. Although members not in public practice cannot maintain the appearance
of independence, they nevertheless have the responsibility and the ability to maintain objectivity in render-
ing professional services. This means that a member employed by others to prepare financial statements or
to perform other professional services is charged with the same responsibility for objectivity as members in
public practice.

STATEMENT:

The general standards, Rule 201, requires professional competence, due professional care, planning and
supervision, and sufficient relevant data in connection with professional services performed by all members.
Can a member in industry really be expected to comply with the general standards?

RESPONSE:

The special committee believes that AICPA members in industry perform, as CPAs, important professional
activities and should be required to comply with the general standards. The general standards as stated in
proposed Rule 201 are a more explicit statement of the requirements in the goal-oriented section of the Code
on the public interest, integrity, and due care.

STATEMENT:

Under the proposed Rule 302 on Contingent Fees, a member in public practice who performs an engagement
for a contingent fee would be deemed to have lost independence with regard to that client because of a com-
mon financial interest. It is not clear from the rule or the commentary on the rule how or when a member can
regain independence in relation to a client after having accepted a contingent fee engagement.
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RESPONSE:

The special committee did not address that aspect of the rule, and some elaboration or interpretation will
clearly be necessary in the implementing process. However, the intent of the rule is clear: a member who per-
forms an engagement for a contingent fee may not during the same period accept an engagement for that
client requiring independence.

STATEMENT:

The proposed Rule 503 on Commissions prohibits the acceptance of a payment for referral of products or ser-
vices of others by a member in public practice. Does the rule prohibit acceptance of a fee in an engagement in
which a member evaluates several products for the purpose of recommending one of those products to
the client?

RESPONSE:

The special committee used the term “payment for referral of products or services,” to broaden the scope of
the rule to cover any payment that in substance constituted a commission. The scope of the rule is not other-
wise changed and it clearly would not apply to fees charged in a management advisory engagement in which
a member is engaged to evaluate alternatives.

STATEMENT:

It is not clear from the proposed Rule 503 on Commissions whether or when a member can regain his or her
objectivity with regard to a client after having accepted a commission from the client.

RESPONSE:

The intent of the rule is to prohibit the acceptance of commissions. Under the proposed rule, as under the
current rule, the acceptance of a commission would be a prima facie violation.

QUALITY REVIEW PROGRAM

STATEMENT:

Wouldn'’t the establishment of the recommended quality review program lead to the recognition of firms as
AICPA members?

RESPONSE:

The program would not lead to the recognition of firms as AICPA members. The requirement for firms would
be made effective indirectly through membership requirements for individuals. For an individual CPA in
practice toretain eligibility for membership in the AICPA, the firm would have to enroll in the quality review
program or the peer review programs of the Division for CPA Firms.

STATEMENT:

Why should a young CPA who accepts employment with a firm that does not enroll in the quality review pro-
gram be penalized and not allowed to become a member of the Institute? Why not penalize only the partners
of the firm?

RESPONSE:

The special committee believes that the quality review program can only be made effective through mem-
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bership requirements that relate to all individuals who qualify for membership. All individuals who have
earned the CPA designation have a responsibility to comply with professional standards. Limiting the mem-
bership requirement to individuals who are principals or partners in firms would impair its effectiveness.
Moreover, having the requirement relate to all CPAs provides a strong incentive for principals and partners
to qualify their practice so as to attract and retain highly qualified staff.

STATEMENT:

Why should a firm with one or more SEC clients be required to join the SEC practice section for its partners
and staff to be eligible for AICPA membership? Why not establish an SEC section within the quality review
program for those firms?

RESPONSE:

The SEC practice section is structured to recognize the wider public interest in the financial reporting of
public companies and serves the special needs of firms that audit the financial statements of those com-
panies, particularly those registered with the Securities and Exchange Commission. Members of the SECPS
are subject to special membership and oversight requirements relating to their SEC clients, including SEC
oversight, the Public Oversight Board, and the Special Investigation Committee. Therefore, it would be
extremely difficult to establish an SEC section within the quality review program structured to serve the
self-regulatory needs of firms that audit SEC clients.

STATEMENT:

How much will a review cost our firm?

RESPONSE:

Reviews under the program will be tailored to the size and nature of practice and will range from desk report
reviews to field reviews of a firm’s quality control system. The cost of reviews will vary accordingly, but
should be similar to the cost of peer reviews conducted by committee-appointed review teams in the PCPS.
The cost of such reviews conducted by the PCPS in 1985 generally varied according to the number of pro-
fessionals and the number of accounting and audit hours as follows:

Cost Per Review

Firm Description Number of Firms  Low Average High
Sole Practitioner, No

Professional Staff 4 $ 957 $1,154 $1,398
2-5 Professionals:

1 Partner 16 924 2,292 3,876

2 or more Partners 16 1,330 2,234 3,536
6-10 Professionals 33 1,643 3,448 5,938
11-20 Professionals 27 2,046 4,271 5,739
Over 20 Professionals 12 4,006 7,442 12,192

Cost includes reviewers’ time charges, AICPA’s 10% administrative fee, and reviewers’ expenses. Hourly
billing rates for reviews of firms with less than 20 professionals and no SEC clients are $60 for team captains,
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$50 for team members who are partners or proprietors, and $40 for other team members. For firms with 20 or
more professionals and all firms with SEC clients, the rates are $10 higher in each classification. Firms nor-
mally incur these costs once every three years.

STATEMENT:

Must a CPA who is in practice only part time enroll in a quality review program and agree to undergo
reviews?

RESPONSE:

All AICPA members in public practice would have to practice in firms enrolled in the quality review program
or the peer review programs of the PCPS or SECPS regardless of whether they practiced part or full time.

STATEMENT:

Will an enrolled firm have a choice as to the selection of the reviewers?

RESPONSE:

The special committee contemplates that procedures similar to those used in the PCPS will be established
for selecting reviewers. The participation of the reviewed firm in the selection of reviewers would depend on
the nature of the review. For report reviews and for reviews conducted by committee appointed review teams
the selection may be an interactive process in which the firm to be reviewed will have the right to raise objec-
tions to a specific individual assigned as a reviewer. For firm-on-firm reviews, one firm chooses another to
conduct the review.

STATEMENT:

When deficiencies are found in a review, will the firm be subjected to disciplinary action by the Institute, the
state society and the state board?

RESPONSE:

The primary emphasis in the program is on education and remedial or corrective action to enhance the
quality of practice and to help eliminate substandard performance. Punitive sanctions by the Institute and
the state society will only be recommended in the event that the firm fails to correct material deficiencies.
However, it is contemplated that the report of the reviewer and a report on any required corrective actions
would be included in a public file, which would be available to state boards and others on their request.

STATEMENT:

Under the proposed quality review program, what will happen to existing state society or state board report
review programs?

RESPONSE:

The purpose of the proposed program is to develop a national uniform program in which existing programs
can be integrated.

STATEMENT:

Are all firms going to live by the same rules under the proposed practice monitoring program?
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RESPONSE:

The program contemplates that all practice units will be subject to some form of quality review either in pro-
grams qualified under the new quality review program or in the existing peer review programs of the division
for firms. However, any firms with one or more SEC practice clients would be required to join the SEC prac-
tice section of the Division for CPA Firms to qualify CPAs in those firms for membership in the AICPA.

STATEMENT:
How will the proposed quality review program affect the PCPS?

RESPONSE:

Under the proposed quality review program, reviews similar to the reviews conducted under the peer review
program of the PCPS would be established as an alternative to membership in the PCPS. The special com-
mittee believes that membership in the PCPS will be enhanced and made more attractive.

STATEMENT:

If all practice units are to be required to undergo some form of quality review, why not mandate membership
in the Division for CPA Firms?

RESPONSE:

The primary objective of the quality review program is to improve the quality of practice. That objective can
be achieved by mandating quality reviews for all practice units. In contrast, the two sections of the Division
for CPA Firms have broader objectives designed to serve the special needs of their members. The special com-
mittee concluded that the objective of improving the quality of practice could best be achieved by establish-
ing an alternative program rather than mandating membership in the division.

STATEMENT:

The proposed quality review program obviously cannot be put into effect for all firms at one time. What are
the plans for phasing-in the program?

RESPONSE:

The Institute has established an implementation committee to work out the plans for implementing the
recommendations in the report. That committee will develop plans for initiating the program, including the
procedures for phasing-in the program.

STATEMENT:

Thereport recommends that the Institute establish a public file on enrolled firms. Who will be responsible for
maintaining that file and where will it be maintained?

RESPONSE:

The special committee recommends that the Institute establish an executive committee that would have



overall responsibility for setting general policies for the program, including requirements relating to infor-
mation on enrolled firms to be maintained in files available to the public. The recommendation contem-
plates that the public file will be centralized and maintained at the AICPA.

STATEMENT:
Will an enrolled firm deal with the state society or the AICPA?

RESPONSE:

The special committee recommends that the state society establish quality review programs under the over-
sight of the AICPA. However, the AICPA would conduct the program in states that do not establish accept-
able programs.

STATEMENT:

How will the Institute assure uniform national standards?

RESPONSE:

The AICPA will establish the policies and standards for the program and coordinate and oversee the
operations of the program.

STATEMENT:

Under the peer review program of the Division for CPA Firms, egregious acts do not become an ethics matter.
However, under the proposed quality review program such acts involving individuals may be referred to the
ethics division. How will this difference be dealt with?

RESPONSE:

The special committee has sought to achieve a much closer coordination of the activities in the quality
review program and in the ethics enforcement program. This specific question will be addressed by the
implementation committee.

STATEMENT:

What appeal will a reviewed firm have from findings in a reviewer’s report that the firm does not agree
with?

RESPONSE:

Asinthe peer review program of the PCPS, areviewed firm will be afforded the opportunity to submit a letter
of comment on the reviewer’s findings. The letter of comment will be considered by the quality review com-
mittee in disposing of the matter.

STATEMENT:

How will a lawsuit involving a reviewed firm affect its quality review?
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RESPONSE:

The consideration given to lawsuits involving a reviewed firm should be similar to that given to lawsuitsin a
peer review. Thé specific case involving the suit would not be investigated. However, the reviewer should be
aware of the suit and consider its possible effect on the firm’s quality control system in determining the scope
of the review.

STATEMENT:

Under the proposed program, will the public file include information on substandard work?

RESPONSE:

The objective of the program is to correct deficiencies found and to eliminate substandard work. The public
file of an enrolled firm would include, among other information, the report of the reviewer, the reviewer’s let-
ter of comment, if any, the firm’s response to the letter of comment, the quality review committee’s letter to
the firm indicating acceptance, information on any remedial or corrective action required, and other
documents pertaining to corrective or remedial actions.

STRUCTURE FOR HANDLING COMPLAINTS

STATEMENT:

Under the proposed structure for handling complaints, why is it necessary to disband the Regional Trial
Boards?

RESPONSE:

The special committee believes that having a centralized trial board will require fewer members, provide
greater uniformity in the process, and lead to a more effective system for hearing and disposing of com-
plaints.

STATEMENT:

Under the structure for handling complaints, will the state society ethics committees still be able to issue
their own interpretations of the Rules of Performance and Behavior?

RESPONSE:

The special committee believes that state societies should be encouraged to conform their codes of ethics and
their interpretations of their codes with those of the Institute in a manner similar to that now in effect under
the Joint Ethics Enforcement Program. However, there is nothing in the proposal that would prevent state
society ethics committees from issuing their own interpretations.

OTHER MATTERS

STATEMENT:

The guidance provided in the goal-oriented section of the proposed code requires practitioners to determine
whether in their individual judgments the nature or magnitude of other services provided to an audit client
over time might create or appear to create conflicts of interest in the performance of the audit function for
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that client. Why did the special committee identify ‘“‘magnitude of other services...over time” as a factor to
be considered?

RESPONSE:

The special committee believed that no hard-and-fast rules can be developed to help members reach
judgments about the scope and nature of services that they provide in their practices. However, the commit-
tee identified and reached a consensus on magnitude as a factor that practitioners should consider in struc-
turing their judgment about the possibility of creating a conflict of interest with the audit function in the
performance of nonaudit services for a client.

STATEMENT:

Mandatory continuing professional education for members not in public practice imposes a burdensome
requirement on those members. Why did the special committee conclude that members not in public prac-
tice should be subject to such a requirement?

RESPONSE:

The special committee believes that AICPA members not engaged in public practice should be covered by a
structured, mandatory CPE program because they perform, as CPAs, important professional activities and
should be required to maintain their level of competence. The recommended program is structured to allow
those members to select courses suitable to their professional activities.
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